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SOCIAL  SECURITY  FINANCING  ISSUES 


TUESDAY,  FEBRUARY  17,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 
The  subcommittee  met  at  10:05  a.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 
[Press  release  announcing  the  hearing  follows:] 

[Press  release  of  Wednesday,  Feb.  4,  1981] 

Chairman  J.  J.  Pickle,  (D.-Tex.),  Subcommittee  on  Social  Security,  Committee 
on  Ways  and  Means,  Announces  Hearings  on  Social  Security  Financing 
Issues,  February  17,  18,  19,  1981 

Chairman  J.  J.  Pickle,  (D-Texas),  Chairman  of  the  Social  Security  Subcommittee, 
House  Committee  on  Ways  and  Means,  announced  today  the  Subcommittee  will 
hold  hearings  on  social  security  financing  issues  February  17,  18,  and  19,  1981, 
beginning  at  10:00  a.m.  in  the  Ways  and  Means  Hearing  Room,  1100  Longworth 
House  Office  Building. 

Testimony  will  be  heard  from  invited  witnesses,  Members  of  Congress,  and  from 
the  general  public.  The  Subcommittee  will  invite  representatives  of  the  Administra- 
tion; the  Congressional  Budget  Office;  the  National  Commission  on  Social  Security; 
and  the  President's  Commission  on  Pension  Policy,  and  former  Social  Security 
Commissioners.  In  addition,  witnesses  representing  organizations  and  the  general 
public  will  be  heard  as  time  permits. 

The  hearings  will  concentrate  on  changes  needed  to  ensure  the  economic  stability 
of  the  social  security  trust  funds. 

Individuals  and  organizations  are  invited  to  testify  or  submit  written  statements 
for  the  record.  Requests  to  testify  must  be  received  no  later  than  12  o'clock  noon, 
Wednesday,  February  11,  1981,  in  order  to  provide  ample  time  to  schedule  testimony 
at  the  hearings.  The  requests  to  be  heard  should  be  submitted  to  John  J.  Salmon, 
Chief  Counsel,  Committee  on  Ways  and  Means,  Room  1102,  Longworth  House  Office 
Building,  Washington,  D.C.  (202)  225-3625.  Notification  to  those  scheduled  to  appear 
will  be  made  as  soon  as  possible  after  the  filing  deadline. 

It  is  urged  that  persons  and  organizations  having  a  common  position  make  every 
effort  to  designate  one  spokesman  to  represent  them  in  order  for  the  Subcommittee 
to  hear  as  many  points  of  view  as  possible.  Time  for  oral  presentation  will  be 
strictly  limited,  with  the  understanding  that  a  more  detailed  statement  can  be 
submitted  for  the  Subcommittee's  review  and  for  inclusion  in  the  printed  record  of 
the  hearings.  This  will  afford  more  time  for  interrogation  of  the  witnesses  by  the 
members  of  the  Subcommittee.  If  it  becomes  necessary,  the  staff  will  group  the 
witnesses  into  panels  to  expedite  the  hearings  and  will  establish  strict  time  limita- 
tions for  each  panelist. 

The  following  is  an  outline  of  the  procedure  to  be  followed  by  organizations  and 
individuals  who  may  either  want  to  appear  and  testify  during  this  hearing  or  file  a 
written  statement  for  the  printed  record  of  the  proceedings.  All  requests  to  be  heard 
should  contain  the  following  information: 

1.  The  name  of  the  witness,  his  title,  address,  firm  affiliation  and/or  organization 
he  will  represent  (as  well  as  a  telephone  number  where  he  or  his  designated 
representative  may  be  reached). 

2.  If  appearing  in  an  individual  capacity,  a  list  of  any  clients  at  whose  request  or 
in  whose  employ  the  witness  appears. 

(1) 
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3.  A  topical  outline  or  summary  of  comments  and  recommendations. 

The  above  information  should  also  be  incorporated  in  the  prepared  statements  to 
be  presented  in  person  as  well  as  those  filed  for  the  printed  record.  In  order  to 
assure  the  most  productive  use  of  the  limited  amount  of  time  available  to  question 
hearing  witnesses,  witnesses  scheduled  to  appear  before  the  Subcommittee  are 
required  to  submit  50  copies  of  their  prepared  statement  to  the  full  Committee 
office,  Rm.  1102  Longworth  House  Office  Building,  at  least  24  hours  in  advance  of 
their  scheduled  appearance.  Failure  to  comply  with  this  requirement  may  result  in 
the  witness  being  denied  the  opportunity  to  testify  in  person.  For  those  who  wish  to 
file  a  written  statement  for  the  record  of  the  hearing,  five  copies  are  required  and 
may  be  submitted  throughout  the  course  of  the  hearing.  An  additional  supply  of 
statements  for  the  printed  record  may  be  furnished  for  distribution  to  the  press  and 
public  if  supplied  to  the  Committee  office  before  the  hearing  begins. 

Mr.  Pickle.  I  will  ask  everyone  to  please  take  a  seat. 

The  subcommittee  will  come  to  order.  I  wish  to  make  on  behalf 
of  the  subcommittee  an  opening  statement. 

These  3  days  are  the  first  of  several  days  of  hearings  the  Sub- 
committee on  Social  Security  will  hold  to  prepare  for  action  to 
settle  the  financial  status  of  the  trust  funds  and  make  other? 
needed  changes  in  the  program. 

For  the  past  several  years,  the  public  has  witnessed  report  after 
report  and  seen  headline  after  headline  predicting  the  imminent 
demise  of  the  social  security  trust  funds.  That  is  not  going  to 
happen. 

We  are  here  today  to  say  the  program  is  not  on  the  doorstep  of 
the  great  beyond.  We  must  look  behind  the  glaring  headlines  and 
realize  the  system  will  go  on.  Regardless  of  the  problems,  they  will 
be  handled.  They  were  met  in  the  past  and  they  will  be  met  now. 

But  our  message  today  also  is  that  how  the  Government  handles 
these  problems  is  critical:  It  can  restore  the  faith  of  the  American 
people — or  it  can  leave  them  to  worry  and  uncertainty  through  a 
policy  of  benign  neglect  of  this  great  social  program. 

Right  now  the  major  retirement  fund  in  social  security  will  run 
short  of  reserves  to  pay  a  month's  benefits  sometime  in  1982.  Yet 
this  is  not  an  emergency.  It  is  not  something  we  have  to  do  today. 
Nor  is  it  the  12th  hour.  We  can  delay  the  problem  we  face  in  198 
by  borrowing  from  other  trust  funds  or  from  the  General  Treasury 
We  can  ignore  this  problem,  and  problems  that  follow,  by  relying 
on  rosy  or  hopeful  economic  projections. 

We  on  this  subcommittee  believe  that  we  must  do  more,  and  tha 
is  the  reason  for  these  meetings. 

In  1972  the  Government  tied  social  security  to  an  expecte 
growth  in  the  economy.  Whether  or  not  the  Government  did  the 
right  thing  will  continue  to  be  argued.  It  is  certain,  however,  that 
we  couldn't  have  picked  a  more  difficult  time  to  do  it. 

Indexing  social  security  over  the  past  several  years  has  mean 
that  our  elderly  and  disabled  workers  have  been  better  able  tc 
keep  pace  with  the  economy. 

Despite  economic  changes  unimaginable  a  decade  ago,  social  se* 
curity  has  remained  strong.  It  has  not  borrowed  one  dime  from  the 
general  Treasury.  When  outgo  has  exceeded  income,  it  has  drawn 
on  its  own  reserves,  not  on  other  sources.  It  has  paid  benefits  or 
time — now  totally  $10.6  billion  a  month,  every  month  in  the 
OASDI  program.  And  it  has  done  this  while  the  beneficiary  popula 
tion  has  increased  10  million  over  1970,  and  while  average  benefits  • 
have  risen  dramatically  because  of  higher  wages. 
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But  inflation  has  hit  the  social  security  program  just  as  hard  as 
it  has  hit  other  segments  of  the  economy.  Program  costs  are  going 
up  about  $20  billion  a  year  now,  and  each  time  as  much  as  80 
percent  of  the  increase  is  due  to  the  cost  of  living.  The  system 
could  withstand  this  buffeting  except  that  income,  based  on  rising 
wages,  has  not  kept  pace.  Thus  the  public  is  once  more  faced  with 
graveyard  headlines  on  social  security. 

Even  if  the  economy  takes  a  turn  for  the  better,  this  Government 
has  a  responsibility  to  see  to  it  that  the  social  security  funds  are 
structured  so  that  they  are  protected  against  economic  buffeting, 
seen  and  unforeseen,  in  the  future. 

Social  security  faces  many  pressures  for  changes  to  reflect  the 
'  'graying"  of  our  population  and  to  reflect  changing  retirement 
needs  and  work  patterns.  It  faces  a  challenge  of  confidence  among 
the  American  people.  It  cannot  hope  to  meet  these  challenges  if  we 
do  not  meet  the  problem  of  inflation.  We  cannot  continue  to  subject 
the  American  people  to  uncertainties  about  this  program.  The 
system  must  be  protected  whatever  the  future  holds. 

The  people  we  have  gathered  in  the  first  3  days  of  these  hearings 
are  knowledgeable  about  the  social  security  program.  We  will  hear 

i  from  more  such  individuals  and  from  public  groups  in  the  next 
weeks,  and  I  hope  we  will  then  move  directly  into  markup  sessions. 

]  I  do  not  know  that  we  can  announce  hearings  for  the  next  week, 

i  but  within  the  next  30  days  or  6  weeks  I  hope  it  can  be  arranged 
that  we  can  continue  these  hearings  and  get  in  some  specific  legis- 
lation within  that  period  of  time. 
We  want  the  views  of  all  parties  on  how  to  approach  the  difficult 

:  task  ahead.  At  the  same  time,  I  caution  that  this  subcommittee 
will  write  the  social  security  bill.  It  bears  that  responsibility,  and  I 
hope  all  sides  will  refrain  from  trying  to  play  chief  and  doctor  and 

i  let  this  committee  do  its  work. 

This  committee  does  not  have  an  impossible  task,  but  it  can  be 
made  impossible  if  zealots  from  the  right  and  left  insist  on  having 

!  their  own  way  and  no  other.  There  can  be  no  group  winners  in  the 
debate  this  year.  There  can  be  no  Republican,  no  Democratic,  no 

J  administration,  no  congressional  position.  Our  goal  must  be  a 
mutual  one — the  preservation  and  strengthening  of  the  system.  I 

;  think  this  committee  will  find  reasonable  ground  because  we've  got 
to.  There  is  no  more  important  question  facing  the  country  today — 

I  and  that  includes  balancing  the  budget  and  passing  a  tax  bill. 

j     Now,  before  we  proceed  with  the  witnesses,  I  want  to  ask  first  if 

;  the  ranking  minority  member  of  the  committee  has  a  statement. 
Mr.  Archer.  Mr.  Chairman,  I  appreciate  the  opportunity  to  com- 

I  ment  briefly  at  this  time.  I  am  generally  in  accord  with  your 

:  opening  statement.  I  would  only  add  that  it  is  my  opinion  that  we 
must  take  this  time  of  pressure  to  achieve  a  long-term  solution  to 

J  social  security  problems  so  that  young  and  old  alike  in  this  country 

|  can  go  into  the  world  day  by  day  with  the  knowledge  that  social 

i  security  is  in  good  shape,  that  we  eliminate  the  crises  which  seem 

i  to  hit  us  every  few  years. 

;  That  is  not  going  to  be  easy  to  do.  It  is  going  to  take  a  great  deal 
of  courage,  a  great  deal  of  competent  thinking.  I  believe  that  it  is 

;  wrong  to  even  consider  borrowing  from  the  General  Treasury.  If  we 
attempt  to  do  that,  we  most  certainly  will  hit  the  Treasury  at  the 
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worst  possible  time  when  it  is  having  to  borrow,  itself,  in  the 
private  sector  and  create  untold  economic  dislocations  in  this  coun- 
try. It  is  a  time  when  some  will  still  come  before  us  and  want  to 
broaden  the  outflow  of  funds  from  the  social  security  program. 

I  think  we  should  say  to  all  today  that  those  days  are  over.  The 
days  when  groups  could  come  and  say  we  need  more,  we  need 
more,  we  need  more,  are  over.  The  day  has  come  when  we  must 
balance  the  funds,  when  we  must  make  the  difficult  decisions,  and 
I  believe  that  the  members  of  this  committee,  based  on  our  previ- 
ous get-togethers,  are  prepared  to  do  that.  I  most  certainly  am,  and 
it  is  a  pleasure  to  serve  with  you. 

Mr.  Pickle.  Thank  you,  Mr.  Archer. 

We  are  going  to  ask  the  first  witness  to  come  to  the  witness 
stand.  Under  the  rules  of  our  subcommittee,  the  television  lights 
will  be  permitted  to  remain  on  for  at  least  15  minutes. 

If  you  have  your  morning  pictures,  I  suggest  you  take  them  now 
or  within  the  next  15  minutes.  We  are  not  trying  to  be  difficult 
about  it.  We  will  consider  this  issue  as  we  go  along.  We  will  abide 
by  our  committee  rules  at  this  point  unless  there  is  a  suggestion  to 
the  contrary.  If  not,  we  will  proceed,  then,  with  the  witnesses.  I  am 
going  to  ask  Mr.  Raymond  C.  Scheppach,  who  is  the  Deputy  Direc- 
tor of  the  Congressional  Budget  Office,  to  come  to  the  witness 
stand,  and  I  assume  the  representatives  of  the  CBO. 

We  are  glad  to  have  you.  We  are  going  to  hear  later  this  morn- 
ing from  Mr.  Milton  Gwirtzman,  chairman  of  the  National  Com- 
mission on  Social  Security.  If  we  can  can  make  progress  this  morn- 
ing, we  will  hear  both  of  these  witnesses.  If  it  is  possible,  we  will 
not  have  hearings  this  afternoon. 

Mr.  Scheppach,  have  I  pronounced  your  name  correctly? 

STATEMENT  OF  RAYMOND  C.  SCHEPPACH,  DEPUTY  DIRECTOR 
CONGRESSIONAL  BUDGET  OFFICE,  ACCOMPANIED  BY  NANCY 
GORDON,  ASSISTANT  DIRECTOR  FOR  HUMAN  RESOURCES; 
AND  CHARLES  SEAGRAVE,  CHIEF,  HUMAN  RESOURCES- 
BUDGET  ANALYSIS 

Mr.  Scheppach.  Yes,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Scheppach,  you  may  proceed. 

Mr.  Scheppach.  Thank  you,  Mr.  Chairman.  Let  me  first  intro- 
duce my  two  associates.  On  my  right  is  Ms.  Nancy  Gordon,  who 
heads  CBO's  Human  Resources  Division;  and  on  my  left  is  Mr. 
Charles  Seagrave,  who  heads  the  Human  Resources-Cost  Estimat- 
ing Unit  within  our  Budget  Analysis  Division. 

I  would  also  like  to  mention,  Mr.  Chairman,  that  we  have  recent- 
ly completed  a  study  on  social  security's  short-run  financing  prob- 
lems. We  are  releasing  the  study  today,  and  it  will  be  available  to 
the  members  of  the  committee. 

Mr.  Chairman,  I  am  pleased  to  appear  before  this  committee  to 
discuss  social  security  financing.  In  my  remarks,  I  will  address 
three  major  issues: 

Currently  projected  problems  in  the  social  security  trust  funds; 

The  nature  and  causes  of  the  problems;  and 

The  short-run  options  to  remedy  the  situation. 
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CURRENT  PROJECTIONS  OF  TRUST  FUND  BALANCES 

The  Congressional  Budget  Office  projects  that,  by  the  start  of 
fiscal  year  1982,  the  balance  in  the  old-age  and  survivors  insurance 
(OASI)  fund — the  largest  of  the  three  trust  funds  that  finance  the 
social  security  system — will  fall  to  14.0  percent  of  the  estimated 
$141.4  billion  needed  for  that  year's  outlays. 

[A  table  follows:] 

TABLE  1.— CBO'S  PROJECTIONS  OF  SOCIAL  SECURITY  TRUST  FUND  OUTLAYS,  INCOMES  \  AND 
BALANCES,  TO  FISCAL  YEAR  1986 


[In  billions  of  dollars] 


1981 

1982 

1983 

1984 

1985 

1986 

Old  age  and  survivors  insurance: 

Outlays  

122.6 

141.4 

158.7 

178.0 

199.3 

222.6 

Income  

117.8 

129.0 

143.0 

159.1 

181.9 

203.7 

Year  end  balance  

19.7 

7.4 

-8.2 

-27.1 

-44.5 

-63.5 

Start  of  year  balance  (as  a  percent  of  outlays) .... 

20.0 

14.0 

4.7 

(2) 

(2) 

(2) 

Disability  insurance: 

Outlays  

17.5 

19.6 

21.0 

22.7 

24.8 

27.5 

Income  

12.6 

21.9 

26.4 

30.0 

37.7 

44.4 

Year  end  balance  

2.8 

5.1 

10.6 

17.9 

30.9 

47.7 

Start  of  year  balance  (as  a  percent  of  outlays) .... 

43.9 

14.4 

24.6 

46.7 

72.2 

112.1 

Hospital  insurance: 

Outlays  

27.9 

34.1 

38.7 

44.7 

51.9 

59.9 

Income  

31.9 

38.3 

43.2 

48.4 

55.5 

65.5 

Year  end  balance  

18.5 

22.7 

27.2 

30.8 

34.4 

40.1 

Start  of  year  balances  (as  a  percent  of  outlays)... 

51.9 

54.2 

58.6 

60.8 

59.5 

57.5 

1  Income  to  the  trust  funds  is  budget  authority.  It  includes  payroll  tax  receipts,  interest  on  balances,  and  certain  general  fund  transfers. 

2  Negative  balance. 

Note:  Minus  sign  denotes  a  deficit. 

Source:  Based  on  CBO's  preliminary  economic  assumptions. 


Mr.  Scheppach.  Approximately  $7  billion  is  projected  to  remain 
in  the  fund  by  the  middle  of  fiscal  year  1982 — 4.7  percent  of  the 
next  year's  anticipated  outlays.  By  early  1983,  the  OASI  fund  will 
be  depleted.  At  the  same  time,  however,  the  disability  insurance 
(DI)  trust  fund  appears  to  improve  its  position  substantially 
through  1986,  with  reserves  increasing  to  112  percent  of  outlays. 
The  hospital  insurance  (HI)  fund's  balance  will  remain  at  roughly 
50  to  60  percent  of  annual  outlays  over  the  period.  Although  the 
relative  strength  of  the  DI  and  HI  funds  does  not  in  itself  remedy 
the  OASI  fund's  anticipated  problem,  it  does  open  a  variety  of 
choices  for  congressional  action. 

THE  NATURE  AND  CAUSES  OF  THE  PROBLEM 

Timing  differences  between  revenue  inflows  and  outlays  for 
benefits  require  that  trust  fund  balances  at  the  start  of  each  fiscal 
i  year  should  be  at  least  9  to  12  percent  of  that  year's  anticipated 
|  outlays.  Of  the  three  funds,  only  the  OASI  fund  will  experience  a 
■  cash  flow  problem,  since  its  balance  by  the  beginning  of  fiscal  year 
;  1983  is  expected  to  drop  below  the  9-percent  level  of  expected 
outlays. 

The  OASI  fund's  current  difficulties  result  primarily  from  social 
security's  sensitivity  to  the  economy.  Trust  fund  revenues  are  pri- 
marily a  function  of  aggregate  earnings.  When  unemployment  rises 
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and  individual  earnings  grow  more  slowly  than  expected,  revenues 
fall  below  projected  levels.  For  example,  a  sustained  1-percent  rise 
in  the  unemployment  rate  over  3  years  can  diminish  all  three  trust 
funds'  balances  by  as  much  as  $15  billion.  At  the  same  time, 
benefit  payments  are  mainly  a  function  of  price  level  changes, 
because  benefit  amounts  are  indexed  annually  to  changes  in  the 
Consumer  Price  Index  (CPI).  When  inflation  rates  are  high,  benefit 
payments  grow  sharply.  The  recent  combination  of  high  inflation 
and  unemployment  rates,  and  low  growth  in  real  earnings,  has  led 
to  the  deterioration  in  the  trust  fund  balances. 

Although  CBO's  projections,  like  any  economic  forecasts,  are  un- 
certain and  grow  increasingly  so  as  they  go  farther  into  the  future, 
the  immediate  OASI  problem  seems  clear.  Even  with  some  im- 
provement in  the  economy  during  the  next  2  years,  the  reserve 
positions  of  the  trust  funds  are  expected  to  weaken.  High  levels  of 
unemployment  are  likely  to  continue  exerting  pressure  on  the  trust 
funds,  as  fewer  workers  contribute  payroll  taxes,  and  as  a  number 
of  older  workers  retire  sooner  than  they  would  have  if  the  labor 
market  were  stronger.  High  rates  of  inflation,  meanwhile,  will  lead 
to  large  automatic  cost-of-living  increases  in  benefits.  CBO  projects 
a  benefit  increase  of  roughly  12  percent  in  July  1981,  adding  some 
$16  billion  to  outlays  in  1982.  Additional  income  raised  by  sched- 
uled tax  increases  is  not  projected  to  reverse  the  decline  in  the 
OASI  balance,  which  is  likely  to  continue  falling  as  a  percent  of 
outlays  through  1986. 

SHORT-RUN  OPTIONS 

The  Congress  has  a  variety  of  actions  it  could  take  to  guarantee 
the  adequacy  of  the  trust  funds.  These  options  fall  into  three  broad 
categories:  Changing  the  trust  funds'  accounting  methods,  Modify- 
ing benefit  amounts,  and  increasing  or  finding  altenatives  to  the 
payroll  tax  revenues  that  finance  the  system. 

Some  of  these  options,  taken  alone,  would  maintain  the  trust 
funds  only  for  an  additional  year  or  two;  others,  alone  or  in  combi- 
nation, however,  would  guarantee  adequate  reserves  for  longer 
periods. 

ACCOUNTING  CHANGES 

I  would  like  first  to  discuss  three  possible  accounting  changes: 
Interfund  borrowing  among  social  security's  three  trust  funds;  rea-- 
lining  the  payroll  tax  rates  among  the  funds;  and  merging  the 
three  funds. 

Neither  benefit  amounts,  nor  the  scheduled  payroll  tax  rates, 
would  be  affected  by  enacting  any  of  these  three  options.  Their 
potential  as  short-term  solutions  to  the  current  OASI  fund  problem 
is  based  on  the  estimate  that,  all  together,  the  three  funds  have 
adequate  amounts  on  reserve  to  cover  all  three  funds'  anticipated 
obligations  into  1984. 

[A  table  follows:] 
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TABLE  2.-CB0  PROJECTIONS  OF  OASI,  Dl,  AND  HI  AGGREGATE  TRUST  FUND  BALANCES  AT  START  OF 
YEAR,  AS  A  PERCENT  OF  OUTUYS,  TO  FISCAL  YEAR  1986 


Trust  fund 

1981 

1982 

1983 

1984 

1985 

1986 

OASI  and  Dl 

  23.0 

14.0 

7.0 

1.2 

(J) 

OASI,  Dl,  and  HI 

  27.7 

21.0 

16.1 

12.0 

7.8 

6.7 

1  Negative  balance. 


Mr.  Scheppach.  The  first  two  of  these  three  accounting  options 
would  respond  to  congressional  concern  about  maintaining  the  sep- 
arate identities,  hence  the  accountability,  of  the  three  funds. 

INTERFUND  BORROWING 

The  Carter  administration's  budgetary  proposals  for  fiscal  years 
1981  and  1982  contained  plans  to  allow  one  trust  fund  to  borrow 
from  the  others  as  the  need  arose;  the  borrowing  fund  would  make 
repayment  when  it  could.  Under  current  economic  projections,  if 
the  OASI  fund  borrowed  only  from  the  Dl  fund,  OASI  reserves 
would  be  adequate  for  another  3  to  6  months.  After  this  time, 
further  borrowing  would  have  to  come  from  the  HI  trust  fund  to 
cover  all  OASI  benefits.  But  by  the  start  of  1985,  according  to 
CBO's  estimates  of  a  similar  plan,  additional  measures  would  be 
needed. 

REALINEMENT  OF  PAYROLL  TAXES 

Current  law  stipulates  that  the  payroll  tax  revenues  that  finance 
social  security  are  apportioned  among  the  three  trust  funds  at 
fixed  percentage  rates.  The  present  alinement  of  tax  portions  has 
brought  about  the  current  imbalance  among  the  funds.  Thus,  the 
Congress  has  the  option  of  realining  the  payroll  tax  portions,  in- 
creasing the  share  earmarked  for  the  OASI  trust  fund.  The  96th 
Congress  enacted  a  measure  of  this  sort  for  fiscal  year  1981  (Public 
Law  96-403)  with  the  aim  of  giving  this  Congress  time  to  examine 
social  security  issues  in  greater  detail.  A  further  tax  realinement 
could  accomplish  roughly  the  same  result  as  interfund  borrowing. 

MERGING  THE  TRUST  FUNDS 

Merging  all  three  trust  funds  into  one  new  fund  to  serve  as  a 
repository  for  all  payroll  tax  receipts  is  another  possible  approach. 
Although  this  option  could  lead  to  some  loss  of  congressional  con- 
trol in  monitoring  the  status  of  the  three  programs,  maintaining  a 
separate  accounting  system  for  each  program  could  offset  this  dis- 
advantage. 

BENEFITS  CHANGES 

An  alternative  approach  that  would  ease  but  probably  not  elimi- 
nate the  cash  flow  problem  would  include  a  number  of  options  to 
alter  benefits.  Some  choices  in  this  category  would  involve  modify- 
ing the  way  annual  cost-of-living  benefit  increases  are  calculated. 
Others  would  phase  out  or  eliminate  certain  specific  benefits. 
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MODIFYING  THE  ANNUAL  COST-OF-LIVING  BENEFIT  INCREASE 

To  keep  social  security  benefits  abreast  of  inflation,  they  are 
indexed  annually  to  reflect  rises  in  the  cost  of  living.  Under  cur- 
rent law,  benefits  are  automatically  adjusted  each  year  according 
to  changes  in  the  CPI. 

One  deficiency  in  the  present  system  of  indexing  is  that  the  CPI 
overstates  the  actual  rise  in  the  cost  of  shelter  and  the  importance 
of  housing  in  total  living  costs.  In  its  1982  budget,  the  Carter 
administration  proposed  switching  to  a  variant  of  the  CPI,  the 
CPI-X1,  which  is  based  on  a  rental-equivalance  approach  to  meas- 
uring housing  costs.  If  the  CPI-X1  were  implemented  in  time  to 
affect  the  July  1981  adjustment  in  social  security  benefits,  fiscal 
1982  outlays  would  be  reduced  by  about  $2  billion.  The  impact  on 
Federal  outlays  in  future  years  is  very  difficult  to  predict. 

Alternatively,  the  Congress  could  cap  the  indexing  of  benefits. 
For  example,  limiting  the  July  1981  social  security  benefit  increase 
to  85  percent  of  the  increase  in  the  CPI  would  lower  fiscal  year 
1982  social  security  outlays  by  about  $2.8  billion.  Such  a  limit  could 
be  justified  on  grounds  that  social  security  benefits  have  been 
increasing  at  higher  rates  than  earnings,  and  they  are  expected  to 
do  so  again  this  year.  But  if  an  85-percent  cap  were  made  perma- 
nent, substantial  declines  in  real  benefit  levels  would  ultimately 
result.  For  example,  by  late  1986,  benefits  for  the  average  retired 
worker  would  be  about  8  percent  lower  than  under  current  policy. 

Alternatively,  social  security  benefits  could  be  indexed  either  to 
a  cost-of-living  measure  or  to  a  wage-level  measure,  whichever  was 
lower.  This  would  mean  that,  in  normal  years,  when  wages  rise 
faster  than  prices,  the  purchasing  power  of  benefits  would  be  pro- 
tected. In  periods  of  recession,  however,  when  wages  lag  behind 
price  increases,  social  security  beneficiaries  would  not  receive 
larger  increases  than  the  average  wage  earner. 

If  this  option  were  implemented  for  the  1981  benefit  increase,  it 
would  reduce  social  security  outlays  by  an  estimated  $3.8  billion  in 
1982  and  $25.2  billion  over  the  1982-86  period.  Over  time,  though, 
it  would  lower  real  benefits  below  the  levels  anticipted  under  cur- 
rent law;  the  extent  of  the  reduction  would  depend  upon  the  per- 
formance of  the  economy. 

ELIMINATING  CERTAIN  BENEFIT  PAYMENTS 

A  number  of  options  to  reduce  or  phase  out  certain  specific 
benefits  have  been  proposed  by  past  administrations.  These  options 
involve  the  phasing  out  of  students'  and  certain  parents'  benefits, 
and  the  elimination  of  the  lump-sum  death  benefit  and  the  newly 
awarded  minimum  benefits.  One  rationale  for  these  proposals  is 
that  such  benefits  have  recently  been  duplicated  by  other  Federal 
programs  more  directly  targeted  toward  recipient  groups.  The  en- 
actment of  these  options  would  save  more  than  $1  billion  in  1982 
and  approximately  $13  billion  over  the  1982-86  period. 

REVENUE  MODIFICATIONS 

Among  the  revenue  options,  one  possibility  would  be  to  allow  the 
social  security  system  to  borrow  from  the  general  fund  in  times  of 
economic  stress.  Other  options  would  involve  further  payroll  tax 
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increases  or  the  introduction  of  income  tax  revenues,  either  direct- 
ly or  indirectly,  to  support  the  three  trust  funds. 

PAYROLL  TAX  CHANGES 

A  number  of  tax  changes  could  raise  the  revenue  needed  by  the 
OASI  fund.  One  would  follow  past  practice  by  raising  the  payroll 
tax  rate  for  employers,  employees,  and  self-employed  persons.  By 
itself,  a  permanent  increase  of  0.5  percent  above  currently  sched- 
uled rates — from  6.7  percent  to  7.2  percent  in  1982,  for  example — 
would  just  barely  raise  the  revenues  that  the  OASI  fund  will  need 
by  1986;  a  more  substantial  increase  of  1  percent  would  provide  the 
system  with  a  quite  ample  cushion. 

Another  approach  would  involve  eliminating  the  ceiling — now 
set  at  $29,700 — on  wages  subject  to  the  payroll  tax  and  taxing  all 
earnings  instead.  This  would  meet  almost  all  of  OASI's  needs 
through  1986. 

To  lessen  the  inflationary  and  other  restrictive  economic  effects 
of  a  payroll  tax  increase,  such  an  increase  could  be  accompanied  by 
an  income  tax  credit  or  deduction.  To  offset  the  increases  mandat- 
ed for  1981  and  1982  by  the  1977  social  security  amendments,  two 
bills  have  been  introduced — in  the  House  as  H.R.  7046  and  in  the 
Senate  as  S.  44 — that  would  allow  employees  and  employers  a 
refundable  10  percent  credit  on  their  payroll  tax  contributions. 
Credits  to  offset  further  increases  could  also  be  refundable  and 
would  be  proportional  to  an  individual's  total  payroll  tax  contribu- 
tion. 

GENERAL  FUND  BORROWING 

Permitting  social  security  to  borrow  funds  from  the  Treasury 
would  avoid  tax  increases  or  benefit  cuts.  It  could,  however,  in- 
crease pressures  on  the  Federal  budget,  forcing  cuts  in  other  areas, 
increasing  the  size  of  the  deficit,  or  creating  an  upward  pressure  on 
income  taxes. 

GENERAL  REVENUE  FINANCING 

Both  the  1979  Advisory  Council  on  Social  Security  and  the  Na- 
tional Commission  on  Social  Security  have  recommended  reallocat- 
ing the  HI  share  of  the  payroll  tax  rate  among  the  OASI  and  DI 
trust  funds,  while  also  lowering  the  overall  rate.  The  plan  would 
call  for  financing  HI  entirely  from  an  earmarked  portion  of  income 
tax  revenues.  One  bill  that  has  been  recently  introduced,  H.R. 
1018,  proposes  to  finance  only  half  of  HI  from  general  revenues. 
Financing  HI  program  benefits  in  this  manner  has  been  justified 
on  the  ground  that  such  benefits  are  not  related  to  lifetime  payroll 
tax  contributions  and  therefore  need  not  be  paid  for  from  a  sepa- 
rate fund  financed  by  a  payroll  tax.  Such  a  tax  change  would  help 
reinforce  the  OASI  fund.  If  HI  were  financed  entirely  from  general 
revenues  and  the  overall  payroll  tax  rate  remained  unchanged 
after  1981,  OASI  revenues  could  increase  by  $25  billion  in  1982  and 
by  nearly  $190  billion  through  1986. 

[Table  3  follows:] 
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TABLE  3— PROJECTED  EFFECTS  OF  REVENUE  CHANGES  TO  ASSIST  THE  OASI  TRUST  FUND,1  TO 

FISCAL  YEAR  1986 


[In  billions  of  dollars] 


Change 

1982 

1983 

1984 

1985 

1986 

Increasing  payroll  tax  rate  by  0.5  percent 2  

10.0 

15.6 

17.5 

19.5 

21.8 

Increasing  payroll  tax  rate  by  1.0  percent 2  

20.0 

31.1 

34.9 

39.1 

43.6 

Eliminating  the  ceiling  on  taxable  earnings 2  

5.4 

16.9 

18.6 

19.6 

21.0 

Reallocating  the  HI  portion  of  payroll  tax  rate  to  OASDI 3  

24.9 

38.5 

43.2 

39.7 

40.7 

1  Assumes  current  law. 

2  As  an  offset  to  these  payroll  tax  increases,  H.R.  7046  (if  extended  beyond  1981)  would  reduce  income  tax  revenues  over  the  period  by  the 
following  yearly  amounts:  $13.2  billion,  $20.6  billion,  $23.1  billion,  $26.8  billion,  and  $30.6  billion. 

3  Calculated  by  transferring  a  portion  of  HI  rate  to  OASI  and  Dl  and  fixing  the  combined  OASDI  rate  at  the  current  6.65  percent  rate. 

NOTE— Proposed  changes  assumed  effective  Jan.  1,  1982.  Figures  do  not  include  any  revenue  offsets  that  might  result  from  a  payroll  tax 
change.  Most  of  these  offsets  are  likely  to  come  from  changes  in  income  tax  payments. 

Source:  CBO  estimates. 


SEVERAL  OPTIONS  IN  COMBINATION 

Mr.  Scheppach.  Taken  alone,  many  of  the  options  outlined  above 
offer  limited  potential  to  solve  the  OASI  trust  fund's  financing 
problem.  But  if  several  actions  were  taken  simultaneously,  the 
fund's  prospects  could  be  markedly  improved.  Combining  any  one 
of  the  three  accounting  changes,  for  example,  with  one  of  the 
possible  modifications  in  the  indexing  mechanism  would  put  the 
OASI  fund  in  a  secure  position  through  the  end  of  fiscal  year  1986 
under  current  projections.  Similarly,  the  adequacy  of  the  OASI 
fund  could  be  assured  by  enacting  a  0.5  percent  payroll  tax  in- 
crease above  currently  scheduled  rates,  while  at  the  same  time 
reapportioning  part  of  the  DI  share  of  payroll  tax  revenues  to  the 
OASI  fund. 

Mr.  Chairman,  I  would  be  pleased  to  answer  any  questions. 
Mr.  Pickle.  Thank  you,  Mr.  Scheppach. 

The  Chair  first  would  want  to  say  to  the  members  that  we  will 
ask  each  one  of  you  for  questions.  We  are  going  to  abide  strictly  by 
the  5-minute  rule,  and  then  after  we  have  recognized  each  member 
we  will  come  back  for  other  questions,  but  we  want  to  try  to 
proceed  in  that  manner. 

Now,  Mr.  Scheppach,  I  noticed  you  have  given  us  a  lot  of  options, 
a  lot  of  alternatives,  and  that  as  I  read  it,  you  do  not  make  any 
specific  recommendations.  You  just  give  us  a  lot  of  druthers.  We 
have  got  to  do  something,  if  you  would  rather  do  this,  that  or  the 
other,  and  that  is  understandable. 

I  am  concerned  at  this  point,  from  your  viewpoint,  what  is  the 
status  of  the  fund,  and  with  respect  to  any  projections  you  have 
particularly  with  respect  to  1982  through  1986?  I  presume  you  have 
your  chart  here  on  page  2,  and  you  did  not  go  into  any  of  it,  but 
want  to  concentrate  in  my  time  on  the  financial  picture.  Will  you 
please  talk  about  the  chart  a  little  bit  more,  or  where  you  think  we 
will  be  within  the  next  year,  say  1982,  if  we  do  not  take  action? 

Mr.  Scheppach.  The  first  thing  we  have  to  say  is  that,  regardles 
of  whether  the  economy  strengthens  or  not,  the  OASI  fund  will 
have  a  problem  by  late  1982,  primarily  because  the  payments  in 
1980  and  1982  are  going  to  increase  due  to  past  changes  in  the 
Consumer  Price  Index.  In  other  words,  that  almost  regardless  of 
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what  happens  in  the  economy,  you  are  going  to  have  a  problem  in 
this  period  of  time. 

Mr.  Pickle.  You  say  we  would  have  a  problem  by  late  1982.  I  had 
understood  that  we  might  have  a  problem  by  early  1982.  Show  me 
on  your  chart  where  you  think  if  we  don't  make  any  changes  we 
will  have  reserves  sufficient  to  meet  all  our  obligations  by  late 
1982. 

Mr.  Scheppach.  Our  projections  show  about  a  14-percent  balance 
as  a  percent  of  outlays  at  the  beginning  of  fiscal  year  1982.  As  we 
have  indicated  in  the  statement,  a  level  of  9  to  12  percent  is 
required,  and  14  percent  is  quite  close  to  that  level. 

Mr.  Pickle.  I  understand  you  to  say  that  if  we  borrowed  from  all 
three  funds,  that  had  interfund  borrowing,  assuming  the  continu- 
ation of  basically  the  same  economic  conditions,  that  we  would 
have  funds  to  pay  our  benefits  through  1985? 

Mr.  Scheppach.  Up  to  the  beginning  of  1984  I  think  we  wouldn't 
have  any  problem.  After  that,  moving  into  1985,  the  balances  fall 
below  9  to  12  percent. 

Mr.  Pickle.  Then  the  committee  has  through  this  year  1981  to 
try  to  take  action,  because  January  1,  1982,  the  reserve  would  be 
approximately  14  percent.  Some  have  estimated  12,  but  around 
that  figure,  and  sometime  during  the  year  at  least  in  1982  we 
would  have  a  shortage  of  the  OASI  trust  fund;  is  that  correct? 

Mr.  Scheppach.  Yes,  that  is  correct,  Mr.  Chairman. 

Mr.  Seagrave.  Mr.  Pickle,  the  14  percent  is  actually  for  the  start 
of  the  fiscal  year,  this  coming  October  1. 

Mr.  Pickle.  I  see,  all  right.  That  is  a  little  difference.  All  right. 
Now,  do  you  make  any  projection  as  to  the  condition  of  the  funds 
after  the  1986  period?  Do  you  make  projections  in  the  long  term,  by 
the  year  2000  or  beyond,  or  is  your  testimony  just  for  the  next  4 
years? 

Mr.  Scheppach.  We  only  have  confidence,  really,  in  our  projec- 
tions for  the  next  4  years.  The  few  projections  in  our  study  that  go 
to  1990  are  very  tentative.  What  we  do  see  is  that  the  work  force 
will  increase  over  the  next  several  years,  and  that  in  1990  there 
will  be  some  slight  strengthening  of  the  trust  funds.  So  throughout 
the  1990's  we  can  expect  to  have  some  strengthening.  Then,  by  the 
early  2000's,  as  the  postwar  baby  boom  begins  to  reach  retirement 
age,  the  trust  funds  will  again  be  under  quite  a  lot  of  pressure 

Mr.  Pickle.  I  would  think  that  this  committee  is  going  to  give 
some  consideration  to  the  time  2000  and  beyond.  We  have  a  short- 
term  difficulty  right  now,  so  that  during  this  year  we  must  act  to 
shore  up  our  reserves.  But  I  would  hope  that  also  we  get  some 
statement  from  you,  from  the  CBO,  with  respect  to  the  conditions 
of  these  funds  from  the  year  2000  for  another  20-  to  40-year  period. 

Our  immediate  concern  is  what  we  must  take  care  of  now,  be- 
cause we  must  restore  the  confidence  of  the  people.  I  am  disturbed 
each  time  I  read  a  headline  that  social  security  is  going  bankrupt. 
Well,  social  security  has  never  missed  paying  a  dollar  of  benefits, 
and  that  is  remarkable,  particularly  in  view  of  the  fact  that  we 
never  borrowed,  and  yet  we  have  the  challenge  now  of  protecting 
that  system  and  keeping  it  strong. 

I  think  that  your  projections  are  very  important  at  this  point, 
but  I  think  we  also  must  consider  other  alternatives.  I  will  not  go 
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into  alternatives  at  this  point,  but  rather  to  comment  on  the  finan- 
cial picture  as  we  see  it  in  the  next,  say,  4  years.  I  will  now  ask  Mr. 
Jacobs  if  he  has  any  questions. 

Mr.  Jacobs.  Mr.  Chairman,  I  would  like  to  defer  to  Mr.  Archer,  ! 
and  then  reserve  my  time. 

Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman,  and  Andy,  I  appreciate 
your  giving  me  an  opportunity  to  question. 

To  follow  up  on  the  chairman's  comments  about  why  you  have 
talked  only  about  the  short  term,  which  is  the  next  4  to  5  years,  do 
you  disagree  with  my  opening  statement  that  we  should  attempt  to  \ 
solve  the  long-term  problems  this  year  in  this  Congress,  or  do  you 
think  just  patching  for  the  next  4  years  is  going  to  create  the  kind 
of  credibility  for  the  program  that  we  desperately  need  for  the 
people  of  this  country? 

Mr.  Scheppach.  I  agree  that  the  Congress  has  to  take  a  long-run 
look  at  it  too.  The  problem,  of  course,  is  that  it  is  very  hard  to 
make  forecasts  for  those  long  periods  of  time.  The  trouble  that  the 
trust  funds  have  gotten  into  recently  is  not  so  much  the  result  of 
major  shifts  in  population,  but  more  the  result  of  how  the  general 
economy  has  behaved.  As  I  say,  we  expect  that,  as  the  postwar 
baby  boom  moves  into  a  high  earning  phase  through  the  1990's,  the 
trust  funds'  integrity  will  improve.  At  the  same  time,  a  lot  more 
strength  in  the  economy  would  help  to  pay  for  future  benefits. 

Mr.  Archer.  Prior  to  the  1970's  we  didn't  have  any  problems  as 
far  as  projecting  out  beyond  5  years,  or  even  20  years,  and  we  had 
recessions,  we  had  all  kinds  of  changes  in  the  economy,  but  we 
were  on  target.  In  fact,  we  always  had  more  money  to  increase 
benefits.  It  was  not  a  question  of  the  funds  going  into  deficit. 

Mr.  Scheppach.  In  response  to  that,  Mr.  Archer,  I'd  like  to  point 
out  that  throughout  the  1960's  and  the  very  early  1970's  we  had 
very  high  real  growth.  We  had  very  low  inflation  and  we  had  high 
productivity.  When  you  have  those  factors  together,  payments  into 
the  trust  fund  are  substantially  greater.  Now  we  have  a  very 
different  situation.  But,  6  years  ago,  none  of  us  would  have  predict- 
ed rates  of  inflation  of  10  percent,  and  unemployment  approaching 
8  percent.  Therefore,  it  is  now  becoming  a  lot  more  difficult  to 
predict. 

Mr.  Archer.  There  are  a  lot  of  questions  1  would  like  to  ask  you 
about  beyond  the  next  5  years,  but  you  obviously  are  not  really 
prepared  for  that.  Could  you  come  back  at  a  later  date  with  some 
more  definitive  information  beyond  the  next  5  years,  rather  than 
my  spending  this  time  trying  to  ask  about  them,  if  you  are  not 
prepared  for  it? 

Ms.  Gordon.  If  I  might  add  something,  it  is  very  complicated,  as 
you  know,  to  take  into  account  changes  in  demographics,  different 
economic  scenarios,  and  changing  behavior  of  people  within  the 
work  force.  We  are  now  in  the  process  of  undertaking  a  study  to; 
look  at  the  longer  run  situation  of  the  social  security  trust  funds 
out  into  2030  and  2040.  But  unfortunately,  the  results  of  that  study 
won't  be  available  for  some  months. 

Mr.  Archer.  What  do  you  mean  by  some  months? 

Ms.  Gordon.  I  think  that  we  would  probably  have  some  prelimi- 
nary results  within  the  next  year.  I  wish  that  I  could  say  that  it 
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would  be  much  sooner,  but  the  complexity  of  the  analyses  requires 
that  much  time. 

Mr.  Archer.  I  just  wanted  to  have  the  premise  for  my  questions. 
Why  do  you  believe  that  only  a  10-percent  balance  is  needed  in  the 
fund?  When  I  first  came  on  the  Ways  and  Means  Committee,  we 
used  to  plan  on  the  basis  that  we  needed  a  year's  reserves.  That 
has  only  been  8  years  ago.  Now  you  are  saying  that  10  percent  is 
adequate.  Do  you  really  think  that  that  is  enough  to  take  care  of 
the  ups  and  downs  that  can  occur  in  the  economy,  and  again 
convey  to  the  American  people  that  there  is  stability? 

Mr.  Scheppach.  That  involves  two  different  issues,  I  think. 

Mr.  Archer.  Don't  you  think  the  latter  is  important,  though? 

Mr.  Scheppach.  Yes,  I  do.  But  it  is  a  matter  of  judgment.  Our 
judgment  is  made  in  terms  of  economics — how  much  is  necessary 
because  of  the  changes  over  the  year  in  terms  of  how  payments 
come  in,  and  how  payments  are  paid  out.  On  the  bases  of  such 
assumptions,  we  figure  you  need  a  minimum,  of  between  9  and  12 
percent  just  to  maintain  the  payments  from  the  system.  Now,  if 
you  think  that  more  than  that  amount  is  necessary  to  indicate  the 
soundness  of  the  program,  then  that  makes  sense  also. 

Mr.  Archer.  I  would  like  to  ask  you  just  one  last  question,  and  it 
relates  to  our  comments,  and  perhaps  the  use  of  the  subjective  at 
one  point  in  your  statement.  But  first  you  say  that  the  use  of 
income  tax  credits  would  lessen  inflationary  impact,  and  I  am  very 
curious  about  that,  inasmuch  as  income  tax  credits  would  be  an 
additional  significant  drain  on  the  Treasury,  which  has  no  money, 
and  which  would  cause  the  Treasury  to  have  to  borrow  more 
money,  which  would  create  greater  pressure  on  the  Federal  Re- 
serve to  monetize  the  debt,  which  is  directly  inflationary. 

How  is  that  going  to  lessen  the  impact  of  inflation? 

Mr.  Scheppach.  Basically,  there  are  two  factors  operating.  What 
you  want  to  do  is  offset  the  increased  costs  of  social  security  taxes, 
which  are  inflationary.  You  can  do  that  with  a  tax  credit. 

Mr.  Archer.  Wait  a  minute.  Why  is  that  inflationary? 

Mr.  Scheppach.  Well,  social  security  taxes  are  a  cost  increase 
that  is  generally  passed  on  to  consumers  of  products. 

Mr.  Archer.  It  may  or  may  not  be,  but  the  thing  that  we  do 
know  for  sure  is  that  when  we  borrow  more  money  out  of  the 
Treasury  to  cover  the  deficit  in  the  General  Treasury  funds,  that  is 
tremendously  inflationary,  and  we  compound  the  very  pressures 
that  you  say  you  are  trying  to  lessen. 

Mr.  Scheppach.  Essentially  you  have  got  two  offsetting  trends 
"  here.  On  one  side  there  is  the  inflationary  impact  of  the  cost 
increase.  On  the  other  side,  we  have  the  inflationary  effect  of  the 
tax  credit.  We  happen  to  feel  that  the  cost  increase  is  slightly 
greater  than  the  effect  of  the  tax  credit. 

Mr.  Archer.  You  also  said  that  when  you  borrow  from  the 
S  general  fund,  that  this  could  create  pressures  on  the  Federal 
;  budget  and  on  inflation,  and  it  seems  to  me,  again,  this  is  seman- 
tics, that  it  definitely  is  going  to  do  that.  It  is  not  just  a  question 
that  it  might.  I  quarrel  a  lttle  bit  with  your  semantics  on  that.  Do 
you  agree  with  me? 

Mr.  Scheppach.  Yes. 

Mr.  Archer.  Thank  you  very  much. 
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Mr.  Pickle.  Thank  you,  Mr.  Archer. 

The  Chair  would  also  like  to  point  out  that  although  your  con- 
cern in  giving  us  figures  is  that  we  maintain  a  reserve  certainly 
not  lower  than  10  percent,  this  committee  is  not  going  to  be  satis- 
fied with  just  keeping  a  reserve  at  that  level,  but  instead  of  looking 
down  the  road  for  a  much  higher  reserve,  so  that  we  won't  be  going 
in  and  out  of  this  agony  every  session  of  Congress,  so  we  are  not 
about  to  accept  a  10-percent  safety  factor,  at  least  not  this 
chairman. 

I  now  recognize  Congressman  Jacobs. 

Mr.  Jacobs.  Thank  you,  Mr.  Chairman. 

Sir,  it  is  said  that  particularly  following  World  War  II,  the  Rus- 
sian trade  policy  was  to  export  the  things  they  needed  and  import 
the  things  they  needed  worse.  If  the  social  security  tax  should  rise, 
and  the  person  who  pays  it  should  give  up  something  else  in  order 
to  pay  that  tax,  is  that  in  the  aggregate  an  inflationary  transac- 
tion? 

Mr.  Scheppach.  I  think  it  really  depends  on  whether  they  give 
up  savings  or  if  they  give  up  consumer  goods  and  services.  If  they 
give  up  consumption,  I  would  say  no,  there  is  no  inflationary 
impact.  If  they  take  some  of  it  out  of  savings,  then  yes  there  is 
some  inflationary  effect. 

Mr.  Jacobs.  Thank  you. 

What  is  the  present  contribution  of  employers  to  social  security? 
Mr.  Scheppach.  The  rate  is  6.65  percent. 

Mr.  Jacobs.  Yes,  and  what  is  the  present  contribution  of  em- 
ployees to  social  security? 
Mr.  Scheppach.  The  same. 

Mr.  Jacobs.  And  what  is  the  present  contribution  of  a  Federal 
civil  service  employee  to  the  retirement  program? 
Mr.  Scheppach.  Seven  percent. 

Mr.  Jacobs.  And  what  is  the  present  employer  contribution  to 
the  civil  service  retirement  program  for  payroll? 

Mr.  Scheppach.  About  the  same,  7  percent;  but  part  of  the 
margin  is  picked  up  by  funds  paid  out  of  general  revenues. 

Mr.  Jacobs.  I  do  not  want  to  seem  like  a  college  professor,  but 
would  anybody  else  like  to  try?  I  think  Mr.  Gephardt  would  tell 
you  that  it  is  35  percent;  35  percent  of  payroll  for  the  civilian 
Federal  civil  service  retirement  program  contribution  is  by  the 
employer,  commonly  known  as  the  taxpayers,  and  in  the  forties 
percentile  in  the  case  of  military  for  retirement.  Now,  sir,  would 
you  be  kind  enough  to  state  for  the  record  how  periodically  cost-of- 
living  adjustments  are  made  for  social  security? 

Mr.  Scheppach.  Once  a  year,  in  July. 

Mr.  Jacobs.  And  for  civil  service  retirement? 

Mr.  Scheppach.  Twice  a  year. 

Mr.  Jacobs.  Thank  you. 

Mr.  Pickle.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  have  just  a  technical  question  on  table  3.  On  table  3,  you 
project  the  effects  of  revenue  changes  to  assist  the  OASI  trust  fund, 
and  include  as  one  option  eliminating  the  ceiling  on  taxable  earn- 
ings. My  question  is,  does  this  line  of  figures  take  into  account  the 
extent  to  which  higher  benefits  paid  to  people  with  higher  earnings 
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would  offset  the  revenues  collected  by  eliminating  the  ceiling  on 
taxable  earnings? 

Mr.  Scheppach.  No,  it  does  not. 

Mr.  Gradison.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  We  are  moving  rapidly.  I  appreciate  the  committee's 
cooperation.  Mr.  Cotter. 

Mr.  Cotter.  Mr.  Chairman,  I  don't  have  any  questions  at  this 
point. 

Mr.  Pickle.  Mr.  Rousselot,  are  you  prepared  to  question  the 
witness? 
Do  I  have  other  members? 

Mr.  Scheppach,  I  will  ask  at  this  time  if  any  other  members  have 
any  questions,  and  at  this  point  if  anybody  wishes  to  be  recognized 
further. 

When  Dr.  Rivlin  testified  before  this  committee  a  couple  of  years 
ago,  she  made  the  opening  statement  that — 

I  totally  agree  with  the  general  tones  of  your  remarks  about  the  soundness  of  the 
system  and  the  commission's  point  of  view  that  there  is  no  emergency,  and  that  the 
Social  Security  system  is  in  basically  very  good  shape. 

Does  that  represent  your  general  views  now,  or  have  you  altered 
your  position?  Has  Dr.  Rivlin  changed  her  position? 

Mr.  Scheppach.  According  to  our  estimates,  when  the  balances  of 
three  funds  are  considered  together,  then  we  do  not  see  an  emer- 
gency situation  right  away;  but  some  action  is  going  to  have  to  be 
taken  within  the  next  couple  of  years.  I  guess  that  summarizes  our 
position. 

Mr.  Pickle.  Do  both  of  you  agree? 

Mr.  Seagrave.  Yes,  Mr.  Chairman.  Clearly,  some  action  will  be 
required  within  the  next  year  or  so 
Mr.  Cotter.  Will  the  gentleman  yield? 

Mr.  Pickle.  We  recognize  that  we  will  have  to  take  action  in 
1981,  but  we  are  looking  down  the  road  here.  How  much  time  do 
we  have?  And  I  guess  we  would  all  agree  generally  that  within  the 
year  1981  we  must  take  action  to  insure  the  soundness  on  a  reason- 
ably long-range  basis,  make  some  very  definite  changes. 

Mr.  Cotter.  I  just  want  to  reiterate.  You  feel  that  during  this 
,  first  session  of  the  97th  Congress  we  will  have  to  take  action? 

Mr.  Scheppach.  Yes.  What  we  are  saying  is  that  you  have  to 
take  some  action.  If  that  action  is  just  to  allow  interfund  borrow- 
-  ing,  then  that  gives  you  an  extra  3  to  4  years  before  any  other 
action  is  required.  But  the  OASI  fund  is  going  to  run  into  problems 
very  soon,  and  you  do  have  to  act  on  that  this  year. 

Mr.  Cotter.  You  feel  the  prudent  thing,  then,  is  to  approve 
interfund  borrowing  for  the  present,  and  then  look  at  the  long- 
range  implications? 

Mr.  Scheppach.  In  looking  at  the  other  options — other  than  some 
;  that  I  would  consider  fairly  drastic — none  is  going  to  eliminate  the 
problem  over  the  next  several  years.  So  I  think  you  are  going  to  be 
forced  to  authorize  interfund  borrowing  or  another  accounting 
change. 

Mr.  Cotter.  But  we  are  not  in  a  panic  situation  right  now? 
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Mr.  Scheppach.  You  have  a  short-run  problem  to  act  on  this 
year.  But  that  action  can  include  interfund  borrowing,  which  can 
eliminate  the  emergency. 

Mr.  Cotter.  Thank  you  very  much. 

Mr.  Pickle.  I  wouldn't  want  to  leave  the  impression  that  we  will 
inevitably  have  the  interfund  borrowing  because  we  considered  it 
at  this  last  session  and  we  may  or  may  not  approach  it.  We  entered 
into  a  reallocation  of  our  funds  from  the  DI  trust  fund  over  to  the 
OASI,  but  not  from  the  HI.  It  does  not  automatically  follow  at  all 
that  we  are  going  to  have  interfund  borrowing,  but  it  would  be  one 
consideration. 

If  we  made  changes  in  the  cost  of  living  indexing  and/or  in  the 
HI  transfer,  your  reserve  would  go  considerably  higher,  and  you 
might  not  have  to  go  into  interfund  borrowing,  but  it  is  a  consider- 
ation, and  I  take  it  you  are  not  recommending  it.  You  are  just 
saying  that  is  one  thing  that  could  occur,  or  do  you  take  a  strong 
position  on  that? 

Mr.  Scheppach.  No,  we  do  not  take  a  strong  position  on  that,  Mr. 
Chairman. 

Mr.  Pickle.  I  appreciate  that. 

Now  may  I  ask  you  one  other  question.  If  you  will  turn  over  here 
toward  the  back  of  your  statement — I  don't  know  what  page  it  is — 
page  10,  when  you  talk  about  general  revenue  financing,  particu- 
larly as  it  pertains  to  the  HI.  Your  last  sentence  says,  "If  HI  were 
financed  entirely  from  general  revenues,  and  the  overall  payroll 
tax  remained  unchanged  in  1981,  OASI  revenues  could  be  in- 1 
creased  by  $25  billion."  That  is  in  1982.  What  would  that  figure 
represent  if  we  transferred  one-half  of  the  HI  fund? 

Mr.  Scheppach.  Roughly  half  of  that  amount,  Mr.  Chairman. 

Mr.  Pickle.  Well,  that  is  a  logical  reply,  isn't  it,  I  presume?  I  had 
understood  it  might  be  as  much  as  a  higher  sum,  $15  billion  to  $20 
billion,  but  it  is  your  estimate  then,  the  CBO,  that  if  you  took  one- 
half  of  the  HI  fund  to  the  general  revenue,  that  would  then  be 
approximately  $12  billion  to  $13  billion? 

Mr.  Scheppach.  That  is  right,  Mr.  Chairman.  That  assumes  that 
the  rate  does  not  increase. 

Mr.  Pickle.  Yes,  I  take  that  same  assumption,  that  it  would 
remain  the  same  at  least. 

Mr.  Scheppach.  That  is  right,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Shannon,  do  you  have  some  questions? 

Mr.  Shannon.  Yes,  Mr.  Chairman,  thank  you. 

Yesterday  we  celebrated  Washington's  Birthday,  and  I  was  inter- 
ested to  find  out  that  in  1752  the  British  changed  the  calendar  and 
Washington  lost  a  year.  Maybe  the  easiest  way  for  us  to  solve  this1 
problem  is  to  pass  a  bill  saying  this  is  really  1978,  and  then  see: 
what  we  can  do.  I  would  suggest  that  to  the  chairman  and  maybe 
we  can  have  the  staff  take  a  look  at  that.  Mr.  Jacobs  might  be 
interested  in  that. 

I  am  interested  in  your  proposal  that  we  index — not  your  propos  jl 
al  but  your  suggestion  as  an  alternative — that  we  go  to  the  cost-of 
living  measure  or  a  wage-level  measure,  whichever  is  lower.  I  guess 
the  beauty  of  that,  or  the  logic  of  that,  is  that  benefits  would  onl} 
increase  as  fast  as  the  wages  which  are  supposed  to  support  the 
fund. 
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Could  you  give  me  some  indication  of  where  we  would  stand  with 
the  trust  fund  today,  had  we  had  that  system  of  indexing  rather 
than  the  one  which  we  did  adopt? 

Mr.  Scheppach.  It  would  be  hard  to  estimate,  but  I  doubt  that 
the  situation  would  be  very  different,  because  in  general,  up  until 
the  last  several  years,  prices  have  been  rising  at  a  slower  rate  than 
wages.  So  such  an  indexing  change  would  not  have  made  much 
difference.  In  the  last  couple  of  years,  however,  it  would  have  made 
a  fair  amount  of  difference.  Since  we  project  that  the  economy  is 
going  to  be  in  about  the  same  situation  for  another  year  or  two, 
this  indexing  option  could  mean  as  much  as  $3.8  billion  in  1982, 
and  as  much  as  $25  billion  over  the  1982-86  period. 

Mr.  Shannon.  I  was  startled  by  those  numbers,  $3.8  billion  in 
1982.  Are  we  talking  about  approximately  the  same  savings  that 
would  have  been  realized  over  the  last  couple  of  years? 

Mr.  Scheppach.  Approximately,  yes. 

Mr.  Shannon.  Is  it  a  difficult  process  to  run  those  numbers  and 
give  us  a  sense  of  that? 
Mr.  Scheppach.  No,  we  can  do  that. 
[Table  follows:] 


CBO  ESTIMATES  OF  EFFECTS  IN  FISCAL  YEARS  1979-81  ON  OASI  AND  Dl  TRUST  FUNDS  IF  BENEFITS 


WERE  INDEXED  TO  LOWER  OF  ACTUAL  PRICE  OR  WAGE  INCREASES  IN  1979  AND  1980 

[In  billions  of  dollars *] 

1979          1980  1981 

Savings  from  alternative  indexing  mechanism                                                         0.4          3.2          8  5 

i9L£ 

1  Prices  have  risen  less  rapidly  than  wages  over  the  1976  through  1978  period,  and  thus  have  no  affect  on  the  outcome.  CPI  increases  were 
i  percent  and  14.3  percent  in  1979  and  1980,  respectively,  while  wage  increases  were  8.2  and  8.3  percents. 

Mr.  Shannon.  Would  you  do  that  for  us?  I  read  a  print  that  the 
subcommittee  put  out  recently  on  the  different  economic  assump- 
tions that  are  made. 

j  Let  me  read  you  a  paragraph  from  this  first  and  ask  you 
whether  you  agree  or  disagree  with  this  statement.  They  are  talk- 
ing about  fast-recovery  cyclical  economic  assumptions,  and  it  says: 

In  summary,  the  projection  under  these  fast  recovery  cyclical  economic  assump- 
tions are  slightly  more  favorable  than  those  under  the  administration's  midsession 
forecast  with  the  trustee's  intermediate  assumptions.  No  actual  financing  deficiency 
or  cash  flow  problem  is  seen  from  the  three  programs  combined  with  the  1980's.  In 
other  words,  interfund  borrowing  authority,  or  reallocation  of  the  tax  rates,  might 
..be  sufficient  to  allow  the  system  as  a  whole  to  squeeze  through  the  next  decade 

I  ..without  any  financing  difficulties. 

i  i  Do  you  agree  with  that?  Do  you  make  the  same  assumptions  that 
;;the  subcommittee  made  in  making  that  statement? 
v.  Mr.  Scheppach.  Basically,  what  we  are  saying  now  is  that  all 
i  funds  would  have  integrity  through  1984  now,  but  not  through  the 
end  of  this  

■    Mr.  Shannon.  Not  through  the  decade? 
[••'  Mr.  Scheppach.  No. 

II  Mr.  Shannon.  So  you  would  disagree  with  that? 
v<  Mr.  Scheppach.  We  would  disagree  with  that. 

e:  Mr.  Shannon.  You  would  disagree  with  the  economic  assump- 
"ion  on  which  that  statement  is  based? 
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Mr.  Scheppach.  I  am  assuming  that  that  is  probably  the  only 
thing  that  has  changed,  and  I  suspect  it  is  the  unemployment  rate 
that  is  the  main  cause  of  the  problem. 

Mr.  Shannon.  The  date  on  this  print  is  November  12,  1980,  so  it 
is  not  that  old  a  print. 

Mr.  Scheppach.  I  should  interject  a  cautionary  note — that  may 
be  a  scenario  rather  than  a  forecast.  In  other  words,  a  lot  of 
times — — 

Mr.  Shannon.  Yes,  I  think  it  is  a  scenario. 

Mr.  Scheppach.  Often  they  will  give  three  alternative  economic 
scenarios,  a  high  one,  a  middle  one,  which  may  be  the  forecast,  and 
a  low  one.  If  you  take  the  high  path,  which  normally  assumes  fast 
productivity  and  real  growth,  then  you  might  get  that  kind  of  a 
result. 

Mr.  Shannon.  This  says,  "the  administration's  midsession  fore- 
cast blended  with  the  trustee's  intermediate  assumptions." 

Mr.  Scheppach.  Normally,  what  happens  in  all  those  assump- 
tions is  that  it  is  a  4-percent  economic  growth  assumption.  If  you 
had  that,  you  could  probably  say  safely  that  the  trust  funds  would 
maintain  integrity  through  that  period.  We  are  talking  about  a  3- 
percent  real  growth,  though,  and  I  suspect  that  this  accounts  for)  { 
the  difference. 

Mr.  Shannon.  Thank  you  very  much. 

Mr.  Pickle.  Thank  you,  Mr.  Shannon.  Mr.  Rousselot,  did  you 
have  any  questions  at  this  point? 

Mr.  Rousselot.  Yes,  Mr.  Chairman. 

In  your  testimony  before  us,  on  page  7,  you  refer  to  the  possibil- 
ity of  modifying  the  annual  cost-of-living  benefits  increase  to  85 
percent  of  the  increase  in  CPI,  that  it  would  lower  the  fiscal  year 
1982  social  security  outlays  by  $2.8  billion.  If  we  did  that,  does  that 
solve  our  problem? 

Mr.  Scheppach.  No,  it  would  not.  You  would  still  have  a  problem 
in  the  first  part  of  1983.  That  would  give  you  some  longer  run 
relief. 

Mr.  Rousselot.  It  would  be  ordinarily  a  longer  run? 

Mr.  Scheppach.  That  is  right.  I  think  the  difference  is  that  you 
would  save  about  $40  billion  over  the  1982-86  period,  but  you 
would  still  have  the  problem  in  1983. 

Mr.  Rousselot.  How  much,  $42  billion? 

Mr.  Scheppach.  I  think  around  $45  billion  for  the  1982-86  period 
but  I  think  you  would  still  have  a  problem  in  early  1983. 

Mr.  Rousselot.  Do  you  happen  to  know  whether  others  that 
have  looked  at  this  system  think  that  that  is  a  viable  way  to  go?  ] 
notice  you  say,  for  example,  by  late  1986  benefits  for  the  average 
retired  worker  would  be  about  8  percent  lower  than  under  the 
current  policy.  How  do  you  arrive  at  the  8  percent? 

Mr.  Scheppach.  The  8  percent  represents  the  difference  between 
benefits  that  reflect  the  full  cost-of-living  adjustment  in  1986  and  ; 
the  benefits  people  would  get  under  the  cumulative  effect  of  an  85- 
percent  CPI  cap.  This  total  represents  an  8-percent  difference  ir 
1986. 

Mr.  Rousselot.  What  do  you  project  will  be  the  CPI  increase 
between  1982  and  1986?  Do  you  make  an  assumption  on  that1; 
Mr.  Scheppach.  We  are  assuming  roughly  8  to  9  percent. 
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Mr.  Rousselot.  Per  year? 
Mr.  Scheppach.  Per  year. 

Mr.  Rousselot.  Is  that  pretty  realistic  on  the  basis  of  current 
expectations? 

Mr.  Scheppach.  Given  the  difficulty  in  projecting  the  overall 
economy,  I  would  say  it  is  pretty  much  a  consensus  of  forecasts  at 
this  time. 

Mr.  Rousselot.  How  good  have  we  been  in  our  projection,  in  the 
past,  say,  5  years? 

Mr.  Scheppach.  I  would  say  we  were  very  good  up  through  1973, 
when  we  got  hit  by  the  major  shock  of  the  oil  embargo. 

Mr.  Rousselot.  But  we  can't  relate  that  all  to  oil? 

Mr.  Scheppach.  A  very  high  percentage  of  it,  I  think.  Since  the 
mid-1970's  it  has  been  very  difficult  to  forecast.  We  have  had  high 
rates  of  inflation.  At  the  same  time,  it  is  very  hard  to  predict 
monetary  policy.  We  are  getting  into  the  situation  in  which  we 
used  to  have  a  36-  to  48-month  business  cycle  that  was  predictable. 
Now  sometimes  we  get  a  business  cycle  with  two  dips  in  a  12- 
month  period. 

Mr.  Rousselot.  So  on  the  basis  of  an  8-  to  9-percent  increase  per 
year,  by  1986  if  we  took  this  potential  modification  process,  it 
would  be  about  8  percent  lower  under  current  policy  is  what  you 
are  saying? 

Mr.  Scheppach.  That  is  right. 

Mr.  Rousselot.  Are  there  many  others  that  have  suggested  this 
modification? 

Mr.  Scheppach.  It  has  been  talked  about,  but  I  haven't  seen 
!  anybody  else's  numbers.  I  might  indicate  that  the  other  options  for 
adjusting  the  indexing — either  to  a  different  consumer  price  index 
which  reflects  more  the  actual  expenditures  of  retired  people,  or  to 
wages  or  prices,  whichever  is  lower — may  in  fact  be  a  better  ap- 
'proach  than  indexing  to  an  85-percent  cap  of  the  current  index. 
1    Mr.  Rousselot.  How  realistic  is  it  to  expect  that  that  will 
happen? 

Mr.  Scheppach.  Well,  a  proposal  to  use  an  index  with  a  rental 
1  equivalent  in  place  of  the  current  treatment  of  housing  costs,  for 
1  example,  was  in  the  Carter  administration's  1982  budget  submis- 
sion. It  is  true  that  the  current  consumer  price  index  does  over- 
estimate the  actual  reductions  in  real  income  that  retired  people 
are  facing. 

Mr.  Rousselot.  Far  more  than  the  real  world,  you  mean? 
| !    Mr.  Scheppach.  I  think  it  does,  because  of  the  very  heavy  weight 
' '  the  CPI  gives  to  the  price  of  new  housing. 
|    Mr.  Rousselot.  Right. 

■'    Mr.  Scheppach.  A  very  high  percentage  of  these  people  have 
j  lived  in  houses  for  quite  a  long  time  and  therefore  don't  face  that 
!l  increase  in  shelter  costs. 

]    Mr.  Rousselot.  Did  I  read  23  million  retired  workers  and  de- 
ll pendents?  How  many  of  those  really  have  to  worry  about  a  mort- 
gage payment? 
.     Mr.  Scheppach.  I  don't  have  that  information. 

Mr.  Rousselot.  So  how  realistic  is  it  to  always  include  the  mort- 
gage figure  as  a  realistic  cost  of  living? 
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Mr.  Scheppach.  I  would  say  that  most  of  these  people  are  likely 
to  have  purchased  a  house  at  least  5  or  more  years  ago,  when  the 
prices  of  housing  were  much  lower  and  particularly,  when  interest 
rates  were  much  lower.  So  I  think,  regardless  of  whether  the 
mortgage  is  paid  off  or  not,  housing  represented  a  very  different 
purchase  than  it  does  now. 

Ms.  Gordon.  I  would  like  also  to  note  that  there  are  other 
aspects  of  the  consumption  patterns  of  elderly  people  that  are 
distinct  besides  housing.  Older  people  may  consume  other  goods 
and  services  that  are  very  expensive,  and  they  may  need  them  in 
greater  amounts  than  nonretired  people  do. 

Mr.  Rousselot.  Like  medical  attention  or  what? 

Ms.  Gordon.  Medical  care,  possibly  fuel  for  heating  their  homes 
in  the  wintertime. 

Mr.  Rousselot.  Which  has  gone  up  substantially,  but  isn't  that 
already  reflected  

Ms.  Gordon.  The  question  is  really  

Mr.  Rousselot  [continuing].  In  the  CPI? 

Ms.  Gordon  [continuing].  Whether  what  elderly  people  spend 
their  money  on  is  different  from  what  is  reflected  in  the  CPI. 
Mr.  Rousselot.  Right. 

Ms.  Gordon.  And  the  CPI  tends  to  overstate  the  effect  of  housing 
costs. 

Mr.  Rousselot.  Does  it  understate  fuel  costs? 

Ms.  Gordon.  No,  it  doesn't  understate  fuel  costs.  But  the  elderly 
might  consume  more  fuel  or  more  food — items  that  have  been 
rising  especially  quickly.  Then,  if  you  looked  at  the  CPI  for  the 
market  basket  that  elderly  people  actually  consume,  and  you  cor- 
rected for  housing,  it  might  not  necessarily  come  out  saving  as 
much  as  you  would  think  if  you  only  made  the  correction  for 
housing. 

Mr.  Rousselot.  Right.  Well,  I  guess  the  reason  I  am  giving  so 
much  attention  to  the  retired  workers  is  they  are  the  biggest 
chunk  of  the  people  receiving  the  social  security  benefit,  and 
should  we  take  into  consideration  that  this  CPI  is  really  different 
than  the  average? 

Mr.  Scheppach.  It  is  very  possible.  I  don't  know  whether  the 
Bureau  of  Labor  Statistics  maintains  that  information. 

Mr.  Rousselot.  I  don't  recall  that  they  do. 

Mr.  Scheppach.  But  I  know  that  they  update  this  on  a  10-year 
cycle,  based  on  new  data  on  consumer  expenditures,  by  age  catego- 
ry, so  it  is  possible  that  they  could  do  an  index  like  the  CPI  that 
would  represent  consumption  patterns  of  the  elderly. 

Ms.  Gordon.  There  is  a  new  consumer  expenditure  survey  that  is 
ongoing  now  that  is  going  to  have  a  rollover  in  the  sample.  So  that, 
starting  a  few  years  from  now,  the  Bureau  of  Labor  Statistics  will 
have  the  capability  to  do  a  different  type  of  index  from  the  present 
CPI. 

Mr.  Rousselot.  Yes,  a  few  years  from  now.  That  doesn't  really 
help  us. 

Ms.  Gordon.  This  one  is  a  little  bit  shorter  

Mr.  Rousselot.  Right. 

Ms.  Gordon  [continuing].  As  statistics  go;  only  2  years,  I  think. 
Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 
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Mr.  Pickle.  Has  the  CBO  been  working  with  and  coordinating 
your  tables  with  the  OMB,  with  the  National  Social  Security  Com- 
mission, Advisory  Commission?  Is  this  your  study,  or  is  yours  about 
the  same  as  what  they  will  recommend? 

Mr.  Scheppach.  This  is  definitely  our  study,  and  it  was  done 
independently.  Mr.  Seagrave  might  want  to  say  something  about 
the  differences. 

Mr.  Seagrave.  I  think  CBO  and  the  others  see  the  problem  as 
approximately  the  same.  But  as  you  know,  we  are  not  making 
recommendations.  We  are  simply  putting  forth  options. 

Mr.  Pickle.  As  I  recall  it,  their  estimates  are  not  quite  as  rosy. 
Well,  neither  one  of  them  are  rosy,  but  they  are  a  bit  more  severe 
in  their  projections  than  yours,  and  it  would  be  interesting  to  see 
what  the  difference  is.  I  guess  the  main  message  you  are  saying  to 
us  with  respect  to  your  organization  is  that  by  the  end  of  1981,  the 
OASI  trust  fund  will  have  a  reserve  of  approximately  14  percent  as 
of  the  first  of  the  year,  and  that  during  the  year  1982,  that  fund 
would  come  into  great  difficulty  in  meeting  its  monthly  payments 
in  full  amount  if  we  do  not  take  action  this  year  to  adjust  and  to 
bolster  the  OASI  funds,  and  your  figure  is  14  percent? 

Mr.  Scheppach.  That  is  right,  Mr.  Chairman. 

Mr.  Pickle.  I  am  not  going  further  into  that.  I  want  to  ask  one 
question.  This  is  not  the  big  picture,  but  I  am  concerned  about  your 
testimony  on  page  8.  When  you  are  talking  about  eliminating 
certain  benefit  payments,  and  you  talk  about  an  option  that  we 
would  have  if  we  would  phase  out  student  benefits  and  certain 
parent  benefits  and  the  lump  sum  death  benefit,  and  then  go  back 
to  actuarially  awarded  minimum  benefit,  whatever  it  might  be,  you 
go  on  to  say  that  if  you  did  that,  you  would  save  $1  billion  in  1982. 
My  question  to  you  is,  that  saving,  would  that  represent  minimum 
benefit  and  a  lump  sum  and  the  student  loans? 

Mr.  Scheppach.  Yes,  Mr.  Chairman,  that  represents  all  four  of 
those  options. 

Mr.  Pickle.  All  of  those  options? 

Mr.  Scheppach.  The  effect  is  cumulative. 

Mr.  Pickle.  And  part  of  those  options  would  be  the  lump  sum 
benefit? 

Mr.  Scheppach.  Yes,  that  is  right,  Mr.  Chairman. 

Mr.  Pickle.  Well,  you  may  have  started  meddling  there  now.  In 
other  words,  if  you  did  all  those  four,  it  would  be  $1  billion  saving. 

Mr.  Scheppach.  Yes. 
-  Mr.  Pickle.  In  1982.  Now,  would  you  venture  an  opinion  with 
respect  to  the  student  benefit,  going  back  and  recomputing  the 
amounts  that  they  have  received  in  years  past,  and  the  very  mini- 
mum received,  and  see  whether  they  could  administratively  locate 
those  people?  Could  we  arrive  at  any  possible  figure?  Would  that 
cost  more  than  it  would  be  worth,  or  do  you  have  any  feeling  in 
that  regard? 

Mr.  Seagrave.  We  do  not  think  it  would  be  difficult  to  do  admin- 
istratively. 

Mr.  Pickle.  When  I  said  students,  I  meant  the  minimum  benefit, 
that  is  what  I  am  talking  about,  the  minimum  benefit. 

Mr.  Seagrave.  I  do  not  think  that  would  present  any  administra- 
tive problem. 
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Mr.  Pickle.  I  understood  from  other  figures  that  it  would  create 
a  huge  problem,  but  we  will  ask  them  that  question  then. 

Do  any  other  members  have  questions?  I  thank  you  very  much, 
Mr.  Scheppach,  and  your  colleagues.  We  appreciate  your  testimony. 
We  want  to  get  it  on  the  record. 

Mr.  Scheppach.  Thank  you,  Mr.  Chairman. 

[The  following  was  subsequently  submitted  for  the  record:] 

U.S.  Congress, 
Congressional  Budget  Office, 
Washington,  D.C.,  April  3,  1981. 

Hon.  J.  J.  Pickle, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means,  U.S. 
House  of  Representatives,  Washington,  DC. 
Dear  Mr.  Chairman:  Thank  you  for  the  opportunity  to  testify  before  your  Sub- 
committee concerning  social  security  financing.  Attached  is  the  additional  informa- 
tion on  certain  social  security  issues  that  you  requested. 
If  you  have  any  further  questions,  please  let  me  know. 
Sincerely, 

Raymond  Scheppach,  Deputy  Director. 

QUESTION  CONCERNING  NONCONTRIBUTORY  MILITARY  CREDITS 

The  citations  in  your  question  concerning  noncontributory  social  security  for 
military  personnel  argue  that  it  is  fair  to  continue  to  provide  noncontributory  social 
security  credits  to  military  personnel  whose  cash  pay  is  relatively  small,  and  the 
Congress  may  indeed  decide  to  continue  them.  In  a  period  of  fiscal  austerity, 
however,  there  may  be  reasons  to  reconsider  this  noncontributory  credit.  Many  who 
today  receive  these  credits  enjoy  substantial  salaries.  For  example,  the  regular 
military  compensation  of  a  mid-career  officer  (an  0-4  with  12  years'  service)  equals 
$32,500,  plus  the  promise  of  a  generous  retirement  after  20  years'  service.  Yet  this 
officer  today  receives  noncontributory  credits.  The  pay  of  a  junior  enlisted  person  is, 
of  course,  much  lower.  The  regular  military  compensation  of  an  E-3  with  2  years' 
service  is  $11,200;  as  little  as  $7,300  of  this  may  be  in  cash.  But,  for  many  junior 
enlisted  personnel,  the  early  years  of  their  military  careers — which  often  begin  at 
age  18 — will  not  count  in  the  computation  of  social  security  benefits.  Hence  the 
noncontributory  credits  received  during  these  years  will  neither  help  them  nor 
increase  eventual  outlays  from  the  social  security  trust  funds.  Moreover,  the  non- 
contributory  credits  seem  unlikely  to  help  in  recruiting  and  retaining  military 
personnel — a  key  concern  today — since  the  credits  provide  benefits  that  are  distant 
and  do  not  appear  well  known  to  military  personnel.  For  all  these  reasons,  the 
Congress  may  wish  to  consider  discontinuing  these  noncontributory  credits  or  re- 
stricting how  many  military  personnel  receive  them. 

QUESTION  CONCERNING  WAGE  OR  PRICE  INDEXING  OPTION 

Arguments  to  index  social  security  benefits  to  the  lower  of  wage  or  price  growth 
involve  adequacy  and  equity  issues,  in  addition  to  being  a  possible  method  by  which 
to  restrain  federal  spending.  As  you  have  noted,  gradually  increasing  benefits  to  the 
level  they  would  have  reached  under  current  law  during  periods  of  rising  real  wages 
would,  in  the  long  run,  mitigate  the  trust  fund  and  budget  savings  resulting  from 
such  an  option. 

However,  choosing  initially  the  lower  of  a  wage  or  price  index  would  prevent 
retirees  from  gaining  relative  to  active  workers  in  times  of  failing  real  wages.  If  a 
compensating  increase  in  benefits  were  imposed  when  wages  again  grow  faster  than 
prices — with  wages  growing  because  of  increases  in  productivity — then  retirees 
would  also  benefit  from  this  growth  in  productivity.  In  addition,  because  wages  over 
the  working  life  of  an  individual  are  anticipated  to  increase  faster  than  prices  for 
most  years,  indexing  benefits  to  the  lower  of  wages  or  prices  would  result  only  in  a 
slow  decline  in  the  relative  position  of  social  security  recipients  compared  to  that 
under  current  law  price  indexing  of  benefits.  If  there  were  a  "catch-up"  benefit! 
increase  when  real  wages  were  growing,  then  the  effect  of  this  option  to  slowly 
lower  real  benefits  would  also  be  mitigated. 

One  other  argument  can  be  made  concerning  a  "catch-up"  provision.  In  recent 
years,  many  believe  that  the  CPI  has  overstated  the  actual  increase  in  the  cost  ol 
living  because  of  its  treatment  of  homeownership  costs,  and  thus  such  a  catch  up 
will  continue  this  overcompensation  for  inflation.  On  the  other  hand,  many  would 
argue  that  lack  of  a  catch-up  provision  would  be,  at  best,  an  indirect  approach  to 
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improving  the  measurement  of  changes  in  the  cost  of  living  and  that  the  two  issues 
should  be  dealt  with  separately. 

QUESTION  ON  DELAYING  THE  AUTOMATIC  INCREASE  IN  BENEFITS  BY  ONE  QUARTER 

EACH  YEAR 

The  annual  automatic  cost-of-living  adjustment  for  social  security  benefits  occurs 
in  July  of  each  year.  These  automatic  increases  began  in  1975,  when  the  federal 
government's  fiscal  year  started  on  July  1;  now  it  starts  on  October  1.  Postponing 
the  effective  date  for  the  annual  adjustment  will  again  align  these  increases  to  the 
start  of  each  fiscal  year. 

Large  outlay  savings  would  result  if  the  lag  after  which  beneficiaries  are  compen- 
sated for  inflation  is  increased  from  15  to  18  months  by  leaving  the  base  period  for 
the  indexing  adjustment  as  it  is  now.  This  would  reduce  real  benefits  for  one 
quarter  each  year.  If  one  believes  that  the  longer  lag  resulting  from  this  program- 
matic change  to  a  current  fiscal  year  basis  would  reduce  public  confidence  in  the 
social  security  system,  then  the  base  period  for  which  benefit  increases  are  calculat- 
ed can  be  similarly  adjusted.  If  the  lag  were  kept  as  it  is  now  by  changing  the  base 
period  to  the  second  calendar  quarter  of  each  year  (from  the  first  quarter),  the  first 
year  savings  from  this  option  would  still  be  large,  but  the  effects  in  later  years 
would  be  small. 

QUESTION  CONCERNING  STUDENT  BENEFIT  OPTIONS 

Phasing  out  social  security's  student  benefits  has  been  proposed  by  the  Ford  and 
.  Carter  Administrations,  as  well  as  by  the  Reagan  Administration.  As  you  stated,  the 
rationale  for  this  proposal  is  that  since  the  inception  in  1965  of  the  social  security 
student  benefit,  additional  educational  assistance  programs  have  been  enacted. 
Thus,  phasing  out  social  security's  student  benefit  would  result  in  less  of  a  burden 
|  on  students  today  than  existed  prior  to  its  implementation  in  1965.  However,  for  all 
.  potential  recipients,  phasing  out  the  benefit  would  leave  them  with  less  current 
J  total  educational  aid  than  if  the  benefit  is  maintained. 

Cutbacks  proposed  for  other  federal  education  programs  by  the  Reagan  Adminis- 
tration would  affect  some  of  those  whose  social  security  student  benefit  would  be 
}  eliminated.  Students  who  are  at  the  lower  range  of  the  income  scale  are  presently 
receiving  the  maximum  Pell  grant,  so  they  could  receive  no  more,  but  middle- 
.  income  students  could  get  some,  albeit  small,  additional  Pell  grants.  On  the  other 
|  hand,  the  maximum  Pell  grant  would  be  substantially  less  in  real  terms,  than  in 
;  previous  years,  under  the  Administration's  proposals.  Students  from  wealthier  fami- 
lies stand  to  lose  the  most  in  educational  assistance  from  the  Administration's 
package  of  proposals.  For  example,  they  would  no  longer  be  eligible  for  Guaranteed 
Student  Loans  (GSL).  Some  students  from  middle-income  families  would  still  be 
(  eligible  for  loans  and,  in  fact,  might  be  able  to  borrow  more  under  the  proposed  GSL 
program  if  their  incomes  were  lower  because  they  no  longer  received  social  secu- 
rity benefits. 

CBO  has  not  studied  the  impact  on  the  trust  funds  of  higher  earnings  of  college 
graduates  helped  through  college  by  receipt  of  the  social  security  student  benefit, 
nor  if  students  would  indeed  alter  their  plans  for  higher  education  if  this  benefit 
(were  phased  out.  Analysis  of  alternative  student  benefit  plans  have  not  been  per- 
f  formed;  if  the  Committee  wishes  to  propose  such  options,  we  would  be  happy  to  look 
,i]  at  their  cost  implications. 

QUESTION  CONCERNING  REMOVING  THE  WAGE  BASE  AND  TAXING  ALL  EARNED 

INCOME 

'N  One  possibility  suggested  in  the  past  for  increasing  trust  fund  balances  in  the 
hl  short  term  is  to  subject  all  earned  income  to  the  payroll  tax.  CBO  has  estimated 
1 1  that  enacting  this  provision  alone,  though,  would  not  provide  the  trust  funds  with 
5 '-sufficient  additional  income  to  resolve  the  system's  current  financial  problems. 
r!  Eliminating  the  current  wage  ceiling  would  also  have  implications  for  the  long 
r1term  financial  status  of  social  security,  as  well  as  for  inflation,  employment,  and 
^  savings  behavior.  Because  benefit  payments  are  tied  to  contributions,  long  term 
f  ^obligations  under  this  option  would  increase.  Since  the  benefit  payments  schedule  is 
it' much  less  generous  to  workers  with  higher  earnings,  however,  social  security  on 
:  balance  might  benefit  financially  from  this  proposal,  even  in  the  long  run.  Lifting 
the  tax  base  would,  in  addition,  be  equivalent  to  increasing  the  tax  rate  for  some 
it  'workers  and  their  employers.  To  the  degree  that  firms  pass  along  these  higher  labor 
i  'icosts,  the  proposal  could  cause  some  increase  in  the  inflation  rate. 
?  j  Eliminating  the  taxable  ceiling  might  also  result  in  a  change  in  firms'  employ- 
ifltment  practices,  although  the  final  outcome  is  not  immediately  obvious.  Under 
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current  law,  it  is  advantageous  to  some  employers  to  hire  fewer  workers  for  ex- 
tended periods  of  time  since  earnings  in  excess  of  the  wage  ceiling  are  not  subject  to 
the  payroll  tax.  The  option  would  remove  this  distinction  and  thus  may  result  in  a 
slight  increase  in  employment.  Offsetting  this  tendency,  however,  are  the  higher 
labor  costs  employers  would  experience,  resulting  in  possible  attempts  to  substitute 
machinery  for  workers  in  order  to  minimize  the  firms  costs. 

Economists  have  not  yet  resolved  the  probable  effects  social  security  may  have  on 
individual  saving  behavior.  But  it  is  likely  that  the  increased  contributions  resulting 
from  removal  of  the  tax  base  would  be  perceived  by  some  as  offsetting  the  need  for 
private  saving.  Private  savings  could  decline,  resulting  in  a  somewhat  smaller  pool 
of  funds  available  for  investment.  To  the  extent  that  higher  paid  workers  were 
aware  that  they  would  receive  only  small  increases  in  benefits  as  a  result  of 
increased  tax  payments,  they  may  respond  by  reducing  saving  by  less  than  the  full 
amount  of  the  payroll  tax  increase. 

QUESTION  CONCERNING  RETIREMENT  TEST  CHANGES  AND  TAXING  CERTAIN  BENEFITS 

A  comprehensive  analysis  of  the  distributional  effects  of  this  proposal  is  under- 
way. The  results  will  be  forwarded  to  the  Subcommittee  when  they  are  completed. 

Mr.  Pickle.  Our  next  witness  is  Mr.  Milton  Gwirtzman,  Chair- 
man of  the  National  Commission  on  Social  Security.  Mr.  Gwirtz- 
man. 

Mr.  Gwirtzman,  we  are  glad  to  have  you.  I  see  you  have  Mr. 
Myers  with  you,  one  of  the  most  distinguished  actuaries  we  have 
ever  had  in  the  program.  We  are  glad  to  have  you  with  us  today. 

STATEMENT  OF  MILTON  S.  GWIRTZMAN,  CHAIRMAN,  NATIONAL 
COMMISSION  ON  SOCIAL  SECURITY,  ACCOMPANIED  BY 
ROBERT  J.  MYERS 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Mr.  Gwirtzman.  I  was  going  to  say  that,  Mr.  Chairman,  but  you 
took  the  words  out  of  my  mouth. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate 
the  opportunity  to  present  to  you  today  the  financing  recommenda- 
tions of  the  National  Commission  on  Social  Security  as  to  the  social 
security  and  medicare  programs. 

The  National  Commission  is  a  bipartisan,  independent  panel  of 
private  citizens,  chosen  by  the  leadership  of  Congress  and  the 
President  for  the  purpose  of  conducting  a  complete  review  and 
investigation  of  social  security  and  related  programs,  and  proposing  / 
both  short-  and  long-term  solutions.  A  list  of  members  of  the  Com- 
mission appears  as  the  last  page  on  my  statement. 

We  have  been  engaged  in  that  task  for  2  years.  As  evidence  of 
our  bipartisan  approach,  I,  a  Democrat,  am  here  today  with  a  1 
distinguished  Republican  member  of  the  Commission,  Mr.  Robert  J. 
Myers,  who  I  am  told  is  making  about  his  25th  appearance  before 
this  committee.  •  * 

Mr.  Pickle.  He  will  be  eligible  for  social  security  one  of  these  |  0 
days. 

Mr.  Gwirtzman.  I  think  he  is  already  eligible,  but  is  not  receiv 
ing  it. 

The  National  Commission  was  created  as  one  of  the  provisions  ir 
the  1977  amendments  to  the  Social  Security  Act.  This  particulai  < 
amendment  was  offered  on  the  floor  of  the  House  by  a  member  o:  t 
the  Committee  on  Ways  and  Means,  Congressman  Ed  Jenkins  o:  k 
Georgia.  The  staff  of  the  subcommittee,  particularly  Mr.  Kelly,  Mr  * 
Singleton,  and  Ms.  Gregory,  has  attended  our  hearings  around  th< 
country  and  followed  our  deliberations.  So  we  believe  that  when  w(  4 
testify  before  this  subcommittee,  we  are  coming  back  to  report  on  {  : 
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mission  that  you  assigned  to  us,  and  which  will  be  completed  with 
the  publication  of  our  final  report  on  March  12. 

The  1977  amendments  established  a  new  schedule  of  payroll 
taxes  for  future  years.  According  to  the  estimates  given  Congress 
at  the  time,  these  tax  rates  were  sufficient  to  keep  the  social 
security  program  in  balance  for  at  least  35  years.  These  estimates 
were  quickly  overtaken,  as  you  have  heard,  by  unanticipated  and 
probably  unprecedented  difficulties  in  the  economy. 

The  cost  estimates  that  were  made  for  congressional  considera- 
tion of  those  amendments  assume  that  the  historic  relationship 
between  price  increases  and  wage  increases,  in  which  wage  in- 
creases ran  ahead  of  price  increases,  would  continue.  They  showed 
that  the  balance  in  both  the  old-age  and  survivors  insurance  and 
the  disability  insurance  trust  funds  would  be  no  less  than  20  per- 
cent of  estimated  annual  expenditures  through  1981,  and  at  least 
30  percent  from  1982  to  the  end  of  this  century. 

But  you  have  heard  about  the  inflation,  you  know  about  the 
inflation  that  the  country  has  experienced  since  these  amendments 
were  enacted.  Because  benefits  rise  as  the  Consumer  Price  Index 
rises,  we  have  had  higher  benefit  outlays  than  anticipated.  At  the 
same  time  wages  have  risen  more  slowly  than  prices,  and  unem- 
ployment has  been  higher  than  expected,  so  that  benefit  outgo 
exceeded  income  by  more  than  anticipated. 

Our  Commission  is  using  the  estimates  made  in  mid-1980,  the 
same  ones  that  were  used  for  the  study  referred  to  by  the  last 
witness.  They  are  not  as  up  to  date  as  what  the  CBO  has  just 
1  reported.  Under  the  estimates  we  use,  which  were  the  most  recent 
ones  available  to  us,  the  balance  in  the  OASI  trust  fund  would  be 
only  10  percent  of  expenditures  in  1982  instead  of  the  30  percent 
estimated  in  1977.  At  the  end  of  1982,  the  fund  ratio  is  estimated  at 
1  only  1  percent.  So  that  at  some  time  during  that  year,  it  will  be 
n  well  below  the  level  required  to  meet  the  benefit  payments  becom- 
|  ing  due  shortly  after  the  end  of  that  month.  On  the  whole,  the 
j  minimum  balance  in  the  trust  fund  at  the  start  of  any  year  must 
j  be  at  least  10  percent  of  anticipated  annual  expenditures  to  assure 
;  that  benefits  can  be  paid  on  time  in  each  month  of  the  year.  So,  by 
the  end  of  1981,  we  will  be  coming  very  close  to  the  margin  of 
I  safety,  and  if  economic  conditions  are  not  as  good  as  these  esti- 
\.  mates  are  assuming,  the  crunch  could  come  even  sooner. 

I  do  not  have  to  stress  to  you,  having  heard  the  chairman's 
i  opening  statement,  how  urgent  it  is  that  action  be  taken  in  this 
I  session  to  strengthen  the  financing  of  the  program.  When  we  talk 
E  about  social  security  having  these  cash  flow  problems,  it  is  just  a 
gentle  way  of  saying  that  if  nothing  more  is  done,  sometime  next 
,1  year  social  security  checks  will  not  go  out.  The  people  who  get 
those  checks  are  economically  the  most  vulnerable  part  of  the 
I  population.  They  have  no  unemployment  insurance.  They  generally 
J  have  very  little  savings,  and  many  of  them  have  no  income  at  all 
I  outside  of  social  security.  It  is  the  considered  opinion  of  our  Com- 
j,  mission  that  the  arrival  of  social  security  checks  has  become  so 
|  essential  in  so  many  American  homes  that  for  the  system  to  run 
1  dry  even  for  a  month  would  produce  panic  as  well  as  hardship. 
I  Action  is  also  needed  to  bolster  public  confidence  in  social  secu- 
gg  rity.  The  chairman's  statement  was  very  eloquent  about  the  head- 
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lines  we  have  all  seen.  We  saw  them  when  we  had  hearings  in 
Austin  and  some  of  the  other  cities  which  we  visited.  They  talk 
about  the  possible  bankruptcy  of  the  system,  and  this  talk  has 
significantly  reduced  working  peoples'  confidence  that  there  will  be 
enough  money  left  to  provide  for  them  when  they  retire.  Unless 
workers  are  absolutely  certain  that  their  benefits  will  be  paid  when 
they  become  eligible,  they  could  develop  a  real  reluctance  to  pay 
social  security  taxes.  For  this  reason,  our  Commission  looked  for 
mechanisms,  both  short  and  long  term,  that  would  be  flexible 
enough  so  that  social  security  would  not  have  to  go  through  a  crisis 
of  confidence  every  time  the  economy  runs  into  difficulty. 

The  financing  plan  which  I  present  today  is  designed  to  assure 
sufficient  financing  for  the  program  both  in  the  next  few  years  and 
in  the  long  run. 

It  consists  of  eight  parts. 

First,  the  procedure  for  reallocation  of  taxes  between  the  old-age 
and  survivors  insurance  fund  and  the  disability  insurance  fund 
that  Congress  legislated  for  1980  and  1981  should  continue.  The 
benefits  of  these  programs  are  funded  from  the  same  payroll  tax, 
levied  on  the  same  taxpayers.  There  is  no  reason  why  one  fund 
should  be  depleted  when  the  other  is  in  good  shape.  This  can  be 
avoided  by  allocating  the  payroll  tax  receipts  somewhat  differently, 
according  to  benefit  cost  experience. 

After  page  15  of  my  statement  is  table  1,  which  shows  how  this 
reallocation  would  work  through  1989. 

Second,  the  OASI,  the  disability  insurance,  and  the  hospital  in- 
surance trust  funds  should  be  allowed  to  borrow  from  each  other 
whenever  needed  to  assure  timely  payment  of  benefits,  with  the 
loans  being  repayable  with  appropriate  interest.  At  the  present 
time,  the  fund  with  sufficient  resources  to  make  such  loans  is  the 
hospital  insurance  trust  fund,  because  of  the  way  that  taxes  into 
that  fund  were  scheduled  under  current  law.  We  estimate  that  the 
total  amount  of  loans,  plus  interest,  required  to  be  made  from  the 
hospital  insurance  fund  to  the  OASI  fund  between  now  and  1985 
would  be  $7.3  billion,  and  we  show  the  yearly  operation  of  these 
loans  and  repayments  in  table  2.  Again,  since  the  Secretary  of  the 
Treasury  is  the  managing  trustee  of  all  three  trust  funds,  it  will  be 
relatively  easy  to  monitor  the  balances  in  the  funds  and  shift 
money  from  one  to  another  as  needed. 

Third,  as  a  temporary,  emergency  measure  only,  the  trust  funds 
should  be  authorized  to  borrow  from  the  Treasury  such  amounts  as 
might  be  needed  to  assure  the  timely  payment  of  benefits  if  total 
revenues,  after  reallocation  and  borrowing,  prove  inadequate.  This 
step  would  make  it  clear  to  the  public  that  Congress  will  not 
permit  any  interruption  of  benefit  payments.  It  is  a  variant  of  a 
proposal  adopted  by  the  Ways  and  Means  Committee  in  1977.  If 
this  borrowing  authority  were  granted  by  Congress  this  year,  it 
should  expire,  in  our  judgment,  at  the  end  of  1985,  so  as  not  to 
create  the  temptation  to  make  loans  from  general  revenues  a  per- 
manent feature  of  social  security  financing. 

Fourth,  the  National  Commission  recommends  that  general  tax 
revenues  be  introduced  into  the  social  security  system,  but  only  for 
the  financing  of  hospital  insurance.  Specifically,  we  recommend 
that  one-half — not  all  as  the  previous  witness  said,  but  one-half — of 
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the  cost  of  hospital  insurance — or  what  many  refer  to  as  part  A  of 
medicare — be  financed  through  appropriations  from  general  rev- 
enues, and  that  the  portion  of  the  payroll  taxes  now  collected  for 
hospital  insurance  be  reduced  accordingly,  and  then  be  made  avail- 
able to  the  old-age  and  survivors  and  the  disability  insurance  trust 
funds. 

The  majority  of  the  Commission  believes  that  the  payroll  tax 
should  be  the  main  source  of  income  to  the  trust  funds,  but  that  it 
need  not  be  the  only  source.  We  chose  hospital  insurance  as  the 
proper  program  for  injection  of  general  revenues  because,  unlike 
retirement  or  disability,  the  amount  you  receive  under  medicare 
does  not  depend  on  the  earnings  on  which  you  paid  social  security 
taxes  during  your  working  life,  but  rather  on  what  medical  serv- 
ices, if  you  are  eligible,  you  may  require. 

If  this  recommendation  is  adopted,  the  payroll  tax  for  hospital 
insurance  will  be  reduced  by  50  percent  between  now  and  1990 
from  the  tax  rates  scheduled  in  current  law. 

Fifth,  in  order  to  maintain  a  measure  of  fiscal  discipline  in  the 
program,  we  recommend  that  the  general  revenue  funding  of  hospi- 
tal insurance  be  accompanied  by  a  2.5-percent  surcharge  on  person- 
al income  taxes  identified  on  the  income  tax  form  as  tax  related  to 
hospital  insurance.  The  objective  would  be  to  yield  approximately 
one-half  of  the  revenue  needed  to  finance  the  general  revenue 
contribution  to  the  hospital  insurance  trust  fund. 

Sixth,  to  lessen  the  possibility  of  cash  flow  problems  in  the 
future,  we  recommend  that  payroll  taxes  for  the  old-age  and  survi- 
vors trust  fund  and  for  the  disability  trust  fund  be  increased  over 
the  taxes  now  scheduled  under  the  law,  by  the  amount  necessary  to 
gradually  build  up  and  then  maintain  a  trust  fund  balance  of  about 
1  year's  outgo.  In  other  words,  100  percent  instead  of  the  17  per- 
cent for  OASI,  for  example,  that  we  see  today.  This  will  eliminate 
the  problems  arising  from  the  small  margins  of  safety  we  now  have 
and  have  had  in  the  past  couple  of  years.  To  do  this  will  require  an 
increase  in  the  combined  employer-employee  OASI  and  DI  taxes  of 
1  1.3  percent  in  1983-84  and  1.2  percent  from  1985  to  1989.  The  total 
payroll  tax  on  workers  and  employers  will  decline  in  1985-89,  how- 
ever, because  of  the  decrease  in  the  hospital  insurance  portion. 
,  Table  3  sets  out  the  yearly  scheduled  taxes  we  propose. 

Seventh,  the  maximum  amount  of  earnings  on  which  the  payroll 
i  tax  is  levied  should  not  be  increased  in  1985  and  1986,  as  scheduled 
under  present  law.  Instead,  the  maximum  taxable  earnings  base 
should  be  held  at  the  1984  level.  The  maximum  taxable  earnings 
'base  is  now  $29,700.  In  other  words,  anyone  who  has  covered  earn- 
ings up  to  that  amount  pays  the  tax  on  that  amount.  Under  the 
current  provisions  of  the  law,  the  base  amount  rises  automatically 
with  increases  in  wages.  It  is  estimated  that  it  will  rise  very 
.  sharply  in  the  next  few  years  to  $39,000  in  1984,  $42,300  in  1985, 
j  and  $45,600  in  1986.  These  last  two  increases,  we  believe,  are  too 
\  large.  To  those  at  the  higher  earnings  levels,  social  security  bene- 
fits do  not  represent  as  large  a  percentage  of  preretirement  earn- 
ings as  they  do  for  those  at  the  lower  earnings  levels.  This  is 
,!  because  the  higher  paid  workers  are  expected  to  provide  the  addi- 
tional retirement  income  they  need  through  a  combination  of  per- 
sonal savings  and  private  pension  plans.  It  is  primarily  the  higher- 
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income  workers  who  enjoy  those  two  sources.  The  current  taxable 
maximum  is  too  high,  and  it  cuts  into  the  proper  role  that  private 
savings  and  pensions  should  play  in  the  total  scheme  of  income 
maintenance. 

To  bring  the  tax  base  closer  to  the  level  which  existed  before  the 
1977  amendments,  the  National  Commission  recommends  that  the 
maximum  earnings  taxed  for  1985  and  1986  should  be  frozen  at  the 
1984  level,  through  legislation  enacted  now,  before  the  automatic 
increases  are  allowed  to  begin  again.  The  new  estimated  base 
amounts  that  result  from  that  legislation  can  be  found  in  table  4. 

Finally,  we  believe  that  some  steps  must  be  taken  to  modify  the 
100-percent  automatic  indexing  of  social  security  benefits  to  prices 
in  times,  like  now,  when  prices  rise  faster  than  wages.  This  should 
be  done  as  a  matter  of  equity  between  those  who  receive  social 
security  benefits  and  those  who  pay  for  them. 

Until  1972,  as  the  chairman  pointed  out,  Congress  adjusted  bene- 
fits every  few  years  to  strike  this  balance  and  meet  the  needs  of 
beneficiaries.  Congress  did  it  by  legislation.  Since  1975,  when  the 
new  system  went  into  effect,  benefits  have  automatically  been  ad- 
justed once  a  year  to  equal  the  increase  in  the  CPI  whenever  the 
CPI  rose  more  than  3  percent  a  year.  The  National  Commission 
recognizes  that  inflation-proof  benefits  are  a  very  important  source 
of  security.  We  believe  that  there  should  be  full  100-percent  index- 
ing during  normal  economic  times,  when  rising  prices  are  matched 
or  outdistanced  by  rising  wages,  and  active  workers  are  making 
gains,  real  gains,  in  their  own  standards  of  living.  But  in  recent 
years,  prices  have  risen  faster  than  wages,  and  this  automatic  100- 
percent  inflation  adjustment  has  placed  a  severe  financial  strain  on 
the  social  security  system. 

Comparing  the  first  quarter  of  1979  with  the  first  quarter  of 
1978,  as  the  indexing  of  the  benefits  does,  prices  rose  by  9.9  per- 
cent, while  wages  rose  by  only  7.2  percent.  In  the  following  year, 
inflation  was  worse.  Prices  rose  by  14.3  percent,  while  wages  rose 
only  8.4  percent.  And  a  similar  imbalance  is  expected  for  this  year. 

When  economic  stagnation  persists,  the  automatic  benefit  in- 
creases should  be  limited.  It  is  not  right  to  ask  workers  whose  own 
standards  of  living  are  deteriorating  to  pay  even  higher  taxes  to 
assure  100-percent  inflation-proof  benefits  for  those  receiving  social 
security.  But  the  Commission  also  believes  that  limiting  benefit 
increases  to  the  level  of  wage  increases  might  have  some  logic,  is 
too  harsh  on  beneficiaries.  We  recommend  a  more  complicated  but 
more  equitable  formula.  The  limitation  would  only  go  into  effect  in 
years  when  inflation  is  5  percent  a  year  or  more.  It  would  not  go 
into  effect  unless  inflation  exceeds  the  wage  gains  over  a  2-year 
period.  The  amount  of  the  increase  should  be  based  on  the  average 
2-year  difference  between  wages  and  prices,  instead  of  just  1  year's 
difference.  And  most  important,  the  benefit  amounts  that  are 
denied  because  of  adverse  economic  conditions  should  be  restored 
on  a  cumulative  catchup  basis  when  the  economy  regains  its  mo- 
mentum and  wages  again  rise  faster  than  prices. 

Table  5  in  my  testimony  explains  how  this  proposal  would  work, 
but  because  we  consider  it  so  important,  and  it  is  a  bit  complicated, 
I  would  like  to  ask  Mr.  Myers  if  he  could  explain  it  to  you  at  this 
point  on  the  chart  that  we  have. 
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Mr.  Pickle.  Mr.  Myers. 

Mr.  Myers.  Thank  you,  Mr.  Chairman.  This  chart  shows  how 
this  revised  method  of  adjusting  benefits  would  work  in  a  theoreti- 
cal situation.  It  does  not  trace  back  what  has  actually  happened  in 
the  past,  but  rather  it  is  a  very  simplified  expression,  let  us  sup- 
pose it  goes  into  effect  in  year  1,  I  have  assumed  increases  in  the 
CPI  and  in  wages  for  the  preceding  year  and  for  each  of  the  next  4 
years.  This  is  not  supposed  to  be  a  picture  of  what  is  likely  to 
happen  in  the  future,  but  just  how  this  would  work,  that  is,  the 
mechanics  of  it. 

In  the  first  year,  the  CPI  goes  up  2  percent  more  than  wages, 
and  then  1  percent  more  in  the  next  year.  The  third  year  they  stay 
the  same,  and  the  last  2  years  wages  resume  what  has  been  normal 
in  the  past  going  up  more  rapidly  than  prices,  by  2  percent  in  the 
first  year,  and  4  percent  in  the  next  year.  The  4  percent  is  a  very 
theoretical  figure.  It  is  not  likely  that  is  ever  going  to  happen,  but 
is  used  just  to  show  you  how  the  procedure  works. 

Now,  what  is  done  is  to  average  the  two  excess  increases  in  the 
CPI.  There  were  such  increases  in  the  CPI  of  2  percent  in  1  year 
and  1  percent  in  the  next  year,  with  an  average  of  IV2  percent. 
Therefore  the  CPI  adjustment  that  would  normally  be  made  is 
reduced.  We  assume  the  CPI  went  up  9  percent  in  the  first  year 
that  this  new  procedure  would  go  into  effect.  You  reduce  that  9 
percent  by  IV2  percent,  and  we  get  a  7V2-percent  benefit  increase 
instead  of  9  percent  the  way  it  would  be  under  present  law. 

As  to  the  next  year  the  average  increase  in  the  CPI  over  wages 
was  1  percent  more  in  the  previous  year,  and  the  same  in  the 
current  year.  That  is  an  average  of  one-half  percent.  Therefore,  you 
take  this  one-half  percent  away  from  the  CPI  rise  of  7  percent  and 
you  have  only  a  6  ¥2  percent  benefit  adjustment. 

Now,  to  show  how  the  catchup  works,  in  the  next  year,  let  us 
assume  that  wages  rise  2  percent  more  than  prices.  Averaging  that 
2  percent  with  the  fact  they  went  up  the  same  the  previous  year, 
that  is  a  net  of  1  percent,  then  you  repay  that  1  percent  to  the 
beneficiaries  for  that  year,  and  instead  of  giving  them  the  6-per- 
cent increase,  they  get  6  percent  plus  1  percent,  or  7  percent. 

Finally,  in  the  last  year,  where  we  optimistically  assume  that 
wages  would  go  up  more  rapidly  than  prices  by  4  percent,  at  that 
point  you  would  have  an  adjustment  by  averaging  2  and  4  percent, 
or  giving  3  percent.  You  would  not  increase  benefits  by  3  percent, 
because  all  that  is  owed,  you  might  say,  is  1  percent,  since  you  had 
"  held  back  1 V2  percent  and  one-half  percent  previously  ,  or  a  total  of 
2  percent.  The  benefit  increase  would  be  the  5  percent  normally 
from  the  CPI,  plus  the  1  percent  balance  due  from  past  adjust- 
ments, making  a  6-percent  total. 

Mr.  Pickle.  I  thank  you  for  the  chart,  and  rather  than  to  go  into 
1  questions,  Mr.  Myers,  we  will  proceed  with  your  testimony,  Mr. 
Gwirtzman,  and  come  back  to  the  chart.  I  just  simply  observe, 
though,  that  it  is  an  interesting  proposal.  You  will  average  out  the 
2  years  instead  of  the  1  year,  and  overall  it  is  a  bit  more  complicat- 
ed than  other  proposals,  but  it  is  an  alternative  to  look  at,  which 
we  appreciate. 
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Mr.  Rousselot.  Mr.  Chairman,  just  briefly.  Did  you  calculate 
different  assumed  increases  in  CPI  for  different  5-year  periods,  or 
did  you  just  do  the  one  set? 

Mr.  Myers.  Mr.  Rousselot,  this  was  just  a  hypothetical  case. 

Mr.  Rousselot.  I  understand. 

Mr.  Myers.  Actually  in  our  report  we  traced  the  experience  back 
through,  as  Mr.  Shannon  asked,  what  would  have  happened  if  we 
had  put  this  into  effect  in  1977. 

Mr.  Rousselot.  I  see. 

Mr.  Myers.  In  our  reports  we  give  a  table  that  indicates  that  the 
financial  crisis  would  not  now  exist  if  we  had  instituted  this  in  the 
1977  act.  The  trust  fund  would  never  have  fallen  below  $29  billion. 
The  fund  ratio  would  never  have  fallen  below  18  percent. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Gwirtzman. 

Mr.  Gwirtzman.  Yes,  sir.  Let  me  point  out  one  other  thing.  We 
are  only  talking  here  about  the  indexing  of  benefits  after  retire- 
ment. Full  wage  indexing,  as  provided  by  Congress  in  the  1977 
amendments,  should  be  continued  in  computing  the  initial  benefit 
level,  so  that  initial  benefits  will  reflect  not  only  changes  in  the 
cost  of  living  over  the  years  in  which  the  retired  person  has  been 
working,  but  also  reflect  increases  in  productivity  that  have  oc- 
curred during  a  person's  working  life. 

The  proposals  I  have  discussed  so  far  are  designed  primarily  to 
deal  with  the  consequences  of  the  current  economic  situation,  and 
to  assure  an  uninterrupted  flow  of  benefits  for  the  next  several 
years.  The  Congress  also  instructed  the  National  Commission  to 
seek  solutions  for  the  problems  that  can  be  anticipated  in  the  long 
term.  Long-term  financing  forecasts  are  necessarily  speculative. 
They  depend  on  assumptions  as  to  birth  rates,  death  rates,  fertility 
rates,  and  productivity  and  other  things  that  none  can  predict  with 
certainty.  Nevertheless,  the  Social  Security  Administration  must, 
under  the  law,  prepare  long-range  estimates  as  a  planning  tool, 
and  because  there  are  people  alive  today  who  will  be  receiving 
benefits  75  years  from  now.  In  fact,  half  of  the  people  born  this 
year  will  be  receiving  benefits  75  years  from  now,  and  so  75-year 
valuations  and  estimates  are  made. 

According  to  the  intermediate  assumptions  of  the  board  of  trust- 
ees of  the  social  security  system,  the  OASI  and  disability  insurance 
programs  combined  are  underfinanced  for  the  long  run.  Under  the 
tax  rates  in  present  law,  there  is  an  actuarial  imbalance  under 
these  assumptions  of  1.52  percent  of  taxable  payroll — social  secu-. 
rity  runs  in  the  red  with  average  expenditures  being  112  percent  of 
average  income  as  shown  in  tables  7  and  8.  And  this  imbalance 
occurs  even  if  we  assume  far  more  normal  economic  circumstances 
over  the  long  run  than  we  have  experienced  recently. 

As  requested  by  the  Congress,  the  National  Commission  is  recom- 
mending long-term  program  changes  and  a  corresponding  tax 
schedule  which,  supplemented  by  the  payments  from  general  rev- 
enues of  which  I  spoke,  will  allow  the  program  to  run  in  the  black 
over  the  long  run.  It  would  result  in  a  positive  actuarial  balance  of 
0.24  percent  of  payroll,  with  average  expenditures  at  98  percent  of 
average  income,  as  shown  in  table  9. 
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The  most  serious  long-term  problem  arises  from  the  decline  in 
the  birth  rate  over  the  last  20  years.  Between  the  years  2010  and 
2025,  the  number  of  people  receiving  social  security  benefits  will 
greatly  increase,  due  to  the  retirement  of  workers  who  were  born 
during  the  baby  boom  that  followed  World  War  II.  At  the  same 
time,  the  number  of  people  in  the  work  force  will  be  relatively  low. 
This  is  because,  since  1960,  the  birth  rate  in  the  United  States  has 
decreased  by  50  percent,  and  indications  are  that  relatively  low 
fertility  rates  will  probably  continue  for  at  least  the  next  several 
decades. 

Today,  each  social  security  beneficiary  is  supported  by  the  pay- 
roll taxes  of  three  active  workers.  This  ratio  will  gradually  decline 
until  by  2030,  under  the  intermediate  estimates,  there  will  be  only 
two  workers  for  each  beneficiary.  This  means  that  financing  social 
security  and  medicare  benefits  as  they  are  today  will  require  taxes 
amounting  to  at  least  25  percent  of  payroll — almost  double  what  it 
is  today. 

To  reduce  this  cost,  the  National  Commission  recommends  rais- 
ing the  normal  retirement  age — the  age  at  which  full  benefits  are 
paid  and  medicare  eligibility  begins — from  65  to  68.  This  should  be 
done  in  stages,  over  a  12-year  period,  beginning  in  the  year  2000,  as 
shown  in  our  table  10. 

As  the  earliest  age  for  full  retirement  benefits  is  increased  from 
65  to  68,  the  age  at  which  reduced  benefits  are  first  available 
should  be  raised  from  62  to  65.  We  do  not  make  this  proposal  only 
to  contain  costs.  There  are  many  reasons  why  a  later  retirement 
age,  phased  in  gradually  over  20  to  30  years  from  now,  makes 
sense.  Americans  are  living  longer.  At  the  start  of  the  21st  century, 
people  are  likely  to  have  at  least  as  many  retirement  years  left 
after  age  68  as  they  did  after  age  65  in  the  early  years  of  social 
security. 

Older  workers  will  be  in  greater  demand  in  future  years,  as  the 
number  of  younger  workers  decreases.  The  disability  program  will 
be  able  to  provide  cash  benefits  and  medicare  to  most  of  those 
under  the  age  of  68  who,  for  reasons  of  health,  are  unable  to 
continue  working.  If  adopted  this  year,  our  recommendation  would 
not  affect  anyone  45  years  or  older.  Given  this  much  notice,  the 
younger  generations  of  workers  will  be  able  to  adjust  to  a  later 

J  retirement  age  just  as  earlier  generations  adjusted  to  65  when  it 
became  the  law.  This  change  would  result  in  a  significant  decrease 
in  the  long-run  cost  of  the  program — an  estimated  net  average  of 

-  1.07  percent  of  taxable  payroll,  which  amounts  to  $13.5  billion  a 
year  at  this  year's  earnings  levels,  and  even  more  in  the  future. 

With  something  so  important  as  a  change  in  the  retirement  age, 
people  need  ample  notice  and  time  to  adjust.  Time  is  also  needed  to 
amend  private  pension  plan  provisions  to  correspond  to  this 

j  change.  That  is  why  we  are  asking  you  for  action  on  this  now.  If 
the  current  trends  in  birth  and  mortality  rates,  workers  health  and 
the  state-of-the-economy  do  not  materialize  as  expected  between 

:  now  and  the  year  2000 — making  this  change  unnecessary — it  will 

,  become  clear  early  enough  for  Congress  to  take  corrective  action. 
But  if  we  are  going  to  start  to  raise  the  age  in  the  year  2000  people 
have  to  be  given  notice  of  it  now. 
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If  higher  taxes  for  social  security  are  in  prospect,  the  Commis- 
sion believes  that  there  is  a  limit  above  which  the  program  should 
not  be  financed  through  the  payroll  tax.  That  tax  which  does  not 
reach  significant  forms  of  income,  such  as  dividends,  interest,  and 
rents,  nor  does  it  tax  equally  those  with  incomes  above  the  maxi- 
mum compared  with  those  below  it.  The  majority  of  the  Commis- 
sion, and  there  was  a  minority  dissent,  recommends  that  the  upper 
limit  for  the  payroll  tax  should  be  18  percent,  9  percent  on  the 
employer  and  9  percent  on  the  employee,  and  that  any  costs 
beyond  that  amount  should  be  paid  for  out  of  general  revenues. 
Under  the  Commission's  program  of  taxes  and  benefits,  this  limit  is 
not  reached  until  the  year  2025,  but  of  course  if  the  economy  does 
not  behave  according  to  the  intermediate  estimates  of  the  Board  of 
Trustees,  the  limit  could  be  reached  sooner. 

Those  are  the  major  financing  recommendations  we  have  devel- 
oped in  our  2  years  of  study.  We  have  tried  to  construct  a  realistic 
and  affordable  program  without  eliminating  any  social  security 
benefits,  and  without  reducing  current  benefit  levels.  But  let  me 
repeat  that  there  is  no  magic  formula  to  assure  adequate  benefits  if 
the  economy  continues  to  perform  as  it  has  in  the  last  few  years. 

When  I  first  began  to  study  this  subject,  I  could  not  understand 
why  the  estimates  made  for  the  Congress  in  1977  had  been  so  far 
off.  I  thought  you  gentlemen  should  certainly  be  concerned  about 
this.  I  thought  something  was  wrong,  either  with  the  process,  or 
with  the  estimates  themselves,  or  with  the  people  who  made  them. 
But  it  is  clear  to  me  now  that  the  misleading  estimates  did  not 
come  from  those  sources.  The  financial  difficulties  social  security 
faces  arise  from  economic  conditions  outside  of  its  control.  They 
come  from  inflation,  high  unemployment,  low  productivity — the 
very  problems  which  you  in  the  Congress  must  struggle  with  every 
day. 

Unless  the  country  as  a  whole  can  alleviate  these  conditions, 
even  the  present  social  security  program  will  eventually  require  1 
taxes  above  the  level  which  the  public  would  support.  At  that  point 
there  will  be  no  way,  short  of  major  reductions  in  benefits,  for  the  j 
system  to  pay  its  way.  Our  Commission  believes  that  the  economy, 
must  control  inflation  and  achieve  higher  productivity  through 
such  methods  as  improvements  in  technology  and  a  modernization j 
of  its  industrial  plant  in  order  that  a  sound  and  comprehensive 
system  of  social  security  taxes  and  benefits  can  be  maintained. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  of  presenting 
these  proposals  and  this  challenge  to  your  subcommittee.  Mr.. 
Myers  and  I  would  be  happy  to  respond  to  any  questions  you  and 
the  other  members  might  have. 

[The  prepared  statement  follows:] 

Statement  of  Milton  S.  Gwirtzman,  Chairman,  National  Commission  on  ( 

Social  Security 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate  the  opportunity  to 
present  to  you  today  the  financing  recommendations  of  the  National  Commission  on 
Social  Security  as  to  the  Social  Security  and  Medicare  programs. 

The  National  Commission  is  a  bipartisan,  independent  panel  of  nine  private 
citizens,  chosen  by  the  leadership  of  Congress  and  the  President  for  the  purpose  of 
conducting  a  complete  review  and  investigation  of  Social  Security  and  related 
programs.  We  have  been  engaged  in  that  task  for  the  past  two  years.  As  evidence  of 
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our  bipartisan  approach,  I,  a  Democrat,  am  here  today  with  a  distinguished  Republi- 
can member  of  the  Commission,  Mr.  Robert  J.  Myers. 

The  National  Commission  was  created  as  one  of  the  provisions  in  the  1977 
Amendments  to  the  Social  Security  Act.  This  particular  amendment  was  offered  on 
the  floor  of  the  House  by  a  member  of  the  Committee  on  Ways  and  Means, 
Congressman  Ed  Jenkins.  The  staff  of  the  Subcommittee  has  attended  our  hearings 
around  the  country  and  followed  our  deliberations.  So  we  believe  that  when  we 
testify  before  this  Subcommittee,  we  are  coming  back  to  report  on  a  mission  that 
you  assigned  to  us,  and  which  will  be  completed  with  the  publication  of  our  final 
report  in  about  three  weeks. 

The  1977  Amendments  established  a  new  schedule  of  payroll  taxes  for  future 
years.  According  to  the  estimates  given  Congress  at  the  time,  these  tax  rates  were 
sufficient  to  keep  the  Social  Security  program  in  balance  for  at  least  35  years.  These 
estimates  were  quickly  overtaken  by  unanticipated  difficulties  in  the  economy. 

During  most  of  this  century,  and  until  recently,  the  United  States  has  experi- 
enced fairly  steady  economic  growth.  Increases  in  average  wages  were  regularly 
greater  than  increases  in  prices,  and  we  came  to  regard  that  as  normal.  This 
resulted  in  more  than  enough  payroll  taxes  flowing  into  the  trust  funds  to  pay  for 
benefit  increases,  even  in  years  of  high  inflation.  The  cost  estimates  made  for 
Congressional  consideration  of  the  1977  Amendments  assumed  this  historical  rela- 
tionship would  continue.  They  showed  that  the  balances  in  both  the  Old-Age  and 
Survivors  Insurance  and  Disability  Insurance  Trust  Funds  would  be  no  less  than  20 
percent  of  estimated  annual  expenditures  through  1981,  and  at  least  30  percent  of 
estimated  expenditures  from  1982  to  the  end  of  this  century. 

Since  these  amendments  were  enacted,  however,  the  Nation  has  had  a  high 
prolonged  level  of  inflation  which,  because  Social  Security  benefits  are  adjusted  to 
upward  changes  in  the  Consumer  Price  Index,  resulted  in  higher  than  anticipated 
benefit  outlays.  At  the  same  time,  wages  have  risen  more  slowly  than  prices,  and 
unemployment  has  been  higher  than  expected,  resulting  in  outgo  exceeding  income 
by  much  more  than  had  been  anticipated  earlier.  The  result  has  been  a  sharp 
decline  in  the  size  of  the  OASI  Trust  Fund,  the  fund  which  finances  retirement 
benefits.  Under  estimates  for  1982  made  in  mid-1980,  the  last  ones  available  to  us, 
the  balance  in  this  Trust  Fund  at  the  beginning  of  the  year  would  be  only  10 
percent  of  expenditures  during  that  year,  rather  than  the  30  percent  estimated  in 
1977.  At  the  end  of  1982,  the  fund  ratio  is  estimated  at  only  1  percent,  so  that  at 
some  time  during  the  year  it  would  be  well  below  the  level  required  to  meet  the 
benefit  payments  becoming  due  shortly  after  the  end  of  a  month.  On  the  whole,  the 
minimum  balance  in  the  trust  fund  at  the  start  of  any  year  must  be  at  least  10 
percent  of  anticipated  annual  expenditures  in  order  to  assure  that  benefits  can  be 
paid  on  time  in  each  month  of  the  year.  So,  by  the  end  of  1981,  we  are  coming  very 
close  to  the  margin  of  safety.  Moreover,  economic  conditions  may  not  be  as  good  as 
has  been  assumed,  so  the  situation  could  be  even  more  serious. 

I  need  not  stress  how  urgent  it  is  that  action  be  taken  in  this  session  to  strength- 
en the  financing  of  the  program.  When  we  talk  about  Social  Security  having  "cash 
flow"  problems,  it  is  a  gentle  way  of  saying  that  if  nothing  more  is  done,  some  time 
next  year  Social  Security  checks  will  just  not  go  out.  The  people  who  get  those 
i  checks  are  the  most  vulnerable  part  of  our  population.  They  have  no  unemployment 
i  insurance.  They  have,  generally,  very  little  savings.  Many  of  them  have  no  income 
,  at  all  aside  from  Social  Security.  It  is  the  considered  opinion  of  our  Commission  that 
( the  arrival  of  Social  Security  checks  has  become  so  essential,  in  so  many  American 
homes,  that  for  the  system  to  run  dry,  even  for  a  month,  would  produce  panic  as 
ij  well  as  hardship. 

j     Action  is  also  needed  to  bolster  public  confidence  in  Social  Security.  A  survey  of 

r  public  opinion  made  by  our  Commission  has  shown  that  the  talk  about  the  possible 
"bankruptcy"  of  the  system  has  significantly  reduced  working  people's  confidence 
that  there  will  be  enough  money  left  to  provide  for  them  when  they  retire.  Unless 
workers  are  absolutely  certain  that  their  benefits  will  be  paid  when  they  become 
eligible,  they  could  develop  a  real  reluctance  to  pay  Social  Security  taxes.  For  this 
reason,  we  looked  for  mechanisms,  both  short-  and  long-term,  that  would  be  flexible 

||  enough  so  that  Social  Security  would  not  have  to  go  through  a  crisis  of  confidence 

'levery  time  the  economy  runs  into  difficulty. 

Jo  The  financing  plan  of  the  National  Commission,  which  I  present  today,  is  de- 
i  sisigned  to  assure  sufficient  financing  for  the  program  both  in  the  next  few  years  and 

in  the  long  run. 
;H    Our  short-term  financing  program  consists  of  eight  parts. 

[ft  First,  the  procedure  for  reallocation  of  taxes  between  the  Old-Age  and  Survivors 
j  Insurance  fund  and  the  Disability  Insurance  fund  that  Congress  legislated  for  1980 
inland  1981  should  continue.  The  benefits  of  these  two  programs  are  funded  from  the 
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same  taxes,  levied  on  the  same  taxpayers.  There  is  no  reason  why  one  fund  should 
be  depleted  when  the  other  is  in  good  shape.  This  can  be  avoided  by  allocating  the 
payroll  tax  receipts  somewhat  differently,  according  to  benefit  cost  experience.  I 
have  included  in  my  statement  Table  1  to  show  how  this  reallocation  would  work 
through  1989. 

Second,  the  Old- Age  and  Survivors  Insurance,  the  Disability  Insurance,  and  the 
Hospital  Insurance  Trust  Funds  should  be  allowed  to  borrow  from  the  others  when- 
ever needed  to  assure  timely  payment  of  benefits,  with  the  loans  being  repayable 
with  appropriate  interest.  At  the  present  time,  the  fund  with  sufficient  resources  to 
make  such  loans  is  the  Hospital  Insurance  Trust  Fund.  We  estimate  that  the  total 
amount  of  loans,  plus  interest,  required  to  be  made  from  the  Hospital  Insurance  J 
fund  to  the  OASI  fund  between  now  and  1985  would  be  $7.3  billion,  and  we  show  f 
the  yearly  operation  of  these  loans  and  repayments  in  Table  2.  Again,  since  the  1 
Secretary  of  the  Treasury  is  the  Managing  Trustee  of  all  three  trust  funds,  it  will  be  j 
relatively  easy  to  monitor  the  balances  in  the  funds  and  shift  money  from  one  to 
another  as  needed. 

Third,  as  a  temporary,  emergency  measure,  the  trust  funds  should  be  authorized 
to  borrow  from  the  Treasury  such  amounts  as  might  be  needed  to  assure  the  timely  ! 
payment  of  benefits  if  total  revenues,  after  reallocation  and  borrowing,  prove  inad- 
equate. This  would  make  it  clear  to  the  public  that  Congress  will  not  permit  any  ' 
interruption  of  benefit  payments.  If  borrowing  authority  were  granted  by  Congress 
this  year,  it  should  expire  at  the  end  of  1985,  so  as  not  to  create  the  temptation  to 
make  loans  from  general  revenues  a  permanent  feature  of  Social  Security  financing. 

Fourth,  the  National  Commission  recommends  that  general  tax  revenues  be  intro- 
duced  into  the  Social  Security  system  but  only  for  the  financing  of  Hospital  Insur- 
ance. Specifically,  we  recommend  that  one-half  of  the  cost  of  Hospital  Insurance — or  ' 
what  many  refer  to  as  Part  A  of  Medicare — be  financed  through  appropriations 
from  general  revenues,  and  that  the  portion  of  the  payroll  taxes  now  collected  for  j 
Hospital  Insurance  be  reduced  accordingly,  but  then  be  made  available  to  OASDI. 

The  Commission  believes  that  the  payroll  tax  should  be  the  main  source  of 
income  to  the  trust  funds,  but  that  it  need  not  be  the  only  source.  We  chose 
Hospital  Insurance  as  the  proper  point  for  injection  of  general  revenues  because, 
unlike  retirement  or  disability,  the  amount  you  receive  under  Medicare  does  not 
depend  on  the  earnings  on  which  you  contributed  during  your  working  life,  but  i 
rather  on  what  medical  services  you  require. 

If  this  recommendation  is  adopted,  the  payroll  tax  for  Hospital  Insurance  will  be 
reduced  by  50  percent  between  now  and  1990  from  the  tax  rates  scheduled  in 
current  law. 

Fifth,  in  order  to  maintain  a  measure  of  fiscal  discipline  in  the  program,  we 
recommend  that  the  general  revenue  funding  of  Hospital  Insurance  be  accompanied 
by  a  2.5  percent  surcharge  on  personal  income  taxes  identified  as  a  tax  related  to 
Hospital  Insurance  on  the  income  tax  form.  The  objective  would  be  to  yield  approxi- 
mately one-half  of  the  revenue  needed  to  finance  the  general  revenue  contribution 
to  the  Hospital  Insurance  Trust  Fund. 

Sixth,  to  lessen  the  possibility  of  cash  flow  problems  in  the  future,  we  recommend^ 
that  taxes  for  the  Old- Age  and  Survivors  fund  and  for  the  Disability  fund  be 
increased  by  the  amount  necessary  to  build  up  and  maintain  a  trust  fund  balance  of 
about  one  year's  outgo.  This  will  eliminate  the  problems  arising  from  the  small1 
margins  of  safety  we  now  have.  To  do  this  will  require  an  increase  in  the  combined  ; 
employer-employee  OASI  and  DI  taxes  of  1.3  percent  in  1983-84  and  1.2  percent' 
from  1985  to  1989.  The  total  payroll  tax  on  workers  and  employers  will  decline  in  ; 
1985-89,  however,  because  of  the  decrease  in  the  Hospital  Insurance  portion.  Table  3 
sets  out  the  yearly  scheduled  taxes  we  propose.  ■  F 

Seventh,  the  maximum  amount  of  earnings  on  which  the  payroll  tax  is  levied  ^ 
should  not  be  increased  in  1985  and  1986,  as  scheduled  under  present  law.  Instead  ^ 
the  base  should  be  held  at  the  1984  level.  The  maximum  taxable  earnings  base  is 
now  $29,700.  Under  the  current  provisions,  it  rises  automatically  with  the  increase  5  i 
in  wages.  It  is  estimated  to  rise  very  sharply  in  the  next  few  years,  to  $39,000  ir  W 
1984,  $42,300  in  1985  and  $45,600  in  1986.  These  last  two  increases,  we  believe,  arc  fl 
too  large.  At  the  higher  earnings  levels,  Social  Security  benefits  do  not  represent  ai  r 
large  a  percentage  of  preretirement  earnings  as  they  do  at  the  lower  earning?  ft 
levels.  Highly  paid  workers  are  expected  to  provide  the  additional  retirement  - 
income  through  a  combination  of  personal  savings  and  private  pension  plans.  Th<  fa 
current  taxable  maximum  is  too  high,  cutting  into  the  proper  role  that  private .  lH 
savings  and  pensions  should  play  in  the  total  scheme  of  income  maintenance  fcl 

To  bring  the  tax  base  closer  to  the  level  which  existed  before  the  1977  Amend  N 
ments,  the  Commission  recommends  that  the  maximum  earnings  taxed  for  1985  an<  ■ 
1986  should  be  frozen  at  the  1984  level,  through  legislation  enacted  now,  before  th<  M 
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automatic  increases  begin  again.  The  new  estimated  base  amounts  can  be  found  in 
Table  4. 

Finally,  we  believe  that  some  steps  must  be  taken  to  modify  the  100  percent 
automatic  indexing  of  Social  Security  benefits  to  prices  in  times,  like  now,  when 
prices  rise  much  faster  than  wages.  This  should  be  done  as  a  matter  of  equity 
between  those  who  receive  Social  Security  benefits  and  those  who  pay  for  them. 

Until  1972,  Congress  adjusted  benefits  every  few  years  to  strike  a  balance  and 
meet  the  needs  of  beneficiaries.  Since  1975,  benefits  have  been  automatically  adjust- 
ed once  a  year  to  equal  the  increase  in  the  Consumer  Price  Index,  whenever  the 
Index  rose  more  than  3  percent  a  year.  The  Commission  recognizes  that  inflation- 
proof  benefits  are  an  important  source  of  security  and  believes  that  they  should  be 
continued  during  normal  economic  times.  During  most  of  this  century,  rising  prices 
have  been  matched  or  outdistanced  by  rising  wages,  and  active  workers  have  made 
gains  in  their  standards  of  living.  But  in  recent  years  prices  have  risen  faster  than 
wages,  and  automatic  100  percent  inflation  adjustment  has  placed  a  severe  financial 
strain  on  the  Social  Security  system.  Comparing  the  first  quarter  of  1979  with  the 
first  quarter  of  1978  (as  the  indexing  of  the  benefits  does),  prices  rose  by  9.9  percent, 
while  wages  rose  by  only  7.2  percent.  In  the  following  year,  inflation  was  worse; 
prices  rose  by  14.3  percent  while  wages  rose  only  8.4  percent.  Economists  expect  a 
somewhat  similar  imbalance  for  this  year. 

When  economic  stagnation  persists,  the  automatic  benefit  increases  should  be 
limited.  It  is  not  right  to  ask  workers  whose  own  standards  of  living  are  deteriorat- 
ing to  pay  even  higher  taxes  to  assure  100  percent  inflation-proof  benefits  for  those 
receiving  Social  Security.  But  the  Commission  also  believes  that  simply  limiting 
benefit  increases  to  the  level  of  wage  increases  each  year  is  too  harsh  on  benefici- 
aries. We  recommend  a  more  complicated,  but  more  equitable,  formula.  A  limitation 
would  only  go  into  effect  in  years  when  inflation  is  5  percent  a  year,  of  more.  It 
should  not  go  into  effect  unless  inflation  exceeds  wage  gains  over  a  two-year  period. 
The  amount  of  the  increase  should  be  based  on  the  average  two-year  difference 
between  wages  and  prices,  instead  of  one  year's  difference.  And  most  important,  the 
benefit  amounts  denied  because  of  economic  conditions  should  be  restored  when  the 
economy  regains  its  momentum  and  wages  again  rise  faster  than  prices.  Table  5 
illustrates  how  this  proposal  would  work. 

If  this  proposal  had  been  in  effect  after  1978,  it  would  have  prevented  the  short- 
term  financing  problems  we  now  face.  The  trust  fund  balance  for  OASI  and  DI 
would  have  remained  substantially  above  $25  billion,  and  the  year-end  fund  ratios 
would  have  been  no  lower  than  18  percent,  as  shown  in  Table  6. 

Let  me  point  out  that  we  are  only  talking  about  the  indexing  of  benefits  after 
retirement.  Full  wage  indexing,  as  provided  by  Congress  in  the  1977  Amendments, 
should  be  continued  in  computing  the  initial  benefit  level,  so  that  initial  benefits 
will  reflect  not  only  changes  in  the  cost  of  living,  but  also  increases  in  productivity 
that  have  occurred  during  a  person's  working  life. 

The  proposals  I  have  discussed  so  far  are  designed  primarily  to  deal  with  the 
consequences  of  the  current  economic  situation,  and  to  assure  an  uninterrupted  flow 
of  benefits  for  the  next  several  years.  The  Congress  also  instructed  the  National 
[  Commission  to  seek  solutions  for  the  problems  that  can  be  anticipated  in  the  long 
•  term.  Long  term  financing  forecasts  are  necessarily  speculative.  They  depend  on 
I  assumptions  as  to  birth  rates,  death  rates,  fertility  rates  and  productivity  that  none 
j  can  predict  with  certainty.  Nevertheless,  the  Social  Security  Administration  must, 
•\  under  the  law,  prepare  long-range  estimates  as  a  planning  tool,  and  because  there 
]  are  people  alive  today  who  will  be  receiving  benefits  75  years  from  now. 
jf  According  to  the  intermediate  assumptions  of  the  Board  of  Trustees  of  the  Social 
i  Security  system,  the  OASI  and  Disability  Insurance  programs  combined  are  under- 
|  financed  for  the  long  run.  Under  the  tax  rates  in  present  law,  there  is  an  actuarial 
imbalance  under  these  assumptions  of  1.52  percent  of  taxable  payroll — Social  Secu- 
.  rity  runs  in  the  red  with  average  expenditures  being  112  percent  of  average  income 
:  as  shown  in  Tables  7  and  8.  And  this  imbalance  assumes  much  more  normal 
H  economic  circumstances  over  the  long  run  than  we  have  today. 

Jj  The  National  Commission  is  recommending  long-term  program  changes  and  a 
corresponding  tax  schedule  which,  supplemented  by  the  payments  from  general 
,  ]  revenues  of  which  I  spoke,  will  allow  the  program  to  run  in  the  black  over  the  long 
f.jrun.  It  would  result  in  a  positive  actuarial  balance  of  ,24  percent  of  payroll,  with 
..  average  expenditures  at  98  percent  of  average  income,  as  shown  in  Table  9. 
^  The  most  serious  long-term  problem  arises  from  the  changes  in  the  birth  rate  over 
i  tthe  last  35  years.  Between  the  years  2010  and  2025,  the  number  of  people  receiving 
pj  Social  Security  benefits  will  greatly  increase,  due  to  the  retirement  of  workers  who 
jj  were  born  during  the  baby  boom  that  followed  World  War  II.  At  the  same  time,  the 
i  number  of  people  in  the  work  force  will  be  relatively  low.  This  is  because,  since 
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I960,  the  birth  rate  in  the  United  States  has  decreased  by  50  percent,  and  indica- 
tions are  that  low  fertility  rates  will  probably  continue  for  at  least  the  next  several 
decades. 

Today,  each  Social  Security  beneficiary  is  supported  by  the  payroll  taxes  of  three 
active  workers.  By  2030,  under  the  intermediate  estimates,  there  will  be  only  two 
workers  for  each  beneficiary.  This  means  that  financing  Social  Security  and  Medi- 
care as  they  are  today  will  require  taxes  amounting  to  at  least  25  percent  of 
payroll — almost  double  what  it  is  today. 

To  reduce  this  cost,  the  National  Commission  recommends  raising  the  normal 
retirement  age — the  age  at  which  full  benefits  are  paid  and  Medicare  eligibility 
begins — from  65  to  68.  This  should  be  done  in  stages,  over  a  twelve  year  period, 
beginning  in  the  year  2000. 

As  the  earliest  age  for  full  retirement  benefits  is  increased  from  65  to  68,  the  age 
at  which  reduced  benefits  are  first  available  should  be  raised  from  62  to  65. 

The  minimum  age  for  payment  of  benefits  for  spouses,  widowed  persons  without 
young  children  in  their  care,  and  dependent  parents  of  deceased  workers  would 
increase  in  the  same  manner. 

The  age  at  which  the  earnings  test  can  no  longer  reduce  benefits  should  be  kept 
at  age  72,  rather  than  reduced  to  70  beginning  in  1982,  and  then  should  be  in- 
creased gradually  up  to  75  beginning  in  the  year  2001,  in  tandem  with  the  changes 
in  the  normal  retirement  age. 

The  maximum  age  for  disability  benefits  would  be  raised  gradually  from  65  to  68. 
The  test  of  disability  now  applied  to  workers  60  to  65  would  be  applied  to  those  60  to 
68. 

We  do  not  make  this  proposal  solely  to  contain  costs.  There  are  many  reasons 
why  a  later  retirement  age,  phased  in  gradually  over  20  to  30  years,  makes  sense. 
Americans  are  living  longer.  At  the  start  of  the  21st  century,  people  are  likely  to 
have  at  least  as  many  retirement  years  left  after  age  68  as  they  did  after  age  65  in 
the  early  years  of  Social  Security.  Older  workers  will  be  in  greater  demand  in 
future  years,  as  the  number  of  younger  workers  decreases.  The  disability  program 
will  be  able  to  provide  cash  benefits  and  Medicare  to  those  under  the  age  of  68  who, 
for  reasons  of  health,  are  unable  to  continue  working.  If  adopted  this  year,  our 
recommendation  would  not  affect  anyone  45  years  or  older.  Given  this  much  notice, 
the  younger  generation  of  workers  will  be  able  to  adjust  to  a  later  retirement  age 
just  as  earlier  generations  adjusted  to  65  when  it  became  the  law.  This  change 
would  result  in  a  significant  decrease  in  long-run  cost  of  the  program — an  estimated 
net  average  of  1.07  percent  of  taxable  payroll,  which  amounts  to  $13.5  billion  a  year 
at  this  year's  earnings  levels,  and  even  more  in  the  future. 

With  something  so  important  as  a  change  in  the  retirement  age,  people  need 
ample  notice  and  time  to  adjust.  Time  is  also  needed  to  amend  private  pension  plan 
provisions  to  correspond  to  this  change.  If  the  current  trends  in  birth  and  mortality 
rates,  workers'  health  and  the  state  of  the  economy  do  not  materialize  as  expected 
between  now  and  the  year  2000 — making  this  change  ill-advised  or  unnecessary — it 
will  become  clear  early  enough  for  Congress  to  take  corrective  action. 

If  higher  taxes  for  Social  Security  are  in  prospect,  the  Commission  believes  that 
there  is  a  limit  above  which  the  program  should  not  be  financed  through  the  payroll 
tax  which  does  not  reach  significant  forms  of  income,  such  as  dividends,  interest 
and  rents;  nor  does  it  tax  equally  those  with  incomes  above  the  maximum.  The 
Commission  recommends  that  the  upper  limit  for  the  payroll  tax  should  be  18 
percent — 9  percent  on  the  employer  and  9  percent  on  the  employee.  Any  costs 
beyond  that  should  be  paid  for  out  of  general  revenues.  Under  the  Commission's 
program  taxation  and  benefits,  this  limit  is  not  reached  until  the  year  2025.  Of 
course,  if  the  economy  does  not  behave  according  to  the  intermediate  estimates,  this 
limit  could  be  reached  sooner. 

These  are  the  major  financing  recommendations  we  have  developed  in  our  two 
years  of  study.  We  have  tried  to  construct  a  realistic  and  affordable  program 
without  eliminating  any  Social  Security  benefits  and  without  reducing  current 
benefit  levels.  There  is  no  magic  formula  to  assure  adequate  benefits  if  the  economy 
continues  to  perform  as  it  has  in  the  last  few  years.  When  I  first  got  into  this 
subject,  I  could  not  understand  why  the  estimates  made  for  the  Congress  in  1977 
had  been  so  far  off.  I  thought  something  was  wrong  with  the  process,  that  the  fault 
was  with  the  estimates,  or  with  those  who  made  them.  It  is  clear  now  that  the 
financial  difficulties  the  program  faces  arise  from  economic  conditions  outside  of  its 
control.  They  come  from  inflation,  high  unemployment,  low  productivity — problems 
with  which  you  in  the  Congress  must  struggle  every  day. 

Unless  the  country  as  a  whole  can  alleviate  these  problems,  even  the  present 
Social  Security  program  will  eventually  require  taxes  above  the  level  which  tht 
public  would  support.  At  that  point  there  will  be  no  way,  short  of  major  reductions 
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in  benefits,  for  the  system  to  pay  its  way.  Our  Commission  believes  that  the 
economy  must  control  inflation  and  achieve  higher  productivity  through  such  meth- 
ods as  improvements  in  technology  and  a  modernization  of  its  industrial  plant,  in 
order  that  a  sound  and  comprehensive  system  of  Social  Security  taxes  and  benefits 
can  be  maintained. 

Thank  you  for  the  opportunity  of  presenting  these  proposals,  and  this  challenge, 
to  your  Subcommittee. 

TABLE  1. — ALLOCATION  OF  COMBINED  EMPLOYER-EMPLOYEE  TAX  RATES  FOR  SOCIAL  SECURITY 
PROGRAM  AS  BETWEEN  OLD-AGE  AND  SURVIVORS  INSURANCE  AND  DISABILITY  INSURANCE  TRUST 
FUNDS  UNDER  NATIONAL  COMMISSION  PROPOSALS 

[In  percent] 


Period  OASI  Dl  OASDI 


1981  

  9.40 

1.30 

10.70 

1982  

  9.50 

1.30 

10.80 

1983-84  

  10.71 

1.39 

12.10 

1985-89  

  11.20 

1.40 

12.60 

Note.— For  years  after  1990,  the  allocation  would  be  made  in  a  similar  manner  so  that  the  fund  ratios  of  the  2  trust  funds,  year  by  year,  would 
be  about  the  same.  The  allocation  of  the  total  tax  rate  for  the  self-employed  would  be  computed  by  applying  to  the  self-employed  tax  rate  the  same 
proportions  as  occur  for  the  combined  employer-employee  rate  shown  above. 


TABLE  2— INTERFUND  LOAN  OPERATIONS  UNDER  NATIONAL  COMMISSION  PROPOSALS,  1982-85 

[In  billions  of  dollars] 


Calendar  year 


Amount 
borrowed 
by  OASDI 
from  HI 


Amount  of 
interest 
paid  by 

OASDI  to 
HI 


Amount  of 

loan 
principal 
repaired  to 
HI 


Total 
outstanding 
amount  of 
loans  to 
OASDI  at 
end  of  year 


1982. 
1983. 
1984. 
1985. 


Total  1982-85. 


$3.8 
2.3 
.7 


$0.3 


$6.2 
.7 


$3.8 


69 


6.9 


1  Less  than  $50  million. 

2  Not  Available. 

Note— The  estimates  are  based  on  the  0MB  midsession  review  ecocomic  assumptions. 
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Il 

1983  to  1984  

1985    

1986  to  1989  

1990  to  1994  

1995  to  1999  

2000  to  2004  

2005  to  2009  

2010  to  2014  

2015  to  2019  

ZUiiU  lO  ZUZ4  

2025  to  2029  

2030  to  2034  

2035  to  2039  

2040  and  after  

39 


TABLE  4.— MAXIMUM  EARNINGS  TAXED  AND  PERCENT  OF  COVERED  WORKERS  WITH  TOTAL 
EARNINGS  BELOW  THE  MAXIMUM,  PRESENT  LAW  AND  NATIONAL  COMMISSION  PROPOSALS 

Maximum  earnings  taxed        Percent  of  covered 

  workers  with  total 

earnings  below  maximum 


Present  law  Proposal 


Present  law  Proposal 


1980   $25,900  $25,900  91.6  91.6 

1981   29,700  29,700  92.7  92.7 

1982   1  32,400  32,400  92.6  92.6 

1983   1  35,400  1  35,400  92.8'  92.8 

1984   1  39,000  1  39,000  93.2  93.2 

1985   1  42,300  39,000  93.4  91.6 

1986   1  45,600  39,000  93.5  89.7 


1  Based  on  estimated  automatic  adjustment  on  the  basis  of  changes  in  wages,  according  to  economic  assumptions  underlying  the  OMB  mid- 
session  review. 

TABLE  5.— ILLUSTRATION  OF  PROPOSAL  OF  NATIONAL  COMMISSION  ON  SOCIAL  SECURITY  TO 
MODIFY  AUTOMATIC  ADJUSTMENT  OF  BENEFITS 

[In  percent] 


Assumed  increase  in  Average 

  Excess  CPI    excess  CPI 

Year  increase  in    increase  in 

CPI         Wages         year         past  2 
years 


0   8  6  -2  (2)  8 

1   9  8  -1  —1%  7% 

2   7  7  o      -y2  6y2 

3   6  8+2+1  7 

4   5  9  +4  2  +  l  6 


1  Actual  CPI  increase  in  year,  adjusted  by  the  excess  CPI  increase  in  last  2  years. 

2  Not  applicable. 

3  The  average  CPI  increase  in  last  2  years  is  less  than  that  of  wages  by  3  percent,  but  this  is  reduced  to  1  percent,  because  the  average 
excess  CPI  increases  in  the  preceding  years  was  a  net  amount  of  only  1  percent. 

TABLE  6.— COMBINED  OASDI  TRUST  FUNDS  IF  COMMISSION'S  MODIFICATION  OF  AUTOMATIC 
ADJUSTMENT  PROVISION  HAD  BEEN  IN  EFFECT  AFTER  1978  1 


[Dollars  in  billions] 


Calendar  year 

Income 

Outgo 

Excess  of 
income 
over  outgo 
(percent) 

Fund  at 
end  of  year 

Fund  ratio 
(percent) 

1979  

  $105.9 

$107.0 

-1.1 

$30.6 

30 

1980  

  119.6 

121.2 

-1.6 

29.0 

25 

1981  

  136.3 

136.3 

29.0 

21 

1982  

1983  

1984  

1985  

  154.8 

  172.5 

 191.8 

  222.5 

151.9 
170.1 
189.0 
208.6 

+  2.9 
+  2.4 
+  2.8 
+  13.9 

31.9 
34.3 
37.1 
51.0 

19 
19 
18 

2  18 

'The  calculations  are  based  on  the  latest  economic  assumptions  used  in  the  Office  of  Management  and  Budget's  Mid-Session  Review  in  mid- 
1980.  Considering  OASDI  as  a  whole  makes  the  tacit  assumption  either  that  inter-fund  borrowing  is  authorized  and  occurs  or  thai  the  OASDI  tax 
•  rate  is  reallocated  between  OASI  and  Dl  to  provide  each  with  about  the  same  relative  financing  throughout  the  period. 

2  The  fund  ratio  at  the  beginning  of  1986  is  estimated  to  be  22  percent. 
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TABLE  7.— TAX  RATES  FOR  SOCIAL  SECURITY  AND  HOSPITAL  INSURANCE  PROGRAMS  UNDER  1977 

AMENDMENTS 

[In  percent] 


Period 


OASI 


OASDI 


Total 


Employer  and  employee,  each: 

1979  to  1980   4.330  0.750  5.08  1.05  6.13 

1981   4.525  0.825  5.35  1.30  6.65 

1982  to  1984   4.575  0.825  5.40  1.30  6.70 

1985   4.750  0.950  5.70  1.35  7.05 

1986  to  1989   4.750  0.950  5.70  1.45  7.15 

1990  and  after   5.100  1.100  6.20  1.45  7.65 

Self  employed: 

1979  to  1980   6.0100  1.0400  7.05  1.05  8.10 

1981   6.7625  1.2375  8.00  1.30  9.30 

1982  to  1984   6.8125  1.2375  8.05  1.30  9.35 

1985   7.1250  1.4250  8.55  1.35  9.90 

1986  to  1989   7.1250  1.4250  8.55  1.45  10.00 

1990  and  after   7.6500  1.6500  9.30  1.45  10.75 


TABLE  8.— ESTIMATED  AVERAGE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  TAX  RATES, 
EXPENDITURES,  AND  ACTUARIAL  BALANCE,  BY  SET  OF  ASSUMPTIONS,  1980  TRUSTEES  REPORT, 
1980-2054 

[As  percentages  of  taxable  payroll] 


Item 


25-yr  averages 


1980-2004     2005-29  2030-54 


75-yr 
average 

1980-2054 


Average  scheduled  tax  rate  (employer-employee  combined)                          11.85       12.40       12.40  12.22 

Estimated  average  expenditures: 

Optimistic  assumptions                                                     9.91       11.48       12.59  11.33 

Intermediate  assumptions                                                  10.66       13.57       16.98  13.74 

Pessimistic  assumptions                                                   11.73       16.84       26.60  18.39 

Difference  (actuarial  balance): 

Optimistic  assumptions                                                     1.94         .92       -.19  .89 

Intermediate  assumptions                                                   1.19      —1.17      —4.58  -1.52 

Pessimistic  assumptions                                                     .12      -4.44    -14.20  -6.17 

Source:  Bartlett,  Dwight  K.  "Current  Developments  in  Social  Security  Financing,"  Social  Security  Bulletin,  September  1980,  p.  17. 

TABLE  9.— ESTIMATED  YEAR-BY-YEAR  COSTS  AND  FUND  RATIOS  OF  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  PROGRAM  UNDER  NATIONAL  COMMISSION  PROPOSALS 


Calendar  year 


Expendi- 

(peSof  gW*d 

taxable  tax  rate 
payroll) 


Payments 
from 
general 
revenues 2 


Excess  of 
tax  rate 

and 
general- 
revenues 
payment 

over 


tures 


Fund 
ratio 3 


1980   10.99 

1981   11.47 

1982   11.52 

1983  l   11.59 

1984  l.   11.51 

1985   11.54 

1986   11.57 

1987   11.41 

1988   11.29 

1989   11.12 

1990   10.98 


10.16                    -0.83  25 

10.70                     -.77  18 

10.80   ,           -.72  10 

12.10  51  4 

12.10  59  7 

12.60                      1.06  12 

12.60                      1.03  20 

12.60                      1.19  29 

12.60                     1.31  38 

12.60                      1.48  49 

11.20   22  62 
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TABLE  9.— ESTIMATED  YEAR-BY-YEAR  COSTS  AND  FUND  RATIOS  OF  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  PROGRAM  UNDER  NATIONAL  COMMISSION  PROPOSALS— Continued 


Excess  of 

tax  rate 

Calendar  year 

Expendi- 
tures 
(percent  of 
taxable 

Scheduled 
tax  rate  1 

Payments 
from 
general 
revenues 2 

and 
general- 
revenues 
payment 

Fund 
ratio 3 

payroll) 

over 
expendi- 
tures 

1991  

1992  

1993  

1994  

1995  

1996  

1997  

1998  

1999  

2000  

2001  

2002  

2003  

2004  

2005  

2010  

2015  

2020  

2025  

2030  

2035  

2040  

2045  

2050  

2055  

25-yr  averages: 

1980  to  2004  

2005  to  2029  

2030  to  2054  

75-yr  average:  1980  to  2054. 


10.90 
10.83 
10.76 
10.71 
10.66 
10.58 
10.50 
10.44 
10.39 
10.35 
10.18 
10.02 
9.89 
9.81 
9.73 
9.91 
11.01 
12.50 
13.96 
15.14 
15.59 
15.45 
15.51 
15.45 
15.60 

10.84 
11.86 
15.48 
12.72 


11.20 
11.20 
11.20 
11.20 
11.20 
11.20 
11.20 
11.20 
11.20 
10.00 
10.00 
10.00 
10.00 
10.00 
10.00 
10.50 
11.90 
13.40 
14.80 
15.40 
15.50 
15.60 
15.60 
15.60 
15.60 

11.23 
12.03 
13.88 
12.38 


0.45 
1.40 
1.65 
1.75 
1.75 
1.75 
1.75 


.09 
1.66 
.58 


64 
67 
71 
75 
80 
85 
91 
98 
106 
114 
113 
113 
114 
115 
117 
121 
114 
111 
109 
112 
109 
107 
108 
111 
111 

NA 
NA 
NA 
NA 


1  Combined  employer-employee  rate.  The  schedule  of  rates  has  been  developed  on  the  basis  that  rate  increases  will  occur  only  in  years  ending  in 
0  or  5;  it  may  well  be  desirable  that  in  distant  future  periods,  when  large  increases  are  shown,  smaller  increases  might  be  made  in  other 
intervening  years. 

2  Expressed  as  percentage  of  taxable  payroll. 

3  Assets  at  beginning  of  year  as  percentage  of  outgo  during  year. 

Note— The  extimates  are  based  on  the  OMB  midsession  review  economic  assumptions  in  the  early  years  blended  into  the  intermediate  long-range 
assumptions  of  the  1980  trustees  reports. 

TABLE  10. — NATIONAL  COMMISSION  PROPOSAL  FOR  PHASING-IN  LATER  RETIREMENT  AGES 


Year 


lmU[s  benefits 


1997   65  62 

1998   65  62  % 

1999   65  62V2 

2000   65  62% 

2001  :   65V4  63 

2002  :  <   65%  63y4 

2003   65%  63% 

2004   66  63% 

2005   66%  64 

2006   66%  64% 

2007   66%  64% 

2008   67  64% 

2009   67%  65  ' 
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TABLE  10.— NATIONAL  COMMISSION  PROPOSAL  FOR  PHASING-IN  LATER  RETIREMENT  AGES— 

Continued 

Y"  tnefits" 

Dene,l,s  benefits 

2010   67%  65 

2011   67%  65 

2012   68  65 


TABLE  11.— SELF-EMPLOYED  TAX  RATES  AND  PAYMENTS  FROM  GENERAL  REVENUES  EXPRESSED  AS 
PERCENTAGES  OF  TAXABLE  PAYROLL  FOR  SOCIAL  SECURITY  AND  HOSPITAL  INSURANCE  PRO- 
GRAMS UNDER  NATIONAL  COMMISSION  PROPOSALS 


Period 

OASDI 

HI 

Total 

Payroll  tax 

General 
revenues 

Total 

Payroll  tax 

General 
revenues 

Total 

Payroll  tax 

General 
revenues 

Total 

1981  

  8.00 . 

8.00 
8.05 

1.30 
1.30 

1.30 
1.30 

9.30 
9.35 

9.30 
9.35 

1982  

  8.05 . 

1983  to  1984  

  9.05 . 

9.05 

.65 

.065 

1.30 

9.70 

0.65 

10.35 

1985  

  9.45 . 

9.45 

.675 

0.065 

1.35 

10.125 

.675 

10.80 

1986  to  1989  

  9.45 . 

9.45 

.725 

.725 

1.45 

10.175 

.725 

10.90 

1990  to  1994  

  8.40 . 

8.40 

.925 

.925 

1.85 

9.325 

.925 

10.25 

1995  to  1999  

  8.40 . 

8.40 

1.15 

1.15 

2.30 

9.55 

1.15 

10.70 

2000  to  2004  

  7.50 . 

7.50 

1.30 

1.30 

2.60 

8.80 

1.30 

10.10 

2005  to  2009  

  7.50 . 

7.50 

1.425 

1.425 

2.85 

8.925 

1.425 

10.35 

2010  to  2014  

  7.85 . 

7.85 

1.425 

1.425 

2.85 

9.275 

1.425 

10.70 

2015  to  2019  

  8.90 . 

8.90 

1.50 

1.50 

3.00 

10.40 

1.50 

10.90 

2020  to  2024  

  10.05 . 

10.05 

1.65 

1.65 

3.30 

11.70 

1.65 

13.35 

2025  to  2029  

10.75 

0.35 

11.10 

1.825 

1.825 

3.65 

12.575 

2.175 

14.75 

2030  to  2034  

10.50 

1.05 

11.55 

2.00 

2.00 

4.00 

12.50 

3.05 

15.55 

2035  to  2039  

10.40 

1.20 

11.60 

2.075 

2.075 

4.15 

12.475 

3.275 

15.75 

2040  arid  after  

10.40 

1.30 

11.70 

2.075 

2.075 

4.15 

12.475 

3.375 

15.85 

TABLE  12.— COMPARISON  OF  COMBINED  EMPLOYER-EMPLOYEE  TAX  RATES  UNDER  NATIONAL 

COMMISSION  PROPOSALS  WITH  THOSE  UNDER  PRESENT  LAW 

  3 


Present 
law 

OASDI 

HI 

Total 

Period 

Proposed 
plan 

Present  F 
law 

roposed 
plan 

Present 
law 

Proposed 
plan 

1983  to  1984  

  10.8 

12.1 

2.6 

1.30 

13.4 

13.40 

1985  

  11.4 

12.6 

2.7 

1.35 

14.1 

13.95 

1986  to  1989  

  11.4 

12.6 

2.9 

1.45 

14.3 

14.05 

1990  to  1994  

  12.4 

11.2 

2.9 

1.85 

15.3 

13.05 

1995  to  1999  

  12.4 

11.2 

2.9 

2.30 

15.3 

13.50 

2000  to  2004  

  12.4 

10.0 

2.9 

2.60 

15.3 

12.60 

2005  to  2009  

  12.4 

10.0 

2.9 

2.85 

15.3 

12.85 

2010  to  2014  

  12.4 

10.5 

2.9 

2.85 

15.3 

13.35 

2015  to  2019  

  12.4 

11.9 

2.9 

3.00 

15.3 

14.90 

2020  to  2024  

  12.4 

13.4 

2.9 

3.30 

15.3 

16.70 

2025  to  2029  

  12.4 

14.35 

2.9 

3.65 

15.3 

18.00 

2030  to  2034  

  12.4 

14.0 

2.9 

4.00 

15.3 

18.00 

2035  to  2039  

  12.4 

13.85 

2.9 

4.15 

15.3 

18.00 

2040  and  after  

  12.4 

13.85 

2.9 

4.15 

15.3 

18.00 

Note.— The  amount  of  the  payments  from  general  revenues  are  not  included  (for  1983  and  after  for  Hospital  Insurance  and  for  2025  and  after 
for  Old-Age,  Survivors,  and  Disability  Insurance). 
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Members  of  the  National  Commission  on  Social  Security 

Milton  Gwirtzman,  Chairman,  attorney  and  author,  Newton,  Mass. 

James  J.  Dillman,  vice-chairman,  attorney,  Dillman,  Holbrook,  Wurtz  &  Roth, 
Sheboygan,  Wis.;  Trustee,  State  of  Wisconsin  Retirement  Fund  and  member,  Retire- 
ment Research  Committee. 

Elizabeth  T.  Duskin,  vice-chairman,  director  of  research  and  legislation,  National 
Council  of  Senior  Citizens,  Washington,  D.C. 

Wilbur  J.  Cohen,  Austin,  Tex.,  Sid  Richardson,  Professor  of  Public  Affairs,  Lyndon 
Baines  Johnson  School  of  Public  Affairs,  University  of  Texas  at  Austin;  Secretary  of 
Health,  Education,  and  Welfare,  1968-69. 

Russell  W.  Laxson,  Plymouth,  Minn.,  retired  vice-president,  public  affairs,  Hon- 
eywell Inc. 

Donald  S.  MacNaughton,  Nashville,  Tenn.,  chairman  and  chief  executive  officer, 
Hospital  Corporation  of  America;  former  chairman  and  chief  executive  officer, 
Prudential  Insurance  Co.  of  America. 

Joyce  D.  Miller,  Gutenberg,  N.J.,  vice-president  and  director  of  social  services, 
Amalgamated  Clothing  Workers  of  America;  member  of  the  executive  council,  AFL- 
CIO. 

Robert  J.,  Myers,  Silver  Spring,  Md.,  professor  of  insurance,  Howard  University; 
chief  actuary,  Social  Security  Administration,  1947-70. 

David  H.  Rodgers,  Olympia,  Wash.,  chief  deputy  insurance  commissioner,  State  of 
Washington;  mayor  of  Spokane,  Wash,  from  1967  to  1978. 

Mr.  Pickle.  I  want  to  thank  you,  Mr.  Gwirtzman,  for  your  testi- 
mony. I  find  it  very  stimulating,  interesting,  and  helpful. 

You  make  several  recommendations,  some  of  which  I  in  my  own 
mind  embrace,  and  others  I  have  questions  about.  I  am  sure  that  is 
true  of  the  other  members  of  this  committee,  but  it  is  significant 
that  a  Commission  appointed  by  the  President  and  the  Congress 
would  look  at  these  broad-range  problems  and  come  and  give  us 
this  kind  of  report.  I  want  to  commend  you  and  to  marvel  in  the 
way  that  you  have  such  diverse  groups  that  could  come  together 
with  these  general  recommendations.  I  assume  they  were  not  made 
unanimously,  were  they? 

Mr.  Gwirtzman.  Some  were,  some  were  not.  We  would  be  glad  to 
tell  you  which  of  these  

Mr.  Pickle.  No,  no,  I  would  not  care  for  that.  I  know  that  my 
friend,  Dr.  Wilbur  Cohen,  is  a  member  of  this  Commission,  and  I 
am  sure  he  would  not  agree  with  everything,  but  I  also  know  how 
deep  his  commitment  is  to  try  to  find  better  answers  to  our  overall 
problem,  so  I  thank  you.  It  has  been  very  helpful  to  me. 

Now  only  one  or  two  questions,  in  the  interest  of  time.  You  also 
state  on  page  7,  well  first  at  the  bottom  of  page  6,  if  we  transferred 
one  half  of  the  HI  fund  you  would  also  accompany  a  change  in  law 
to  put  a  2.5-percent  surcharge  on  the  income.  Would  you  put  that 
on  the  1040? 

Mr.  Gwirtzman.  Yes. 

Mr.  Pickle.  So  that  would  be  in  addition. 

Mr.  Gwirtzman.  That  is  right. 

Mr.  Pickle.  That  gets  back  to  the  Treasury  that  which  they 
would  have  lost  otherwise? 
Mr.  Gwirtzman.  Not  dollar  for  dollar  but  that  is  the  purpose  of 

it. 

Mr.  Pickle.  I  also  notice  in  your  sixth  recommendation  that  you 
said  that  in  the  long  range  you  think  you  are  going  to  have  to 
increase  the  tax  rate,  I  presume  from  the  level  it  is  now,  even  up 
as  much  as  9  percent.  Does  that  just  kind  of  give  you  a  little 
assurance  that  you  will  have  plenty  of  money  on  hand? 

Mr.  Gwirtzman.  Yes. 
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Mr.  Pickle.  Do  you  need  that?  With  all  these  other  changes,  will 
you  have  to  have  that? 

Mr.  Gwirtzman.  You  stated  earlier  that  you  thought  the  contin- 
gency reserve  should  be  built  up  to  the  point  where  we  do  not  have 
these  panics  every  so  often.  Our  proposal  would  build  them  up  to 
100  percent,  in  other  words,  a  1-year  outgo. 

Mr.  Pickle.  That  is  one  approach.  I  think  the  committee  can  find 
other  approaches,  instead  of  raising  taxes.  We  are  trying  to  find 
some  way  to  reduce  them  or  to  make  adjustments  so  we  would  not 
have  to  raise  them,  but  I  have  also  found  it  very  interesting  that 
you  would  put  a  limit  on  the  amount  both  the  employer  and 
employee  would  put  down  the  line,  and  I  think  people  generally 
would  agree  with  that  recommendation.  So  I  found  your  testimony 
very  helpful,  and  I  want  to  thank  you  for  it.  Now  I  want  to  ( 
recognize  Congressman  Archer. 

Mr.  Archer.  Mr.  Chairman,  hopefully  without  consuming  any  of  I 
my  time,  I  think  it  would  be  good  for  the  committee  to  have  on  the  ; 
record  the  major  dissenting  minority  views  with  respect  to  this 
report,  if  we  might. 

Mr.  Gwirtzman.  I  will  give  them  to  you  for  the  record,  for  each 
of  the  recommendations  we  made,  although  I  think  most  of  these 
financing  recommendations  were  unanimous.  The  general  revenue 
recommendations  for  financing  one-half  of  health  insurance,  the 
18-percent  cap,  and  the  increase  in  the  retirement  age  to  68  after 
the  year  2000  did  have  minority  views  which  will  be  furnished  to 
you, 

Mr.  Archer.  Thank  you  very  much.  I  want  to  compliment  you 
for  a  very  comprehensive  job.  It  is  the  kind  of  information  this 
committee  has  needed  for  a  long  time.  I  do  not  mean  to  imply  that 
I  agree  with  all  of  the  recommendations  personally,  but  they  are 
well  thought  out  and  they  are  fiscally  responsible,  and  that  is 
something  we  have  not  had  before  this  committee  for  a  long,  long 
time. 

I  do  take  some  issue  with  your  comment  that  there  was  no  way 
we  could  have  prevented  this  because  it  was  not  the  fault  of  the 
estimators,  it  was  not  the  fault  of  anybody,  it  was  just  conditions  ! 
beyond  our  control.  If  you  will  go  back  and  check  the  record,  you  I 
will  find  that  I  complained  bitterly  about  the  premises  on  which  : 
the  projections  were  being  made  over  the  past  8  years,  because 
they  were  from  Alice-in- Wonderland,  so  there  was  an  opportunity 
to  prevent  this,  and  I  think  the  record  should  show  that.  The 
reason  was  the  premises  were  wrong.  They  were  overly  glorified 
and  overly  rainbowlike.  The  estimators  did  a  reasonable  job,  con- 
sidering the  political  premises  that  they  were  given  to  deal  with, 
which  was  designed  to  make  it  appear  that  things  were  a  lot  rosier 
than  they  were  going  to  be,  and  I  hope  to  God  we  do  not  do  that 
again,  and  I  already  see  some  of  that  in  some  of  the  projections 
that  we  are  dealing  with  today  from  some  sources  that  are  just  not 
realistic. 

We  saw  the  Carter  administration  predicting  we  were  going  tor 
have  4-percent  inflation  along  about  this  time,  and  I  complained 
bitterly  about  that,  so  we  could  have  changed  a  lot  of  this,  and  we 
certainly  should  go  with  our  eyes  open  in  the  future.  We  cannot  do 
anything  about  the  past,  but  we  sure  can  look  to  the  future. 
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I  am  sorry  that  you  want  us  to  borrow  from  the  Treasury,  saying 
that  it  is  for  emergency  only,  and  it  will  go  only  until  1985.  It  is 
like  so  many  other  things.  Once  you  get  into  that  habit,  it  is  I 
think  going  to  be  extremely  difficult,  from  a  political  standpoint,  to 
back  out  in  1985.  It  becomes  too  easy,  and  I  personally  think  that 
although  it  may  make  sense,  that  these  emergencies  have  a  way  of 
continuing  on  and  on  and  on  and  on.  If  we  do  that,  we  are  just 
saying  we  failed  to  do  our  job  in  the  next  5  years,  in  my  opinion. 

At  a  time  when  the  major  thrust  of  tax  reduction  in  this  country 
is  going  along  the  lines  of  Kemp-Roth,  to  add  a  2  % -percent  in- 
crease on  the  income  tax  I  think  is  going  to  be  very,  very  difficult 
to  do,  but  I  do  compliment  you  on  at  least  not  saying  that  there  is 
going  to  magically  be  some  money  that  is  going  to  appear.  You  are 
providing  a  means  of  getting  that  money  in,  and  I  want  to  follow 
up  on  Chairman  Pickle's  question.  How  much  would  it  actually 
take  to  offset  and  defray  the  total  cost  of  taking  half  of  HI  and 
putting  it  into  the  General  Treasury? 

Mr.  Gwirtzman.  Between  now  and  1986  it  would  run  between 
$20  and  $30  million  a  year. 

Mr.  Archer.  And  what  would  that  be  as  a  percent  surcharge,  if 
you  have  that  tabulated  out? 

Mr.  Gwirtzman.  The  surcharge  takes  care  of  half  of  that,  not 
the  full  amount.  It  is  half  of  it. 

Mr.  Archer.  So  the  2V2-percent  surcharge  only  takes  care  of  half 
the  amount  of  money  that  would  be  drawn  out  of  the  general 
Treasury  in  the  next  5  years?  Then  you  are  not  being  totally 
responsible,  either,  because  that  means  we  have  got  to  go  into  the 
private  markets  and  borrow  that  money,  and  where  are  we  borrow- 
ing that  money  today?  For  the  most  part  or  for  a  big  chunk  of  it  we 
are  going  outside  of  this  country,  and  I  do  not  think  we  want  to  tell 
the  American  people,  I  do  not  believe  you  want  to  tell  the  Ameri- 
can people,  that  we  have  become  so  poor  that  we  have  got  to  go  to 
the  Saudi  Arabians  in  order  to  borrow  the  money  to  pay  the  health 
care  benefits  for  the  people  of  the  United  States.  Do  you? 

Mr.  Gwirtzman.  We  have  not  recommended  borrowing  authority 
with  no  additional  taxes.  We  are  recommending  borrowing  authori- 
ty and  increased  taxes.  As  I  understand  it,  you  are  recommending 
neither  borrowing  nor  increased  taxes. 

Mr.  Archer.  I  am  not  recommending  anything  right  now.  I  am 
just  trying  to  pursue  your  recommendations. 

Mr.  Gwirtzman.  But  if  we  go  Kemp-Roth,  we  have  to  reduce 
taxes. 

"  Mr.  Archer.  All  I  am  saying  is  that  psychologically  it  is  going  to 
be  difficult  to  pass  a  surcharge  at  a  time  when  the  pressures  are 
all  to  reduce  the  income  taxes  and  increase  incentives  for  more 
productivity,  but  that  is  another  issue.  I  just  threw  that  out  in 
passing,  but  I  am  curious  again,  if  I  understand  correctly,  your  2V2 

,  percent  surcharge  on  the  income  tax  will  produce  only  half  as 
much  money  as  will  be  taken  out  of  the  general  fund  by  your 

<  proposal  to  fund  half  of  HI  out  of  the  general  fund;  is  that  correct? 
Mr.  Gwirtzman.  That  is  right. 

Mr.  Archer.  Then  my  argument  still  holds,  that  for  that  half 
i  that  you  are  not  producing  with  the  surcharge,  you  are  saying  the 
Treasury  should  go  and  borrow  that  money,  that  we  should  go  to 
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the  Saudi  Arabians  and  the  Kuwaitis  and  the  others  and  say,  "We 
are  no  longer  able  to  meet  the  demands  of  our  elderly  for  medicare. 
We  have  got  to  borrow  the  money  from  you,"  and  I  think  that  that 
is  totally  irresponsible. 

Mr.  Gwirtzman.  The  alternative  to  borrowing  would  be  increas- 
ing the  surcharge  to  5  percent. 

Mr.  Archer.  All  right,  then  why  do  you  not  step  up  to  the  plate 
and  say  let  us  put  a  surtax  of  5  percent  on? 

Mr.  Gwirtzman.  Because  I  think  we  might  have  been  consider- 
ing the  tax  cutting  climate  and  the  need  to  cut  taxes  for  the 
purposes  of  strengthening  the  economy,  just  as  you  do. 

Mr.  Archer.  So  you  are  saying  that  we  should  go  to  the  Saudis 
and  say  "lend  us  some  more  money  so  we  can  pay  our  health  care 
benefits." 

Mr.  Gwirtzman.  I  am  not  sure  exactly  how  the  Treasury  does 
this. 

Mr.  Archer.  Well,  check  the  borrowing  of  the  Treasury  and  see 
who  is  buying  the  Treasury  bonds. 

Mr.  Gwirtzman.  Perhaps  we  could  go  to  the  Saudis  and  say  "We 
will  not  pay  as  much  for  your  oil  as  you  want  us  to  pay." 

Mr.  Archer.  Well,  we  have  tried  that. 

Mr.  Chairman,  I  apologize  for  the  time,  and  I  may  have  some 
more  questions  later  on. 

Mr.  Pickle.  Your  time  has  expired.  As  I  get  it,  the  line  of 
questioning  is  going  in  the  wrong  direction.  You  are  going  from  2Vfc 
up  to  5.  I  would  want  to  go  in  the  other  direction. 

Mr.  Jacobs. 

Mr.  Jacobs.  Thank  you. 

Now  just  touching  on  the  question  that  was  propounded  a 
moment  ago,  if  the  alternative  is  the  5-percent  figure  for  borrow- 
ing, and  you  choose  borrowing,  you  are  really  choosing  more  than 
the  5-percent  figure,  are  you  not? 

Mr.  Gwirtzman.  No,  I  do  not  believe  so.  Unless  you  mean  the 
interest?  Yes,  interest  would  be  paid  at  the  regular  rate. 

Mr.  Jacobs.  The  piper  must  be  paid. 

Mr.  Gwirtzman.  It  would  be  the  same  interest  rate  as  charged 
for  

Mr.  Jacobs.  So  it  would  be  cheaper  really  for  the  country  or  for 
the  people  paying  the  tax  to  pay  the  tax  rather  than  to  pay  the  tax 
and  the  interest,  because  I  presume  you  are  talking  about  paying 
back  the  debt,  are  you  not? 

Mr.  Gwirtzman.  For  some  people,  for  people  who  make  higher- 
wages  than  the  maximum  base  that  is  taxed,  it  would  be  cheaper. 
For  people  who  pay  the  full  tax  on  their  full  income,  it  would  not. 

Mr.  Jacobs.  No,  no,  I  think  what  Mr.  Archer  was  getting  at  is 
very  fundamental,  and  not  terribly  complicated,  and  that  is  that 
borrowed  money  is  more  expensive.  If  you  are  not  willing  to  sacri- 
fice to  pay  cash,  you  are  going  to  pay  more  money,  are  you  not,  and 
the  Government  is  in  a  unique  position  of  making  the  determina- 
tion of  whether  something  is  necessary,  and  if  indeed  it  is  neces- 
sary, whether  it  will  be  paid  for,  or  how  it  will  be  paid  for,  whether 
it  will  be  paid  for  once,  or  whether  the  people  misled  will  be 
required  to  pay  for  it  ultimately  twice  or  three  times  or  more, 
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depending  on  when  the  principal  is  eventually  retired.  Is  that  a 
fair  statement? 

Mr.  G wirtzm an .  Well,  I  am  not  an  economist,  and  probably  on 

this  sort  of  thing  

Mr.  Jacobs.  Does  it  require  an  economist? 

Mr.  G  wirtzm  an  .  The  money  is  also  paid  to  the  debt  holders,  to 
American  citizens,  who  buy  Treasury  notes. 

Mr.  Jacobs.  Nonetheless,  we  are  speaking  of  the  person  who  pays 
the  social  security  tax,  and  ultimately  that  same  expense  will  be 
paid  several  times  over  if  the  track  record  of  the  Treasury  and  the 
U.S.  Government  is  

Mr.  G  wirtzm  an.  By  all  taxpayers,  but  not  necessarily  by  any 
individual  taxpayer  in  any  individual  bracket.  What  I  am  saying  is 
we  tried  to  consider  principles  of  tax  equity  here  as  well  as  sound 
financing. 

Mr.  Jacobs.  Let  me  tell  you  a  notion  of  tax  equity.  Mr.  Archer  of 
Texas  mentioned  the  big  word  "monetizing"  a  moment  ago.  That 
passes  for  borrowing  with  Treasury  transactions  these  days,  and  I 
suppose  you  would  agree  with  me  and  Mr.  Archer  that  monetizing 
simply  means  latter-day  alchemy.  It  simply  means  printing  checks 
for  goods  and  services  that  are  bogus  in  other  words  for  the  Gov- 
ernment to  discharge  its  obligations. 

Now  in  that  sense  you  are  wishing  upon  the  American  people 
and  the  poor  in  particular  a  regressive  tax  running  in  double 
digits.  Most  States  that  have  sales  taxes  at  4  percent  exempt  gro- 
ceries. This  Federal  tax,  by  the  route  that  I  understand  you  are 
suggesting,  is  a  completely  regressive  tax,  applies  to  those  who  are 
exempt  from  other  taxes,  such  as  social  security  recipients,  who 
pay  that  tax  at  the  grocery  stores,  so  I  just  commend  to  the 
Commission  a  sharper  look  at  precisely  what  Mr.  Archer  was  get- 
ting at,  and  it  is  not  complicated.  It  is  very,  very  simple.  The  only 
problem  is  it  is  rather  like  trying  to  lose  weight.  We  think  of 
thousands  of  ways  to  do  it,  jogging  and  sweating  and  wearing  a 
magic  belt,  and  all  that  when  all  the  time  in  our  heart  of  hearts  we 
know  how  to  lose  weight,  do  we  not?  Face  up  to  the  really  tough 
decision  not  to  eat  so  much.  Or  we  know  how  to  pay  our  bills, 
either  sacrifice  and  pay  them,  or  engage  in  the  cruelest  tax,  which 
I  is  also  the  cruelest  joke  to  kid  ourselves. 

I  just  wanted  to  elucidate  or  try  to  elucidate  the  point  that  Mr. 
Archer  was  making.  Thank  you,  Mr.  Chairman. 
Mr.  Pickle.  Mr.  Rousselot. 
-    Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Thank  you  for  a  very  comprehensive  report.  You  have  got  a  lot 
of  fascinating  ideas  in  here,  and  I  am  sure  that  we  will  take  these 
as  seriously  as  you  have  stated  them. 
On  page  12  you  discuss  reducing  the  cost  by  raising  the  normal 
j  retirement  age,  the  age  at  which  full  benefits  are  paid,  and  this 
1  should  be  done  in  stages  over  a  12-year  period  beginning  in  the 
'  year  2000.  Why  wait  that  long?  Why  not  start  it  in  1990?  That  is 
plenty  of  notice,  10  years. 

Mr.  Gwirtzman.  For  people  who  are  say  age  55  now,  I  think  it 
would  be  quite  difficult  for  them  to  make  the  necessary  adjust- 
ment. 
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Mr.  Rousselot,  Well,  then  it  will  be  just  as  tough  in  the  year 
2000. 

Mr.  Gwirtzman.  No;  we  feel  20  years  is  time  enough  to  make 
that  adjustment.  Really  for  many  people  it  will  be  more  than  20 
years. 

Mr.  Rousselot.  I  guess  the  question  I  am  asking  is  how  did  you 
arrive  at  20  years  instead  of  10? 

Mr.  Gwirtzman.  We  tried  to  think  about  the  arrangements 
people  make  when  they  start  thinking  about  retirement.  We  took 
some  polls  on  it  and  we  tried  to  think  of  how  long  it  would  take 
them  to  make  the  alternative  adjustments  they  would  have  to 
make  if  they  are  going  to  be  denied  social  security  benefits  for  an 
additional  3  years. 

Mr.  Rousselot.  But  you  phase  it  out  over  a  12-year  period? 

Mr.  Gwirtzman.  That  is  right. 

Mr.  Rousselot.  So  if  you  began  to  make  them  think  about  it  in 
1990,  the  full  impact  would  not  be  until  the  year  2002,  right? 

Mr.  Gwirtzman.  On  people  who  reach  that  age  in  2002.  The 
amount  of  impact  would  depend  on  what  age  you  were. 

Mr.  Rousselot.  Say  they  started  thinking  about  it  at  age  55,  the 
full  impact  would  not  be  felt  until  2002,  so  why  should  we  not  face 
up  to  that  now?  I  just  wondered  if  there  was  anything  sacred  about 
20  years. 

Mr.  Gwirtzman.  No;  there  is  nothing  sacred  about  it.  The  Presi- 
dent's Commission  on  Private  Pensions  is,  I  understand,  recom- 
mending the  1990  date.  I  am  sure  it  is  just  an  individual  determi- 
nation. 

Mr.  Rousselot.  So  there  is  nothing  sacred  about  the  20  years. 
Mr.  Gwirtzman.  No,  and  it  is  not  because  2000  is  a  nice  round 
number,  either. 

Mr.  Rousselot.  I  just  wondered  if  there  was  some  great  weighty 
thing  that  we  did  not  understand  other  than  just  more  time  to 
prepare. 

Mr.  Gwirtzman.  That  is  right, 

Mr.  Rousselot.  But  it  is  still  phased  in  over  a  12-year  or  10-year  j 
period,  whichever  is  recommended.  So  actually  we  could  think  f 
about  doing  it  in  1990.  That  is  a  10-year  identification  or  target,  1 
especially  if  we  did  it  this  year.  I  just  wondered  if  there  was  I 
something  unusual  about  that. 

Mr.  Gwirtzman.  No,  there  is  no  technical  reason  for  it. 

Mr.  Rousselot.  I  wondered  if  there  would  be  much  difference  in 
the  savings  if  we  started  it  10  years  sooner.  There  probably  would, 
be,  would  there  not?  Did  you  look  into  that? 

Mr.  Myers.  Mr.  Rousselot,  you  are  quite  correct.  There  would  be 
considerably  more  savings  because  of  starting  earlier,  and  it  would 
be  possible  to  have  a  lower  tax  rate  in  the  1990's  and  thereafter  for 
quite  a  number  of  years. 

Mr.  Rousselot.  And  the  drain  on  the  system  would  not  be  quite 
as  great. 

Again,  I  wish  to  join  my  colleagues  in  saying  that  I  think  you 
have  made  a  very  complete  study  of  this,  and  I  too  would  agree 
with  my  colleague  from  Texas.  If  you  are  going  to  increase  the 
surtax  to  pay  for  it,  you  might  as  well  pay  for  it  by  the  tax,  the  full 
tax.  I  am  not  anxious  to  increase  taxes  any  more  than  you  are, 
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because  I  have  to  vote  for  it  and  run  for  reelection  while  you  do 
not,  but  I  would  say  to  you  that  I  think  it  misleads  the  public  if 
you  have  to  go  to  the  Treasury  for  half  of  it.  You  might  as  well  get 
used  to  paying  for  what  you  are  getting,  and  I  wondered  if  that 
might  not  be  a  better  idea,  so  that  they  know  what  the  real  cost  is 
and  we  make  that  the  real  tax  instead  of  taking  part  of  it  out  of 
the  Treasury,  which  comes  from  other  taxes,  or  as  my  colleagues 
have  indicated,  you  have  to  go  borrow  part  of  it,  and  that  becomes 
an  added  cost.  Did  you  give  consideration  to  charging  the  full  5 
percent  in  a  surcharge? 

Mr.  G wirtzm an .  No;  we  considered  that  the  surcharge  would  be 
a  replacement  for  the  payroll  tax  on  the  employee,  not  on  the 
employer.  That  is  how  we  came  up  with  one-half  the  full  amount. 

Mr.  Rousselot.  I  see. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Gephardt. 

Mr.  Gephardt.  Thank  you,  Mr.  Chairman. 

I  want  to  express  my  appreciation  for  your  work  and  your  testi- 
mony and  to  all  the  members  of  the  Commission.  I  think  you  have 
come  up  with  some  very  important  suggestions.  I  am  most  interest- 
ed in  your  formula  for  the  adjustment  of  the  way  we  treat  the 
increase  in  benefits  for  the  effects  of  inflation.  I  think  that  is  an 
excellent  suggestion,  and  one  that  really  adds  to  the  debate  that 
will  come  on  that  issue. 

I  would  like  to  know  if  the  Commission,  as  I  am  sure  you  did, 
considered  other  reductions  and  modifications  in  benefits,  changes 
in  the  formula,  changes  in  the  way  the  system  treats  dependents, 
survivors,  et  cetera,  and  if  you  did,  were  any  of  those  changes  or 
reductions  seriously  considered,  and  if  so,  is  there  a  discussion 
anywhere  of  that  consideration,  and  why  was  that  rejected? 

Mr.  G  wirtzm  an.  In  our  report — which  will  be  published  when  it 
is  printed  on  the  12th  of  March — you  will  see  a  discussion,  a  full 
discussion  of  all  those  matters.  We  did  send  to  this  committee,  for 
distribution  to  the  members,  a  list  of  all  our  recommendations,  and 
in  those  recommendations  we  said  we  generally  feel  that  the  bene- 
fit formula  is  correct,  but  that  there  should  be  some  changes  in  it. 
The  main  reductions  in  benefits  are  in  the  indexing  of  the  postre- 
tirement  benefit,  and  the  ending  of  the  so-called  windfall  benefits 
that  are  received  by  Federal  employees  who  are  covered  both  by 
their  own  retirement  system  and  by  the  social  security  system. 
Those  are  the  two  main  benefits  reductions,  although  I  am  sure 
-that  those  who  oppose  increasing  the  age  of  retirement  to  68  would 
argue  that  that  is  a  major  benefit  cut. 

Mr.  Gephardt.  So  then  you  rejected  for  instance  the  things  that 
President  Carter  had  suggested  about  burial  benefits  or  student 
benefits  or  the  suggestions  that  have  been  made  about  the  mini- 
mum benefit. 

Mr.  G  wirtzm  an.  Some  of  those  we  did  not  consider  because 
Congress  had  acted  on  them  so  recently  we  felt  it  would  be  useless 
for  us  to  make  recommendations  to  Congress  on  something  it  had 
just  voted  on.  Specifically  as  to  the  student  benefits  we  did  recom- 
mend that  they  not  be  paid  during  the  months  that  the  students 
are  not  in  school — in  other  words,  during  the  summer  vacation — 
and  that  a  much  better  job  be  done  on  diarying  the  payments.  The 
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Social  Security  Administration  has  told  us  that  there  is  a  lot  of 
illegal  overpayments  going  out  under  that  program. 

Mr.  Gephardt.  On  the  age  68  recommendation,  was  there  any 
discussion  of  the  fact  that  even  though  people  are  more  healthy 
and  living  longer,  et  cetera — and  I  think  the  evidence  is  clear  on 
that  point — that  we  do  have  major  differences  between  the  way 
people  have  to  employ  themselves,  and  we  have  had  a  trend  in 
recent  history  of  people  who  are  involved  in  hard  labor  getting 
lower  and  lower  retirement  ages,  while  at  the  same  time  we  have  a 
trend  of  people  in  less  physically  taxing  occupations  of  wanting  to 
work  longer  and  longer? 

Did  you  consider  any  differentiation  between  people  as  to  retire- 
ment age,  or  do  you  conclude  that  that  is  too  difficult  and  we  have 
to  stick  with  rough  justice? 

Mr.  Gwirtzman.  Well,  we  could  not  differentiate  according  to 
occupation.  However,  under  the  disability  provisions  as  now  ap- 
plied,  people  age  60  and  over  have  almost  what  is  called  an  occupa- 
tional  criteria  of  disability.  If  they  cannot  do  the  job  that  they  have  j 
been  doing,  they  usually  get  disability  benefits.  Whereas  people 
below  the  age  of  60  must  be  unable  to  perform  any  job  that  exists 
anywhere  in  the  country,  in  any  labor  market  area  to  quality.  So 
we  felt  that  large  vast  majority  of  those  over  60  years  of  age  who 
needed  to  retire  soon  because  of  their  health,  would  be  covered  by 
the  disability  provisions  as  currently  applied,  and  they  would  then  ! 
get  the  same  benefits,  both  cash  benefits  and  medicare,  that  they  | 
would  get  if  they  retired.  It  would  come  out  the  same  way  for 
them. 

Mr.  Gephardt.  Thank  you  very  much,  Mr.  Chairman. 
Mr.  Pickle.  Thank  you,  Mr.  Gephardt. 
Mr.  Shannon. 

Mr.  Shannon.  Thank  you,  Mr.  Chairman.  I  would  like  to  thank 
both  of  our  witnesses  for  this  excellent  testimony  and  very  innova- 
tive  proposals.  I  can  assure  you  that  they  are  going  to  get  close 
scrutiny  by  this  subcommittee,  and  they  are  going  to  be  part  of  the  I 
debate. 

I  have  a  question  about  the  proposal  to  track  benefit  increases  to 
wage  increases.  Perhaps  Mr.  Myers  can  answer  this.  This  goes  to 
the  question  of  how  we  calculate  increases  in  wages.  Do  you  use; 
Bureau  of  Labor  Statistics  numbers  in  your  proposal  here? 

Mr.  Myers.  Yes;  I  did. 

Mr.  Shannon.  And  it  would  be  your  suggestion  that  they  be 
taken  as  the  numbers  to  be  used  in  implementing  the  proposal?. 

Mr.  Myers.  Yes,  on  exactly  the  same  basis  as  is  done  for  the  CPI  j 
now,  to  use  the  first-quarter  figures.  The  figures  for  the  first  3 
months  are  compared  with  those  for  the  first  3  months  of  the 
previous  year.  There  are  several  series  of  Bureau  of  Labor  Statis- 
tics data  on  wages  that  could  be  used  for  this  purpose. 

Mr.  Shannon.  It  has  been  suggested  by  some  that  those  BLS 
figures  on  increases  in  wages  are  not  really  accurate,  not  nearly  as 
accurate  as  perhaps  the  consumer  price  index  figures,  in  tracking 
the  increase  in  prices,  because  so  few  wage  earners,  such  a  small 
proportion  of  wage  earners  are  included  in  calculating  those  num- 
bers. Do  you  have  any  questions  about  those  figures,  and  whether 
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or  not  the  methodology  used  to  track  wage  increases  is  appropriate 
for  your  proposal? 

The  supervisory  workers  are  not  included  when  wage  increases 
are  calculated.  I  think  only  40  percent  of  the  work  force  is  included 
in  calculating  those  wage  increases.  Does  that  cause  you  any  con- 
cern? 

Mr.  Myers.  I  have  thought  about  this  matter,  and  I  have  a  little 
concern,  but  I  don't  think  that  it  is  an  overwhelming  disadvantage. 
I  think,  for  one  thing,  if  this  wage  index  were  to  be  used,  the  BLS 
could  do  a  better  job,  and  would  do  a  better  job  on  it. 

Second,  what  counts  is  really  not  the  absolute  level  of  the  fig- 
ures, but  rather  the  change  from  one  year  to  the  next.  If  for  one 
year  for  some  reason  the  increase  was  a  little  too  large,  that  would 
then  serve  as  the  base  for  the  next  year.  It  would  be  made  up  by 
the  subsequent  figure,  because,  just  as  the  CPI,  it  gives  a  rough 
measure  of  social  justice.  I  think  that  the  existing  figures  are 
adequate  to  do  the  job,  with  a  little  tightening  of  them. 

Mr.  Shannon.  We  might  be  able  to  talk  to  the  Bureau  of  Labor 
Statistics  about  what  methods  they  will  use  in  the  future  to  tighten 
that  up  a  little  bit. 

Mr.  Myers.  Yes,  Mr.  Shannon. 

Mr.  Shannon.  Perhaps  Mr.  Gwirtzman  could  comment  on  this. 
Is  there  rough  consensus  on  this  proposal  in  the  commission? 

Mr.  Gwirtzman.  I  think  our  vote  on  that  was  6  to  3. 

Mr.  Shannon.  Six  to  three.  We  could  talk  about  this,  I  suppose. 

Mr.  Gwirtzman.  I  think  the  three  would  not  change.  It  wasn't 
that  they  didn't  like  this  proposal;  they  didn't  want  any  change 
back  from  full  indexing. 

Mr.  Shannon.  From  full  indexing,  I  see.  Well,  I  think  that  the 
chairman,  of  course,  raised  the  question  of  what  was  the  tenor  of 
the  debate  within  the  commission,  because  I  would  assume  that  it 
will  be  quite  similar  to  the  sorts  of  discussions  we  are  going  to  be 
having  in  the  next  couple  of  months,  so  perhaps  we  can  discuss 
that.  I  want  to  thank  you  very,  very  much  for  your  testimony.  It 
was  very,  very  useful. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  Thank  you  very  much  for  the  benefit  of  your 
testimony.  I  am  new  to  this  committee  and  have  never  been  privy 
to  its  wisdom  before.  I  was  interested  in  Mr.  Shannon's  questions, 
what  you  have  here  about  the  CPI  index,  which  of  course  affects 
•each  and  every  senior  citizen,  and  the  attempt  to  do  what  is  called 
social  justice. 

To  many  of  these  people  survival  is  the  key  word;  they  are  not 
-interested  in  social  justice.  They  are  interested  in  trying  to  make  it 
from  day  to  day.  I  am  talking  about  the  needy  elderly.  Has  any 
attempt  been  made  to  find  out  what  the  real  cost  of  living  is  as  it 
applies  to  our  elderly? 

i  Mr.  Gwirtzman.  We  were  asked  by  the  Congress  to  look  into  the 
;needs,  the  usefulness  of  constructing  a  special  CPI  for  the  elderly, 
iand  we  did  look  into  that.  We  obviously  didn't  have  enough  time  or 
;inoney  to  construct  one  ourselves,  because  to  do  so  would  probably 
'take  about  4  years,  and  cost  far  more  money  than  we  were  allowed 
in  our  entire  budget.  We  did  feel,  though,  that  if  you  are  going  to 
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have  a  special  index,  that  it  be  for  all  social  security  beneficiaries, 
including  the  disabled,  and  not  just  for  the  elderly. 

We  ran  some  rough  pilot  studies.  We  ran  two  of  them.  One  of 
them  found  that  a  special  CPI  for  the  elderly  came  up  with  prices  a 
little  bit  higher,  and  one  found  they  came  up  with  prices  a  little  bit 
lower  than  the  CPI. 

Mr.  Guarini.  But  isn't  this  premise  wrong? 

Mr.  Gwirtzm an .  Pardon? 

Mr.  Guarini.  Isn't  this  premise  trying  to  relate  the  elderly  and 
the  disabled  to  what  exists  out  there  in  the  working  arena  an 
improper  premise  to  begin  with? 

Mr.  Gwirtzm  an  .  It  depends  on  things.  Try  as  we  did,  we  didn't 
find  the  answers.  For  example,  do  they  shop  in  different  stores, 
because  they  can't  get  around  as  much?  Do  they  have  to  go  to  the 
small  stores  where  the  prices  may  be  higher?  Do  they  live  in  parts 
of  the  country  where  prices  are  higher  or  lower?  There  are  a  lot  of 
questions  that  get  to  the  basic  question  of  do  the  elderly  have  to 
pay  more  or  less  than  the  rest  of  the  population  for  services.  If 
they  do,  then  there  would  be  some  reason  why  they  should  have  a 
special  CPI,  but  we  were  not  able  to  establish  that  they  did  in  our 
study. 

Mr.  Guarini.  It  seems  to  me  that  one  of  the  largest  parts  of  our 
budget  concerns  social  security,  and  this  Nation  with  all  its  com- 
puters and  all  its  technology  and  all  its  know-how  can't  get  a  more 
fair  premise  in  order  to  deal  with  the  disabled  and  the  elderly.  I 
have  trouble  understanding  that.  If  we  haven't  done  it  in  the  past, 
why  don't  we  make  a  start  on  it  so  that  there  will  be  social  justice 
done? 

Mr.  Gwirtzman.  That  is  what  we  are  recommending,  that  one  be 
constructed,  but  the  Secretary  of  Labor,  who  would  have  to  con- 
struct it,  hold  off,  once  he  has  constructed  it,  hold  off  on  applying  it 
until  Congress  looks  at  it  and  decides  whether  or  not  it  is  so 
different  from  prices  generally  as  to  be  put  into  effect. 

Mr.  Guarini.  Was  there  any  discussion  of  spinning  off  some  of 
the  social  security  programs  that  have  been  added  so  that  we  can 
break  up  social  security  to  get  back  to  what  it  was  really  intended 
to  be  in  the  first  instance? 

Mr.  Gwirtzman.  Any  one  specifically? 

Mr.  Guarini.  We  have  been  throwing  programs  into  it,  medical 
programs  and  student  aid  programs. 
Mr.  Gwirtzman.  Medicaid. 

Mr.  Guarini.  And  medicaid  into  the  social  security  program. 

Mr.  Gwirtzman.  Some  may  be  administered  

Mr.  Guarini.  Administered  through  the  Treasury  directly  in- 
stread  of  through  the  fund? 

Mr.  Gwirtzman.  Medicaid,  for  example,  is  paid  completely 
through  the  Treasury.  There  is  no  social  security  trust  fund  money 
in  there.  Medicare  

Mr.  Guarini.  That  is  right. 

Mr.  Gwirtzman  [continuing].  Is  paid  mostly  through  social  secu- 
rity trust  fund. 
Mr.  Guarini.  Should  that  be  so? 

Mr.  Gwirtzman.  We  believe  it  should  be  paid,  that  half  of  it 
should  be  paid  through  general  revenue. 
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Mr.  Guarini.  So  that  what  you  are  doing  is  compromising.  Is 
that  a  compromise  that  existed  in  the  committee? 

Mr.  Gwirtzman.  No,  because  it  may  well  be  that  if  that  works 
out,  Congress  would  go  to  paying  all  of  it  out  of  general  revenue.  It 
was  put  in — I  was  not  responsible  for  it  but  I  worked  in  the  Senate 
when  medicare  was  passed,  and  the  reason  at  least  as  I  saw  it  that 
medicare  was  put  in  with  social  security  was  to  increase  its  accept- 
ability, because  here  was  a  program,  social  security,  that  everybody 
believed  in,  and  a  payment  process  that  worked  well.  Medicare  was 
put  in  there  for  that  reason,  and  it  was  put  in  there  for  the  elderly, 
since  they  were  receiving  social  security  anyway. 

Mr.  Guarini.  Mr.  Chairman,  just  one  last  question  if  I  may. 

You  said  there  should  be  a  limit  to  the  maximum  taxable  earn- 
ings base,  and  you  also  said  there  should  be  a  cap  on  how  much 
should  be  taken  from  that  base;  is  that  correct? 

Mr.  Gwirtzman.  Yes. 

Mr.  Guarini.  Does  this  really  account  for  bracket  creep?  Is  this 
fiscally  responsible,  knowing  that  we  are  planning  a  blueprint  for 
the  next  50  years? 

Mr.  Gwirtzman.  Under  the  law  as  it  is  now,  the  base  goes  up  as 
wages  go  up  automatically. 

Mr.  Guarini.  But  you  said  there  should  be  a  cap? 

Mr.  Gwirtzman.  We  said  there  should  be  a  temporary  cap.  What 
happened  was  that  Congress  instead  of  letting  it  go  in  automati- 
cally for  that  period  until  1985,  they  put  specific  numbers.  From 
1979  to  1981  they  legislated  an  amount  rather  than  go  to  the 
automatics. 

Mr.  Guarini.  You  said  the  cap  should  stay  at  the  1984  level  and 
should  not  get  any  greater? 

Mr.  Gwirtzman.  No,  it  should  stay  at  the  1984  level  just  for  1985 
and  1986.  In  other  words,  there  will  be  a  temporary  halt  to  that 
creep.  Then  the  creep  would  start  again,  but  it  has  to  go  up.  For 
many  years  Congress  legislated  increases,  and  then  once  they  start- 
ed on  the  automatic  they  had  to  have  some  way  to  pay  for  it,  and 
one  of  the  ways  they  paid  for  it  was  by  increasing  the  base  on 
which  social  security  is  paid. 

Mr.  Guarini.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Gwirtzman,  I  want  to  say  to  you  and  to  Mr. 
Myers  as  well  as  the  CBO  representative  earlier  that  the  commit- 
tee will  submit  to  you  additional  questions  which  we  would  like  for 
you  to  respond  to  as  quickly  as  possible  so  we  will  have  the  benefit 
of  them.  We  have  not  exhausted  all  the  questions  by  any  means  in 
the  interests  of  time. 

Also,  before  you  leave  I  want  to  ask  you  this  question.  The 
conference  report  on  the  disability  bill,  which  extended  the  com- 
mission for  3  additional  months,  made  the  statement  that  the 
national  commission  also  should  examine  and  report  on  the  serious 
administrative  problems  currently  facing  the  Social  Security  Ad- 
ministration, which  include  growing  program  responsibility  with- 
out adequate  staffing  and  the  effect  of  the  three  organizations 
within  the  last  5  years. 

Now  I  would  like  to  have  a  comment  from  either  one  of  you  as  to 
your  evaluation  of  the  current  administration  of  the  SSA  program. 
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Do  they  have  problems?  Are  they  under  control?  Are  they  getting 
worse  or  better? 

Mr.  Gwirtzman.  Let  me  say  in  response  to  the  directive  in  the 
conference  report  we  did  do  that  sort  of  investigation,  and  in  our 
report  we  have  a  chapter  on  administration  of  the  social  security  j 
system.  I  don't  have  it  here  

Mr.  Pickle.  All  right. 

Mr.  Gwirtzman  [continuing].  Because  we  came  prepared  to  dis- 
cuss financing. 
Mr.  Pickle.  Mr.  Myers? 

Mr.  Gwirtzman.  I  wouldn't  in  just  a  few  words  want  to  charac- 
terize the  problems  in  the  administration. 

Mr.  Pickle.  Mr.  Myers,  do  you  want  to  comment  on  that  at  all? 

Mr.  Myers.  Mr.  Chairman,  I  think  our  report  clearly  points  out 
that  there  are  very  definite  administrative  problems  facing  the 
system.  Also,  we  believe  that  the  beneficiaries  are  not  getting  the 
type  of  first-class  service  they  should  under  a  social  insurance 
program  of  this  type.  We  do  make  a  number  of  definite  recommen- 
dations how  things  could  be  improved.  We  also  suggest  that  further 
looking  into  this  matter  would  be  advisable. 

Mr.  Pickle.  We  have  been  advised  that  there  are  problems  in  the 
administration  because  it  is  a  huge  program,  and  that  the  situation 
may  be  getting  worse.  We  cannot  allow  these  problems  to  mount 
due  to  staffing  or  funding  or  equipment  or  the  moving  of  headquar- 
ters, and  it  is  extremely  important.  I  know  it  is  a  question  we  will 
ask  of  the  Commissioners  that  will  be  testifying  tomorrow,  and 
others  during  the  week,  but  I  want  to  get  your  viewpoint. 

Mr.  Myers.  Mr.  Chairman,  I  agree  with  you  that  the  problems, 
at  least  recently,  have  not  been  getting  better.  If  anything,  they 
have  been  getting  a  bit  worse.  Certainly,  the  computer  system  very 
badly  needs  updating  to  the  level  that  is  of  the  efficiency  and 
accuracy  that  is  applicable  in  computer  installations  in  various 
sectors  of  the  American  economy. 

Mr.  Pickle.  I  understand  that  in  the  computer  area  we  may  have 
some  serious  problems,  and  that  these  may  have  been  exacerbated 
by  the  hiring  freeze,  and  if  that  is  so,  that  is  another  problem  wet 
have  to  consider  and  concern  ourselves  about.  But  I  thank  you  for 
your  viewpoints. 

I  thank  both  of  you  gentlemen.  Your  testimony  has  been  very 
helpful.  We  appreciate  it.  Thank  you  very  much. 
[The  following  was  received  for  the  record:] 

National  Commission  on  Social  Security, 

Washington,  D.C.,  February  25,  1981. 

Mr.  John  J.  Salmon, 

Chief  Counsel,  Committee  on  Ways  and  Means, 
Washington,  B.C. 

Dear  Mr.  Salmon:  In  my  testimony  before  the  Social  Security  Subcommittee  of 
the  House  Committee  on  Ways  and  Means  I  presented  the  following  recommenda- 
tions of  the  majority  of  the  members  of  the  National  Commission  on  Social  Security: 

1.  The  procedure  for  reallocation  of  taxes  between  the  OASI  fund  and  the  DI  fund 
that  was  legislated  for  1980  and  1981  should  continue. 

2.  Borrowing  should  be  authorized  among  the  OASI,  DI  and  HI  Trust  Funds,  on  a 
permanent  basis,  repayable  with  interest. 

3.  As  an  emergency  measure  only,  borrowing  should  be  authorized  by  any  of  the 
trust  funds  from  the  General  Treasury  until  the  end  of  1985,  the  loans  to  be 
repayable  with  interest. 
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4.  One-half  of  the  cost  of  the  Hospital  Insurance  program  should  be  financed  from 
general  revenues,  beginning  in  1983. 

5.  In  recognition  of  the  general-revenues  cost  for  reducing  the  employee  tax  rate 
for  Hospital  Insurance,  a  2V2  percent  surcharge  should  be  added  to  the  Federal 
personal  income  tax. 

6.  The  tax  rate  schedule  for  the  OASDI  program  should  be  changed  so  that  the 
program  is  adequately  financed  over  the  next  75  years  and  maintains,  on  the 
average,  a  contingency  reserve  of  at  least  one  year's  outgo. 

7.  The  combined  employer-employee  tax  rate  for  OASDI  and  HI  combined  should 
not  exceed  18  percent — 9  percent  for  employers  and  9  percent  for  employees.  When 
this  would  otherwise  occur,  the  excess  over  18  percent  is  financed  from  general 
revenue  payments  to  OASDI. 

8.  The  automatic  benefit  increases  resulting  from  changes  in  the  CPI  should  be 
limited  when,  over  a  2-year  period,  the  CPI  has  risen  more  rapidly  than  wages.  The 
increase  should  then  be  reduced  by  the  excess  of  the  2-year  average  annual  rise  in 
the  CPI  over  that  in  wages.  This  procedure  should  only  be  used  when  the  benefit 
increase  which  would  be  based  on  the  CPI  rise  is  5  percent  or  more.  There  should  be 
a  retroactive  "catch-up"  in  future  years,  if  wages  rise  more  rapidly  than  the  CPI,  to 
make  up  for  such  reductions. 

9.  The  maximum  taxable  earnings  base  for  both  OASDI  and  HI  for  both  1985  and 
1986  should  be  maintained  at  its  1984  level  and  then  automatically  adjusted  there- 
after. 

10.  Beginning  in  the  year  2001,  the  minimum  age  at  which  unreduced  retirement 
benefits  are  available  should  be  increased  gradually  from  65  to  68,  reaching  68  in 
2012. 

The  Commission's  final  report  includes  dissents  on  items,  4,  5,  7,  8,  9,  and  10.  As 
was  requested  at  the  hearing,  I  am  attaching  a  copy  of  the  minority  dissents  on 
these  recommendations. 

If  you  have  any  further  questions,  please  feel  free  to  contact  me. 
Sincerely, 

Milton  Gwirtzman,  Chairman. 

Attachment. 

Dissenting  Statement  on  Social  Security  Financing  by  Mr.  Laxson,  Mr. 
MacNaughton,  and  Mr.  Rodgers 

A  major  shortcoming  of  the  National  Commission's  two-year  study  has  been  the 
failure  to  consider  seriously  the  full  implications  of  the  long-term  costs  of  the  social 
insurance  system  within  the  context  of  the  whole  economy.  The  thrust  of  Commis- 
sion deliberations  has  been  steadily  toward  responding  to  social  adequacy  consider- 
ations in  the  benefit  structure,  with  only  peripheral  attention  to  the  ultimate  cost 
level.  The  majority  of  the  Commission  has  concluded  that  the  scheduling  of  higher 
payroll  tax  rates  over  the  long  term,  supplemented  by  a  plan  for  an  increasing 
infusion  of  funds  from  the  general  Treasury,  will  of  itself  assure  payment  of  future 
benefits  and  restore  any  deteriorating  confidence  in  the  programs. 

We  believe  careful  attention  should  be  given  to  determining  at  least  broadly  the 
level  of  cost  the  economy  can  afford  for  social  insurance,  and  we  strongly  oppose  the 
j  Commission  majority's  proposed  injection  of  general  revenues  into  the  Social  Secu- 
1  rity  and  Hospital  Insurance  systems.  We  concur,  however,  with  the  recommended 
!  reallocation  of  the  payroll  tax  rates  between  the  OASI,  DI,  and  HI  Trust  Funds,  the 
i  authorization  of  inter-fund  borrowing,  and  the  temporary  borrowing  of  funds  from 
i  the  general  Treasury  to  alleviate  the  cash-flow  problems  of  the  next  few  years. 
As  to  the  short-term  financing  of  Social  Security  and  Hospital  Insurance,  the 
Commission  report  assumes  (in  accord  with  its  recommendations)  the  injection  of 
general  revenues  into  the  trust  funds  beginning  in  1983.  Based  on  the  1980  Mid- 
Session  Review  assumptions  of  the  Office  of  Management  and  Budget  (OMB),  if 
;  these  general  revenue  funds  were  made  available,  a  reallocation  of  payroll  tax 
I  income  between  trust  funds  plus  inter-fund  borrowing  would  maintain  the  solvency 
•J  of  the  system.  No  borrowing  from  the  general  Treasury  would  be  needed  and  the 
\  trust  fund  balances  would  increase  substantially  each  year,  reaching  68  percent  of 
j  annual  outgo  by  the  end  of  1989. 

However,  under  currently  scheduled  payroll  taxes,  with  no  general  revenues  and 
I  no  change  in  benefits  or  coverage,  the  same  OMB  assumptions  indicate  the  com- 
!  bined  3  trust  funds  would  decline  to  a  critical  level  late  in  1983.  If  new  projections 
\  this  year  indicate  that  economic  conditions  will  be  worse  than  projected  in  the  1980 
i  Mid-Session  Review,  borrowing  by  the  trust  funds  from  the  general  Treasury  would 
certainly  be  necessary,  but  with  any  reasonable  improvement  in  economic  condi- 
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tions  beginning  in  the  next  year  or  two,  presently  scheduled  payroll  tax  increases 
will  permit  repayment  of  these  loans  at  least  by  the  early  1990's. 

Therefore,  the  significantly  higher  level  of  income  to  the  trust  funds  during  the 
1980's  proposed  by  the  Commission  majority  (to  be  provided  by  general  revenues) 
probably  is  not  necessary.  Attention  should  be  directed  to  the  long-term  financing 
problem  and  not  to  a  quick  fix  which  might  not  prove  compatible  with  long-term  | 
needs. 

As  to  the  long-term  financing,  even  with  the  retirement  age  gradually  increased  , 
to  68  and  the  immediate  adoption  of  universal  coverage,  the  combined  OASDI-HI  j 
cost  under  the  Trustees  intermediate  assumptions  is  projected  to  grow  from  a  1981 
level  of  13.3  percent  of  taxable  payroll  to  22.1  percent  of  taxable  payroll  in  2025  and 
still  higher  during  the  following  15  years.1  Of  this  total,  18  percent  of  taxable  I 
payroll  would  be  financed  by  payroll  taxes  and  4.1  percent  by  general  revenues, 
according  to  the  Commission  majority's  recommendation,  and  any  costs  in  excess  of 
this  level  would  be  financed  entirely  by  general  revenues.2  Roughly  one-half  of  the 
general  revenue  portion  would  be  financed  by  the  Commission  majority's  recom- 
mended personal  income  surtax  and  the  balance  by  unspecified  sources.  The  22.1 
percent  level  in  the  year  2025  would  represent  a  60  percent  increase  over  current 
costs.  The  effect  in  that  year  would  be  equivalent  to  adding  $103  billion  to  the  • 
estimated  $660  billion  fiscal  year  1981  Federal  budget. 

In  addition  to  the  increasing  costs  of  Social  Security  and  Hospital  Insurance 
presently  financed  by  payroll  taxes,  the  National  Commission  proposes  benefit  j 
increases  in  Supplemental  Security  Income  (SSI),  Supplementary  Medical  Insurance 
(SMI),  and  Medicaid,  all  of  which  are  now  financed  by  other  than  payroll  tax  j 
sources.  The  cost  of  these  proposals  reaches  a  level  of  $19.8  billion  in  1986,  the  last 
year  for  which  estimates  were  made  ($15.3  billion  in  Federal  funds  and  $4.5  billion  j 
in  State  and  local  funds),  and  the  financing  of  these  increases  is  not  dealt  with  in  j 
any  way  in  the  Commission  report. 

The  National  Commission  has  followed  the  Social  Security  Administration's  meas- 
urement technique  in  judging  the  adequacy  of  Social  Security  financing  by  compar-  j 
ing  the  relationship  of  benefit  payments  to  trust  fund  income  over  a  7 5-year  period,  i 
In  light  of  the  major  demographic  shifts  that  will  occur,3  we  believe  it  more 
important  to  concentrate  on  the  level  of  costs  that  may  ultimately  be  reached  under 
the  proposed  coverage  and  benefit  schedule.  Table  4-6,  Chapter  4,  based  essentially 
on  the  1980  Trustees  intermediate  assumptions  and  geared  to  maintaining  trust 
fund  levels  equal  to  one  year's  disbursements,  illustrates  the  progression  of  cost 
levels  to  22.1  percent  of  covered  payroll  in  2025  and  later  up  to  23.9  percent.  If  the  j 
retirement  age  were  not  delayed  to  68,  and  if  universal  coverage  were  not  adopted, 
these   cost    percentages   would    approximate    25.8    percent   and    27.0  percent 
respectively. 

In  recent  years,  the  economy  has  not  performed  nearly  as  well  as  the  assumptions  I 
underlying  the  intermediate  actuarial  projections,  and  we  believe  it  probable  that! 
future  experience  will  follow  this  less  favorable  path. 

The  following  factors,  detailed  in  Tables  4-16  and  4-17,  Chapter  4,  are  suspect  in 
our  opinion:  the  long-run  inflation  rate,  assumed  to  be  4  percent  after  2005;  the  ; 
long-run  unemployment  rate,  assumed  to  be  5  percent  after  1990;  and  the  "real  , 
wage  differential"  (nominal  wages  minus  the  inflation  rate),  assumed  to  increase  tc, 
1.8  percentage  points  by  1990  and  settle  at  1.75  percentage  points  subsequently.  In 
addition,  the  long-run  fertility  rate  assumed  is  significantly  higher  than  current! 
rates  and  may  be  optimistic. 

In  addition,  there  will  be  year-to-year  fluctuations  in  economic  conditions  due  tc  l 
business  cycle  behavior.  Periods  of  higher  inflation  and  unemployment,  perhaps  '  f 
accompanied  by  negative  real  wage  differentials,  as  occurred  during  the  1970's,  have  j 
severe  adverse  consequences  on  the  year-to-year  cash-flow  requirements  of  the 
Social  Security  and  Hospital  Insurance  systems.  These  cyclical  movements  are  nol  \t 
reflected  in  long-term  projections  based  on  trend  line  assumptions. 

Social  Security  and  Hospital  Insurance  costs  will  be  higher  than  indicated  in  the  j  ,y 
Commission's  report  if  the  intermediate  economic  and  demographic  assumptions  art  r 
not  met.  For  example,  if  future  experience  follows  a  path  half  way  between  the  i 
Trustees  1980  intermediate  and  pessimistic  assumptions,  OASDI-HI  costs  will  ap  ,; 

  J 

1  The  published  Trustees  HI  cost  projections  extend  only  to  the  year  2004.  Projections  for  late  fa 
years  were  prepared  for  the  Commission  assuming  cost  levels  will  rise  only  as  rapidly  as  wag<  :?r 
levels.  In  recent  years,  hospital  costs  have  been  escalating  much  more  rapidly  than  the  wag* 
level,  and  the  projections  through  2004  assume  this  will  continue. 

2  Details  on  Table  4-6,  Chapter  4. 

3  Briefly,  there  will  be  less  pressure  on  the  trust  funds  in  the  late  1990's  and  early  2000's,  du 
to  the  lower  birth  rate  during  the  depression  1930's.  Then,  there  will  be  a  tremendous  surge  c 
retirees  resulting  from  the  World  War  II  baby  boom. 
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proach,  or  perhaps  exceed,  a  level  of  30  percent  of  taxable  payroll.  We  are  con- 
cerned that  this  level  of  costs,  in  addition  to  the  costs  of  other  insurance  programs, 
may  be  higher  than  the  workforce  will  be  willing  to  bear.  These  large  amounts  may 
also  have  significant  effects  on  personal  saving,  investment,  and  productivity. 

The  National  Commission,  somewhat  belatedly,  recognized  this  aspect  in  drafting 
its  "Overview"  chapter  but  dismissed  the  thought  with  the  statement  ".  .  .  the 
Nation's  economy  must  achieve  higher  productivity  ...  in  order  that  a  sound  and 
comprehensive  system  of  taxes  and  benefits  can  be  maintained."  The  financing 
chapter,  however,  seems  not  to  question  that  the  intermediate  assumptions  will  be 
met  and  expresses  no  concern  with  the  ultimate  cost  level  projected  on  that  basis. 

We  believe  a  proper  approach  to  sound  management  of  the  Social  Security  sys- 
tems involves  determining  a  range  of  program  costs  believed  sustainable  in  the 
long-term.  If  the  existing  benefit  schedule  is  deemed  too  costly  over  the  long  run, 
consideration  should  be  given  to  possible  steps  to  bring  benefit  levels  within  that 
range.  Those  steps  should  include  critical  review  of  the  benefit  structure  and  its 
replacement  rates,  method  of  indexing,  taxability  of  benefits,  the  lump  sum  death 
benefit  and  the  payment  of  benefits  to  spouses  and  students. 

As  to  the  method  of  financing,  given  the  nature  of  the  total  social  insurance 
spectrum  with  its  combination  of  earned  right  and  welfare  aspects,  there  is  no  right 
way  or  wrong  way  to  fund  these  programs.  However,  the  payroll  tax  method  of 
financing  OASDI  and  HI  has  been  associated  over  the  years  with  a  commitment  to 
fiscal  responsibility.  Increases  in  benefits  and  benefit  levels  have  over  the  years 
been  covered  by  payroll  tax  increases.  Proposals  for  general  revenue  financing  for 
the  most  part  seem  to  assume,  despite  continuing  large  Federal  budget  deficits,  that 
uncommitted  funds  are  available  for  this  purpose.  The  National  Commission  has 
moved  somewhat  toward  responsibility  by  recommending  an  immediate  2V2  percent 
personal  income  surtax  to  offset  a  part  of  the  general  revenue  cost  of  its  HI 
proposal,  but  has  ignored  the  remainder  of  this  cost  and  the  need  to  finance  its 
recommended  changes  in  SMI,  SSI,  and  Medicaid.  Obviously,  the  total  cost  of  the 
program  must  be  financed  and  changing  the  source  of  funding  cannot  reduce  the 
total  requirement. 

The  majority's  proposal  calls  for  an  inclusion  of  approximately  $21  billion  of 
general  revenues  into  the  HI  Trust  Fund  and  an  approximate  $9  billion  individual 
income  tax  surcharge  in  1983.  The  $12  billion  residual  apparently  would  be  financed 
by  increasing  the  Federal  budget  deficit,  thereby  adding  to  inflationary  pressures 
and  further  reducing  the  standard  of  living  of  the  workers  who  support  the  pro- 
gram. Under  intermediate  assumptions,  the  Commission  majority's  18  percent  pay- 
roll tax  cap  would  be  exceeded  about  the  year  2025,  at  which  time  general  revenues 
would  be  injected  into  OASDI  on  a  gradually  increasing  basis.  To  the  extent  the 
intermediate  assumptions  are  not  met,  the  cap  would  be  exceeded  several  years 
j  earlier,  and  the  proportion  of  the  total  cost  of  OASDI-HI  expected  from  general 
revenues  would  become  substantial. 
Old-Age,  Survivors,  and  Disability  Insurance,  with  a  close  relationship  to  wages 
.  and  salaries,  should  in  our  opinion  continue  to  be  financed  entirely  through  the 
payroll  tax.  If  the  Federal  budget  were  in  balance  and  specific  provision  could  be* 
j  made  within  the  balanced  budget,  partial  financing  of  Hospital  Insurance  from 
.  general  revenues  could  be  supportable.  However,  under  current  conditions,  any  shift 
;  to  general  revenues  would  merely  add  to  the  budget  deficit  and  must  be  rejected. 


;  Dissenting  Statement  on  Financing  Social  Security  and  Hospital  Insurance 
From  Other  than  Payroll  Taxes  by  Mr.  Myers 

3  I  believe  that  the  financing  of  the  social  insurance  portions  of  the  Social  Security 
f  Act  (Old-Age,  Survivors,  and  Disability  Insurance  and  Hospital  Insurance)  should 

continue  to  be  solely  from  payroll  taxes — and  not  from  any  general-revenues  taxes, 
I  whether  or  not  specifically  earmarked.  It  is  true  that  general  revenues  are  involved 
p  in  the  receipts  of  the  four  trust  funds  established  by  the  Social  Security  Act,  but 
■  they  do  not  involve  the  general  financing  on  a  permanent  basis  of  any  of  the  social 
j  insurance  portions  of  the  program. 

As  to  the  Old-Age,  Surviors,  and  Disability  Insurance  and  Hospital  Insurance 
U  programs,  the  small  portion  of  the  income  of  the  trust  funds  that  comes  from  the 
I  general  fund  of  the  Treasury  is  either  for  special,  small,  closed  groups  of  persons  or 
I  as  the  matching  employer  tax  with  respect  to  covered  employees  of  the  Federal 

government. 

Complete  payroll-tax  financing  of  these  programs  on  a  long-range,  ongoing  basis  is 
jj  desirale  so  as  to  make  the  cost  apparent  and  clear  to  the  general  public.  The 
1  injection  of  general  revenues,  whether  from  earmarked  taxes  of  from  such  general 
funds  as  are  available,  would  lead  many  uninformed  persons  to  believe  that  "some- 
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body  else  is  paying  for  their  benefits"  and  would  therefore  lead  to  demands  for  ever- 
larger  benefits. 

It  is  often  argued  that  the  OASDI  and  HI  payroll  taxes  are  regressive  and  bear 
too  heavily  on  low-income  workers,  whereas  other  taxes  that  might  be  used  for  the 
financing  of  the  program  are  more  progressive.  Actually,  when  both  taxes  and 
benefits  are  considered  as  a  whole,  the  combination  is  not  regressive,  because  (1)  the  I 
tax  is  proportional  up  to  the  earnings  base,  (2)  the  benefits  are  heavily  weighted  in 
favor  of  the  lower  earners,  and  (3)  the  benefits  and  taxes  are  the  same  for  all 
workers  at  and  above  the  earnings  base.1 

If  new  taxes  are  not  levied  to  meet  the  cost  of  any  general  revenues  injected  into 
the  OASDI  and  HI  programs,  this  will  only  add  to  the  budget  deficit.  The  result  will 
be  increased  inflation,  so  that  the  American  people  will  pay  for  the  government 
subsidy  in  this  manner.  Certainly,  direct  and  visible  payroll  taxes  would  be  a  better, 
more  honest  way  to  finance  these  programs. 

The  proposal  of  the  majority  of  the  Commission  that  the  payroll  tax  rates  which 
would  be  needed  to  finance  the  HI  program  if  these  were  the  sole  source  of 
financing  should  be  reduced  by  50  percent  and  that  such  decrease  in  income  should 
be  met  from  general  revenues,  beginning  in  1983,  means  that  about  $21  billion  j 
would  be  involved  in  the  initial  year  and  increasing  amounts  each  year  thereafter. 
Where  will  all  of  this  money  come  from? 

The  majority  of  the  Commission  makes  the  additional  proposal  that  any  increase 
needed  in  the  payroll  tax  rate  for  Old-Age,  Survivors,  and  Disability  Insurance  and 
Hospital  Insurance  above  a  combined  employer-employee  rate  of  18  percent  should 
be  met,  instead,  from  general  revenues.  This  proposal  would  not  be  effective  for 
many  years  (in  2025,  according  to  the  intermediate-cost  estimate).  This  is  undersir-  j 
able  both  for  the  reasons  given  previously  as  to  any  such  form  of  general-revenue 
financing  and  also  because  no  sound  reason  can  be  given  for  such  an  arbitrary  limit,  i 
An  employee  contribution  rate  of  9  percent  would  very  likely  not  be  unbearable 
several  decades  hence  if  it  were  gradually  approached  and  phased  in — especially  if,  i 
despite  this,  real  wages  were  gradually  rising. 

The  majority  of  the  Commission  makes  the  argument  in  support  of  general- 
revenue  financing  (which  could  equally  relate  to  the  Social  Security  cash  benefits, 
which  they  believe  should  not  be  financed  in  this  manner)  that  the  "social  costs"  j 
relating  to  social-adequacy  features  of  the  program  might  appropriately  be  paid  for, 
at  least  in  part,  by  "society  as  a  whole".  I  see  little  difference  between  society  as  a  j 
whole  and,  under  universal  coverage  as  the  Commission  recommends,  the  covered 
workers  and  employers.  Accordingly,  why  move  away  from  the  visible,  forthright  | 
payroll-tax  financing  procedure  to  obscure  general-revenue  or  budget-deficit  financ- 
ing? 

The  Supplementary  Medical  Insurance  portion  of  Medicare  is  financed  to  a  sig- 
nificant extent  (roughly  70  percent)  by  payments  from  general  revenues,  but  this  is 
not  a  social  insurance  program  rather  being  a  subsidized  voluntary  insurance  one. 
As  such,  it  is  only  natural  and  proper  that  there  should  be  financing  from  a  source  i 
other  than  the  enrollees,  and  such  other  source  can  only  be  the  general  fund  of  the  j  iv 
Treasury.  7  |jj 

In  summary,  then,  the  whole  matter  of  how  to  finance  the  social  insurance  j  | 
portions  of  the  Social  Security  Act  comes  down  primarily  to  the  psychological  and  |  L 
public-relations  aspects  of  the  situation,  rather  than  actuarial  or  economic  ones.  The 
American  public  should  be  economically  mature  enough  to  recognize  and  face 
openly  the  costs  of  these  programs,  rather  than  to  have  them  diffused  and  dis- 
guised— although  not  decreased — by  having  some  of  them  met  from  other  sources 
than  payroll  taxes.  The  Social  Security  and  Hospital  Insurance  programs  are  good 
ones,  and  thus  necessarily  must  involve  significant  cost.  Let  us  face  them  directly  | 


1  Perhaps  even  more  importantly  in  this  connection,  the  incidence  of  taxes  cannot  really  be ]  J 
accurately  measured.  Any  change  in  the  tax  structure  will,  after  a  short  period  of  time,  be  :  lit 
accompanied  by  a  readjustment  of  the  national  incomes  and  remuneration  structure.  Thus,  for]  5rn 
example,  placing  a  new  tax  on  employers  will  shortly  result  in  a  reciprocating  reajustment  of  j ;- 
the  price  and/or  wage  structure.  Similarly,  and  increase  in  the  income  tax  rate  for  those  with  j  „ 
high  earnings  will  result  in  a  change  in  the  structure  of  salaries,  fringe  benefits,  and  fees  of  self-  j 
employed  persons. 

Thus,  the  financing  of  the  OASDI  and  HI  programs  by  other  than  payroll  taxes  will  actually 
result  in  a  shifting  of  taxes,  so  that  it  cannot  be  said  for  certain  whether  the  actual  incidence  of  p 
the  taxes  is  significantly  different  from  the  impact  of  increased  payroll  taxes.  As  a  matter  of  r 
fact,  it  cannot  really  be  determined  who  now  actually  pays  the  employer  payroll  taxes.  Some  :;t 
agrue  that  this  is  borne  entirely  by  the  workers  through  lower  wages,  while  others  assert  that  it  \; 
is  accomplished  through  higher  prices  (which,  in  turn,  are  paid  in  large  part  by  the  covered  y, 
workers).  In  actuality,  there  is  no  way  of  precisely  mesuring  this  matter,  or  even  coming  close  tc  ;- 
doing  so. 
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through  visible  payroll  taxes,  and  not  deceive  ourselves  through  partial  financing  by 
general  revenues. 

Moreover,  we  all  must  recognize  that  the  general  fund  of  the  Treasury  does  not 
now  have  any  surplus  of  monies  available  to  provide  any  general-revenue  financing 
of  these  programs.  Therefore,  any  general  revenues  to  finance  such  payments  to  the 
trust  funds  must  come  either  from  new  taxes  on  the  taxpayers  of  the  Natijon  or  else 
by  deficit  financing,  with  resultant  augmented  inflation. 

I  agree  with  the  supplementary  statement  by  Mr.  MacNaughton  and  Mr.  Rodgers 
that  follows  this  statement. 


Supplementary  Statement  on  Financing  Social  Security  Benefits  From 
General  Revenues  by  Mr.  MacNaughton  and  Mr.  Rodgers 

Payroll  tax  financing  is  the  rock  upon  which  stands  the  public's  confidence  in  the 
Social  Security  and  Hospital  Insurance  systems.  The  entire  package  of  costs  and 
benefits  are  out  in  the  open  for  all  to  see  and  understand.  This  principle  should  not 
be  breached. 

Congress  has  always  had  the  determination — in  fact  has  required  itself  by  virtue 
of  the  payroll  tax — to  look  at  the  cost  side,  as  well  as  the  benefit  side  of  the 
equation  whenever  Social  Security  and  Hospital  Insurance  matters  have  been  con- 
sidered. This  fact  is  a  cornerstone  of  the  fiscal  soundness  of  the  system. 

Historically,  legislative  bodies — particularly  State  and  local — have  had  a  dismal 
fiscal  record  in  their  management  of  public  retirement  systems.  It  would  be  unfair 
to  fault  the  individual  legislators.  Even  if  they  were  all  wizards  of  finance,  they 
would  be  confounded  by  the  manner  in  which  the  legislative  process  is  impacted  by 
pension  issues  and  the  fact  that  almost  all  public  retirement  systems  (other  than 
Social  Security)  depend  on  general  revenues  to  a  substantial  degree. 

During  legislative  activity,  pressure  for  benefits  inevitably  overwhelms  the  con- 
cern for  fiscal  sanity.  Those  who  want  more  benefits  are  well  organized  and  have  an 
enormous  personal  stake  in  the  outcome.  On  the  other  hand,  those  who  understand 
what  is  being  done  to  the  general  account  of  the  government  are  usually  few  and 
their  political  power  is  thinly  disbursed.  The  people  who  will  pay  the  bill  are  in 
many  cases,  not  yet  born.  Thus,  in  a  political  context,  general  revenue  financing 
makes  it  very  easy  to  vote  more  benefits  and  very  difficult  to  enforce  a  fiscal 
discipline. 

Congress  should  not  expose  the  financial  integrity  of  the  Social  Security  and 
Hospital  Insurance  systems  to  this  uneven  match-up.  General  revenue  financing 
removes  the  politically  sobering  requirement  that  payroll  taxes  be  raised  to  offset 
new  benefits.  Several  decades  of  this  imbalance  have  created  fiscal  nightmares  for 
many  State  and  local  governments.  Among  the  several  thousands  of  public  retire- 
ment systems,  only  a  handful  have  withstood  the  inexorable  pressure  of  this  imbal- 
ance. Few  if  any,  could  stand  the  tests  imposed  on  private  pension  plans  by  ERISA. 

Thus,  in  the  less  than  perfect  world  of  legislative  management  of  retirement 
systems,  Congress'  conduct  of  the  Social  Security  and  Hospital  Insurance  systems 
has  been  a  gratifying  exception  to  the  general  rule  that  elected  bodies  have  a 
difficult  time  when  dealing  with  retirement  systems.  Payroll  tax  financing  (Con- 
gress' self-imposed  requirement  that  it  look  at  both  the  cost  side  and  the  benefit  side 
of  the  equation)  is  the  basis  of  a  good  record  and  should  be  maintained. 


Supplementary  Statement  on  CPI  Indexing  by  Mr.  Laxson  and  Mr. 

MacNaughton 

We  concur  with  the  Commission's  recommendation  to  limit  automatic  benefit 
increases  when,  over  a  2-year  period,  the  CPI  has  risen  more  rapidly  than  wages, 
with  two  exceptions.  First,  we  disagree  with  the  majority's  proposed  "recapture 

rovision"  that  would  negate  most  of  the  long-run  effects  of  the  indexing  change. 

econd,  the  5  percent  trigger  on  the  indexing  proposal  should  be  eliminated.  The 
Commission's  indexing  proposal  is  designed  to  limit  the  increase  of  Social  Security 
benefits  when  the  real  wage  differential  (nominal  wage  increase  minus  inflation)  is 
negative.  That  differential  would  be  a  minus  2,  whether  CPI  and  average  wage 
increases  were,  respectively,  (a)  4  and  2  percent  or  (bj  10  and  8  percent.  Considera- 
tion of  a  trigger  fails  to  recognize  that  the  central  concern  is  the  differential  growth 
rates  of  wages  and  the  CPI,  not  their  growth  rate  levels  per  se. 

Mr.  Myers  and  Mr.  Rodgers  supports  this  dissent  concerning  the  "5  percent 
trigger,"  but  does  not  dissent  on  the  "re-capture"  provision. 
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Supplementary  Statement  on  CPI  Indexing  by  Mr.  Cohen,  Ms.  Duskin,  and 

Ms.  Miller 

We  cannot  join  in  this  recommendation  to  change  the  basis  of  calculating  the 
amount  to  be  paid  to  future  beneficiaries  on  the  rolls.  The  complexities  of  the 
proposal  would  introduce  uncertainty  and  confusion  among  beneficiaries  and  could 
engender  continuing  controversy  in  Congress,  without  any  long-run  advantage  to 
the  contributory  system  or  any  sense  of  continuing  security  to  the  beneficiaries.  By 
opening  up  the  entire  question,  a  Pandora's  box  is  opened  up,  the  results  of  which 
cannot  be  foreseen.  For  instance,  the  foods  used  in  the  CPI  are  based  upon  consump- 
tion standards  of  1972-73.  They  should  be  revised  probably  along  with  the  treat- 
ment of  mortgage  interest  costs.  But  any  revision  should  be  a  professionally  inde- 
pendent decision  by  the  Bureau  of  Labor  Statistics  and  not  by  legislative  fiat  or 
political  intervention. 


Dissenting  Statement  on  Freezing  the  Maximum  Earnings  Base  by  Mr. 
Cohen,  Ms.  Duskin,  and  Ms.  Miller 

We  take  exception  to  the  freezing  of  the  maximum  earnings  base  in  1985-86  for 
contributions  and  benefits,  because  it  results  in  a  loss  of  approximately  .4  percent  of 
payroll  for  Social  Security  and  Hospital  Insurance  over  the  long-run.  We  think  it  is 
not  financially  prudent  to  forego  this  income  to  the  system  in  light  of  the  majority's 
concern  over  the  financial  future  of  the  program. 


Dissenting  Statement  on  Raising  the  Retirement  Age  by  Mr.  Cohen,  Ms. 
Duskin,  and  Ms.  Miller 

We  disagree  with  the  Commission's  recommendation  to  raise  the  age  of  retire- 
ment. Such  a  far-reaching  change,  in  our  judgment,  would  have  a  most  serious 
adverse  impact  upon  the  public  confidence  in  the  Congressional  commitment  to  the 
entire  contributory  program.  The  reasons  given  for  the  proposal  are  not  persuasive 
In  any  case,  the  proposal  is  premature  because  it  is  based  upon  the  assumption  and 
an  expectation  that  the  future  productivity  of  the  American  economy  will  not 
permit  the  continued  payment  of  full  benefits  beginning  at  age  65.  We  do  not 
subscribe  to  this  prospect  of  gloom  and  doom. 

We  concur  in  the  statement  opposing  the  increase  in  the  retirement  age  by  five  of 
the  members  of  the  Advisory  Council  on  Social  Security  (Report  of  the  1979  Adviso- 
ry Council  on  Social  Security,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  WMCP:96-45,  January  2,  1980,  p.  238.) 

While  we  agree  that  it  may  be  desirable  to  encourage  people  to  work  longer  in 
future  years,  we  take  exception  to  doing  it  in  a  punitive  manner  in  the  Social 
Security  system. 

There  are  several  reasons  why  raising  the  age  of  entitlement  to  benefits  is  ill- 
conceived: 

Among  the  most  important  is  that  longer  life  expectancy,  which  is  often  cited  as 
supporting  the  recommendation,  may  be  irrelevant  if  not  matched  by  improvements 
in  health.  The  evidence  does  not  support  any  claims  that  longer  life  is  equivalent  to 
longer  years  of  good  health. 

The  major  portion  of  the  gains  in  life  expectancy  during  this  century  are  attribut- 
able to  a  substantial  reduction  in  neonatal  mortality  and  the  virtual  elimination  of 
infectious  and  parasitic  diseases,  and  a  reduction  in  other  acute  illnesses.  These 
gains  have  increased  life  expectancy  during  infancy  and  early  childhood;  proportion- 
ately less  change  is  noted  in  life  expectancy  for  those  reaching  and  surviving  the 
middle  years  of  life.  We  may  have  conquered  diptheria  and  polio,  but  we  have  yet  to 
overcome  arthritis  or  emphysema. 

Measures  of  disability,  a  functional  measure  of  ill  health,  define  what  life  expect 
ancy  measures  do  not.  The  incidence  of  disability  measures  whether  or  not  the 
population  is  burdened  with  chronically  ill  or  disabled  people.  The  table  belovv 
indicates,  not  surprisingly,  that  disability  increases  with  age.  In  addition,  between  > 
the  years  1973  and  1978,  restricted  activity  due  to  illness  or  impairment  increased 
for  every  age  group,  particularly  for  older  ones.  Although  a  five  year  period  may  be 
too  short  a  time  span  to  support  any  conclusions  about  a  long-term  trend  towarc 
greater  dysfunction  in  the  population,  the  evidence  certainly  does  not  supporl  h 
speculation  that  the  incidence  of  good  health  is  increasing. 
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MEASURES  OF  DISABILITY 


Restricted  activity  days 


Percent 

1973  1978  change 

increase 


Bed  disability  days 


Percent 

1973  1978  change 

increase 


All  ages   16.4  18.4  12  6.3  7.0  11 

Under  17  years   10.7  11.3  6  4.5  5.2  16 

17  to  44  :   13.6  14.8  9  5.4  5.7  6 

45  to  64   22.6  25.8  14  7.8  8.5  9 

65  and  over   33.5  40.3  20  13.1  14.5  11 


Source:  "Health  United  States— 1980,"  Office  of  Health  Research,  Statistics  and  Technology,  Public  Health  Service,  U.S.  Department  of  Health 
and  Human  Services. 

It  is  interesting  to  note  that  increasing  life  expectancy  has  been  accompanied  by  a 
trend  towards  earlier  retirement.  Correlation  between  the  two  may  not  be  acciden- 
tal. For  instance,  the  severity  of  certain  illnesses  such  as  hypertension  may  be 
reduced  when  the  stress  that  usually  accompanies  work  is  eliminated.  To  the  extent 
that  this  is  true,  reversing  the  early  retirement  trend  could  adversely  affect  the  life 
span  of  some  individuals  and  life  expectancy  in  general. 

Another  questionable  assumption  is  that  the  retirement  decision  is  made  largely 
on  the  basis  of  the  availability  of  old-age  benefits  in  the  Social  Security  program.  Of 
those  who  retire  early,  that  is  before  age  65,  the  majority  claim  the  decision  was 
involuntary  and  cite  poor  health  as  the  reason.  For  others,  the  decision  to  retire  is 
heavily  influenced  by  the  availability  of  private  pensions  and  other  sources  of 
income  in  retirement. 

Public  attitudes  on  this  issue  obtained  from  the  survey  done  for  the  Commission 
by  Peter  D.  Hart  Research  Associated  Inc.,  indicate  that  the  majority  oppose  the 
change.  Given  a  choice  between  raising  the  age  of  retirement  or  increasing  taxes, 
twice  as  many  respondents  still  strongly  oppose  as  strongly  favor  the  proposal  to 
raise  the  age  of  retirement. 

Questionable,  too,  is  the  assumption  that  the  change  will  effect  savings  to  the 
program  of  1.07  percent  of  payroll.  It  has  been  observed  that  disability  claims  above 
age  62  are  lower  than  claims  for  age  61  to  62.  This  suggests  that  some  who  would 
qualify  for  disability  benefits  currently  are  accepting  reduced  retirement  benefits 
instead,  probably  because  of  the  greater  simplicity  in  the  application  process  and 
the  five-month  waiting  period  for  disability  benefits.  This  is  recognized  in  arriving 
at  an  estimated  savings  of  .3  percent  of  taxable  payroll,  but  we  do  not  think  that 
this  would  be  the  only  source  of  increase  in  the  disability  rolls.  In  addition,  some 
proportion  of  those  who  do  not  qualify  as  totally  and  permanently  disabled,  but  who 
nevertheless  are  "burned  out"  and  cannot  work  beyond  age  62,  will  become  public 
wards.  In  addition,  those  who  are  forced  to  continue  to  work  in  spite  of  health 
limitations  may  leave  the  program  with  surviving  family  members.  Anticipated 
program  savings  are  less  than  certain.  What  is  certain  is  that  public  acceptance  and 
support  of  the  program  will  be  damaged. 

In  addition,  the  change  in  the  dependency  ratio  in  the  next  century — including 
the  groups  65  and  over  and  17  and  under — is  not  nearly  as  dramatic  as  that  for  the 
65  and  over  cohort  alone,  relative  to  the  total  population.  This  means  that  the  costs 
of  dependency  attributed  to  the  increase  in  the  proportion  of  the  elderly  in  the 
population  are  exaggerated;  the  costs  of  the  dependent  elderly  will  be  offset  in  part 
by  the  reduced  number  of  dependent  young. 

Skepticism  as  to  the  dimensions  of  the  problem  are  justified  on  other  grounds  as 
well.  The  very  change  in  age  structure  that  motivates  a  majority  of  the  Commission 
to  propose  delaying  eligibility  will  open  up  more  jobs  for  older  workers.  Raising  the 
age  of  eligibility  for  full  benefits  doesn't  create  a  single  new  job.  Fortunately  the 
change  in  the  relative  size  of  the  population  of  working  age  will. 

There  is  yet  another  way  of  ameliorating  the  change  in  the  ratio  of  workers  to 
dependents.  Not  only  will  some  of  the  aged  be  likely  to  work  longer  in  a  more 
attractive  labor  market,  but  also  there  are  other  large  pools  of  underutilized  people 
who  could  add  to  our  labor  market  resources  at  a  time  of  labor  shortage:  they  are 
women  and  youth,  particularly  minority  youth. 

In  addition  to  the  reasons  given  in  our  dissent  on  the  proposal  to  increase  the  age 
for  cash  benefits,  we  do  not  believe  it  is  necessary  or  desirable  to  make  the  age  for 
Medicare  benefits  correspond  to  the  cash  benefit  eligibility  age.  We  favor  reducing 
the  Medicare  eligibility  age  to  62  in  order  to  provide  Medicare  coverage  to  persons 
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whose  health  is  impaired  and  who  have  to  retire  at  62  or  before  and  do  not  always 
have  other  health  insurance  protection. 


National  Commission  on  Social  Security, 

Washington,  D.C.,  March  17,  1981. 

Mr.  John  J.  Salmon, 

Chief  Counsel,  Committee  on  Ways  and  Means, 
Washington,  D.C. 

Dear  Mr.  Salmon:  Enclosed  are  my  responses  to  the  questions  asked  me  at  the 
hearings  on  Social  Security  Financing. 
Sincerely, 

Milton  Gwirtzman. 

Enclosure. 

Questions  for  Witnesses  for  Hearings  on  Social  Security  Financing 
February  17,  18,  19,  1981 

i 

Question.  The  Commission  has  proposed  changes  in  the  way  the  automatic  benefit 
increase  provision  should  operate  during  adverse  economic  periods.  The  proposal 
generally  calls  for  the  use  of  the  lower  of  an  averaged  wage  or  price  index  to  increse 
Benefits,  with  later  catch-up  increases.  If  there  are  catch  up  increases  paid  later, 
would  there  be  any  lasting  financial  savings  to  the  system? 

Answer.  No,  but  the  system  would  avoid  serious  depletion  of  the  trust  funds  in 
periods  of  higher  than  normal  inflation.  This,  in  turn,  would  end  the  reoccuring  j 
scares  about  Social  Security  going  "bankrupt"  to  which  the  Chairman  referred  in 
his  opening  statement  of  the  hearing,  and  bolster  public  confidence  in  Social  Securi- 
ty's  ability  to  meet  its  obligations  to  current  and  future  retirees. 

Question.  Did  the  Commission  consider  other  alternatives  to  slow  the  growth  of 
the  program— such  as  temporary  freezes  on  the  bend  points  in  the  formula — as  j 
alternatives  to  curtailing  the  cost  of  living? 

If  so,  what  did  you  consider  and  why  did  you  choose  this  route  instead? 

Answer.  The  Commission  considered  and  rejected  several  proposals  to  cut  retire- 
ment and  disability  benefits,  including  a  temporary  freeze  in  the  bend  points,  a 
move  which  would  have  the  effect  of  lowering  the  relative  level  of  benefits  because  ; 
the  current  benefit  formula  is  indexed. 

The  Commission  recognized  that  a  case  can  always  be  made  for  modifying  the  ! 
benefit  formula  to  meet  particular  objectives,  but  while  it  encourages  continued 
evaluation  of  the  formula,  it  concluded  that  there  is  no  need  to  modify  it  at  this  1 
time.  Current  benefit  levels,  when  judged  by  the  standard  of  net  replacement  of  pre- 
retirement income,  are  generally  adequate  for  medium  and  high  earners,  because  ; 
they  often  receive  private  or  government  pensions  as  well  as  Social  Security  bene- 
fits: 

The  Commission  recommended  improving  pensions  for  low  earners  not  by  a 
change  in  the  benefit  formula,  but  through  a  25  percent  increase  in  Supplemental  g 
Security  Income  payments  and  an  increase  in  the  special  minimum  benefit  for': 
people  who  have  worked  at  low  wages  in  covered  employment  for  many  years.  * 

Question.  What  is  the  purpose  of  the  Commission's  proposal  to  raise  the  mini-  ji 
mum-earnings  requirements  for  a  quarter  of  coverage  for  domestics,  casual  labor  ! 
and  the  self-employed?  Won't  this  create  a  loss  of  protection  for  certain  groups  of  I 
people?  Do  you  have  any  idea  how  many  persons  would  be  adversely  affected?  ] 

Answer.  The  purpose  of  the  proposal  is  to  keep  the  minimum  earnings  require-  ! 
ment  up  to  date  with  increases  in  wages  paid  domestics,  casual  workers  and  the  self- 
employed.  The  minimum  earnings  requirements  in  the  current  law  have,  in  general, 
not  been  changed  since  the  original  provisions  were  enacted.  The  present  amounts  I 
are  so  low  that  coverage  compliance  is  very  difficult  for  the  government  to  enforce.. ; 

Many  of  the  people  affected  by  this  proposal  receive  benefits  anyway,  because 
their  earnings  records  would  be  too  low  or  too  intermittent  for  them  to  qualify  for  - 
benefits,  even  under  present  law. 

Today  we  are  primarily  wrestling  with  a  crisis  in  Social  Security  financing,  but  f  ; 
we  have  had  some  indication  that  we  may  have  a  similar  crisis  in  administration. 
We  have  had  seven  Commissioners  and  Acting  Commissioners  of  Social  Security  in 
the  last  eight  years  and  three  major  reorganizations  in  the  last  six  years.  The  : 
Conference  Report  on  the  disability  bill  which  extended  the  National  Commission  n 
for  three  months  requested  that  the  "National  Commission  also  examine  and  report  f 
on  the  serious  administrative  problems  currently  facing  the  Social  Security  Admin-  ; 
istration  which  include  growing  program  responsibility  without  adequate  staffing 
and  the  effect  of  the  three  reorganizations  within  the  last  five  years." 
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Question.  What  is  your  evaluation  of  the  present  state  of  administration  of  Social 
Security  and  the  effect  of  the  reorganizations?  Could  we  also  get  Mr.  Myer's  views 
on  this  subject? 

Answer.  (Mr.  Gwirtzman)  The  Commission  if  of  the  opinion  that  the  administra- 
tion of  Social  Security  needs  improvement.  Administrative  problems  of  a  serious 
nature  include  inadequate  communication  between  District  Offices,  Regional  Offices 
and  the  Central  Office,  which  often  results  in  delayed  and  confusing  communication 
with  the  public;  an  inadequate  effort  to  train  new  program  managers  to  take  the 
place  of  the  original  cadre  of  professionals  who  made  Social  Security  a  lifetime 
career;  and  the  confusion  resulting  from  repeated  reorganization,  and  especially 
from  the  "functional"  organizational  structure  introduced  in  the  1979  reorganiza- 
tion. 

Under  the  current  "functional"  structure,  the  program  bureaus — Retirement  and 
Survivors  Insurance,  Disability  Insurance,  etc. — were  eliminated,  and  their  responsi- 
bilities divided  by  function  among  various  new  offices  and  divisions.  It  is  now 
necessary  to  coordinate  the  activities  of  several  SSA  components  to  deal  with  a 
single  problem.  The  responsibility  for  disability,  for  example,  is  divided  among  the 
Offices  of  Operational  Policy  and  Procedure,  Assessment,  and  Government  Affairs. 
Determination  of  lines  of  authority  has  become  difficult. 

As  a  result  of  these  reorganizations,  the  Commissioner  now  has  23  people  report- 
ing to  him.  This  span  of  control  is  more  than  one  person  can  handle  effectively,  and 
forces  the  Commissioner  to  spend  his  time  on  issues  that  should  be  handled  at  lower 
levels. 

The  Commission  is  not  in  a  position  to  decide  whether  the  current  organization  or 
some  other  organizational  structure  SSA  is  preferable;  it  would  certainly  not  wish 
to  recommend  a  fourth  reorganization  so  soon  after  the  first  three.  But  the  evidence 
to  date  is  that  the  latest  reorganization  has  not  been  effective. 

Answer.  (Mr.  Myers)  Mr.  Myers  agrees  with  this  statement  of  the  administrative 
problems  and  believes  that  beneficiaries  and  prospective  beneficiaries  should  be 
given  better  service  (including  the  availability  of  Medicare  information  at  Social 
Security  District  Offices). 

Also  among  the  Commission's  financing  recommendations  is  a  proposal  to  freeze 
the  taxable  earnings  base  in  1985  and  1986  at  the  1984  level  (approximately 
$39,000). 

Question.  Why  do  you  propose  this  freeze  in  the  taxable  earnings  base  expecially 
considering  the  need  for  the  revenues  in  the  program  at  that  time? 

This  action  of  the  wage  base  would  drop  the  percent  of  covered  workers  with  their 
total  earnings  below  the  minimum  to  under  90  percent.  When  the  social  security 
program  started,  97  percent  of  covered  workers  had  their  full  earnings  counted  for 
benefit  purposes.  Before  the  1977  amendments,  this  level  had  dropped  to  about  85 
percent.  Isn't  present  law  more  in  keeping  with  the  history  and  intent  of  the 
program? 

How  much  will  this  proposal  cost  (both  in  the  short  and  long  term)? 
Answer.  The  Commission  is  of  the  opinion  that  the  increases  in  the  maximum 
earnings  base  established  in  the  1977  amendments  which  will  result  for  the  years 
1985  and  1986  are  too  high.  People  at  the  higher  earnings  levels  receive  benefits 
which  represent  a  lower  replacement  of  pre-retirement  earnings  because  they  are 
expected  to  provide,  in  large  part,  for  their  own  retirement  through  a  combination 
of  personal  savings  and  private  pension  plans,  which  are  generally  integrated  with 

:  Social  Security.  Too  high  a  taxable  maximum  cuts  into  the  proper  role  of  private 
savings  and  pensions  in  the  total  scheme  of  income  maintenance. 

The  percentage  of  workers  with  all  their  earnings  covered  in  the  early  years  of 
the  program  was  in  the  high  90s,  but  it  decreased  during  the  1940s.  Legislation  in 
the  1950s  and  1960s  maintained  this  percentage  at  about  70  to  75  percent,  but  the 

i  1972  and  1977  Acts  increased  it,  to  about  93  pecent  for  1981  (as  aganist  about  84 

-percent  in  1974-78).  Thus  the  Commission's  proposal  is  more  in  keeping  with  the 

;  coverage  of  the  program  between  the  years  1950  and  1972. 

i  The  major  reason  for  the  decline  in  coverage,  in  percentage  terms,  has  been  the 
increasing  number  of  federal,  state  and  local  workers  in  the  labor  force. 

'  Adoption  of  the  Commission's  proposal  would  reduce  the  income  to  the  Social 
Security  and  Hospital  Insurance  trust  funds  by  $3.8  billion  in  1985  and  $9.5  billion 

"  in  1986.  However,  the  reductions  in  the  payroll  tax  income  were  taken  into  account 

<  in  setting  the  tax  rates  recommended  by  the  Commission. 

Question.  Are  there  any  areas  of  the  program  where  you  felt  the  Commission  did 

"  not  have  adequate  time  to  explore? 

■I    Answer.  We  were  not  able  to  go  as  deeply  as  we  would  have  liked  into  the 
\  administration  of  Social  Security  because  of  the  time  that  had  to  be  devoted  to  the 
policy  issues,  and  because  of  the  scope  of  administrative  problems  in  an  agency  with 
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85,000  employees.  Consequently,  we  relied  largely  upon  the  experience  of  members 
of  the  Commission  who  have  served  in,  and  retain  close  contact  with,  the  Social 
Security  Administration,  and  upon  the  work  of  our  consultant,  Jack  Futterman, 
former  Assistant  Commissioner  for  Administration  of  SSA,  who  prepared  a  lengthy 
report  on  the  subject  at  our  request,  which  is  appended  to  our  Final  Report. 

Because  of  time  and  budget  limitations,  we  were  also  not  able  to  undertake  the 
extensive  surveys  necessary  to  determine  conclusively  whether  there  is  a  need  for  a 
special  Consumer  Price  Index  for  the  elderly.  To  do  so  would  require  determining 
the  difference  between  items  purchased  by  the  elderly  and  the  rest  of  the  popula- 
tion; weighting  the  price  changes  in  different  items,  examining  whether  the  elderly 
purchase  their  goods  at  different  stores  than  the  rest  of  the  population  whether 
these  outlets  charge  different  prices,  and  whether  the  geographical  distribution  of 
the  elderly  population  affects  the  prices  they  pay. 

Because  we  had  neither  the  time  nor  resources  to  make  these  determinations  in 
the  two  year  period  the  Commission  was  allowed  for  its  study,  we  recommended 
that  the  Congress  should  authorize  the  necessary  funds  and  personnel  for  the 
Bureau  of  Labor  Statistics  to  undertake  the  field  surveys  and  analyses  needed  to 
determine  how  a  special  index  for  the  elderly  should  be  calculated,  and  whether  and 
to  what  extent  it  would  be  an  appropriate  measure  for  adjusting  Social  Security 
benefits  to  price  increases,  and  that  once  that  is  done,  the  Secretary  of  Labor  should 
report  to  Congress  on  whether  such  an  index  should  be  used  to  calculate  increases, 
not  just  in  benefits  for  the  elderly  but  for  all  Social  Security  recipients. 

You  are  proposing  that  windfall  social  security  benefits  paid  to  persons  also 
receiving  noncovered  pension  be  eliminated. 

Question.  Would  there  be  any  need  to  eliminate  the  minimum  benefit,  as  some 
have  proposed  to  address  the  windfall  problem,  if  this  were  enacted? 

Answer.  If  the  proposal  to  eliminate  windfall  benefits  were  adopted,  this  would 
largely — although  not  entirely — take  care  of  the  portion  of  the  windfall  problem  due 
to  the  minimum-benefit  provision.  However,  elimination  of  the  regular  minimum 
benefit  of  $122  would  have  some  effect  for  those  retiring  in  the  near  future,  for 
whom  our  proposal  would  have  only  small  effect,  because  it  is  based  only  on 
noncovered  wages  in  the  future  (and  is  thus  only  gradually  phased  in). 

The  Commission  is  proposing  a  number  of  changes  affecting  the  first  age  of 
eligibility  for  benefits  and  creating  incentives  for  later  retirement.  One  is  to  raise 
the  ages  for  full  benefits  from  65  to  68  and  for  reduced  benefits  from  62  to  65 
beginning  in  2001. 

Question.  If  the  minimum  age  for  retirement  benefits  were  raised  as  proposed 
wouldn't  this  create  greater  pressure  for  expanded  disability,  unemployment  and 
SSI. 

Answer.  Our  proposals  for  encouraging  later  retirement  and  for  mandating  same 
after  the  year  2000  are  based  on  our  conviction  that  there  will  be  sufficient  demand 
for  older  workers  in  the  future  to  make  it  possible  for  them  to  stay  in  the  labor  <! 
force.  Under  this  assumption,  they  will  not  have  a  greater  need  for  unemployment 
payments  or  for  SSI.  We  do  not  anticipate  that  the  disability  program  will  have  to 
expand  after  the  year  2000  to  accommodate  those  workers  between  65  and  68  who 
are  unable  to  keep  working  for  reasons  of  health. 

The  DI  program,  as  currently  administered,  has  more  liberal  eligibility  standards 
for  older  workers  now.  Thus,  this  increase  in  the  retirement  age,  so  that  disabilities 
would  be  covered  over  a  broader  range  of  ages,  would  only  be  an  extension  of 
current  practice. 

At  present,  those  retiring  before  65  have  their  benefits  reduced  for  "early"  retire- 
ment. The  earlier  the  retirement,  the  greater  the  reduction.  Those  who  first  claim 
benefits  after  65  have  them  increased  for  "late"  retirement — the  later  the  retire 
ment  the  greater  the  increase.  But  the  reductions  are  larger  than  the  increases 
Retiring  at  62  reduces  benefits  by  20  percent  compared  to  retirement  at  65.  Working 
to  68,  rather  than  65,  only  increase  benefits  by  9  percent. 

To  provide  an  incentive  to  work  longer,  the  Commission  is  recommending  larger] 
retirement  credits  for  retirement  after  65.  Various  schedules  of  adjustment  factors 
were  considered  by  the  National  Commission  and  are  recommended  for  considera 
tion  by  Congress. 
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BENEFIT  ADJUSTMENT  FACTORS  FOR  AGE  OF  RETIREMENT 


Percent  of  full  benefit  payable  under 


Age  at  retirement  Actuana| 
Present  law  ^M 


62  „  

80 

79.5 

80 

80 

78.7 

78 

63  

86.67 

87.0 

86.67 

86.67 

86.1 

85 

64  

93.33 

93.5 

93.33 

93.33 

92.6 

92 

65„  „  

100 

100.0 

100 

100 

99.0 

99 

66  

103 

107.2 

107 

107 

106.1 

106 

67  

106 

115.1 

114 

115 

114.0 

113 

68  

109 

124.0 

121 

124 

122.8 

122 

69  

112 

134.0 

128 

134 

132.7 

132 

70  

115 

145.4 

135 

145 

144.0 

143 

71  

118 

158.3 

142 

158 

156.7 

156 

72  

121 

172.9 

149 

173 

171.2 

170 

Estimated  cost  (percent  of  taxable  payroll)  

.09 

.09 

.11 

.00 

-.03 

Under  Alternative  A  the  present  reduction  in  benefits  for  retirement  before  65 
would  be  left  unchanged  but  the  delayed-retirement  credit  for  those  claiming  bene- 
fits after  65  would  be  increased  from  the  present  three  percent  to  seven  percent  per 
year.  The  estimated  long-range  cost  of  this  proposal  is  0.09  percent  of  taxable 
payroll. 

Under  Alternative  B,  the  present  reduction  in  benefits  for  ages  below  65,  would 
also  be  left  unchanged,  but  the  delayed-retirement  credit  would  be  increased  so  that 
it  would  be  on  an  actuarial-equivalent  basis.  The  estimated  long-range  average  cost 
of  this  proposal  is  0.11  percent  of  taxable  payroll. 

Under  Alternative  C  both  the  reduction  for  early  retirement  and  the  delayed- 
retirement  credit  would  be  changed  so  as  to  produce  a  no-cost  proposal.  In  essence, 
they  would  be  one  percent  lower  relatively  than  those  of  Alternative  B  at  all  ages. 

Both  Alternative  C  and  Alternative  D  eliminate  the  concept  of  a  "normal"  retire- 
ment because  there  is  no  age  at  which  a  "normal" — 100  percent — benefit  is  paid. 
Alternative  D  costs  less  than  present  law. 

Mr.  Pickle.  The  Chair  would  also  like  to  say  that  Representative 
Oakar  would  like  to  thank  the  Subcommittee  on  Social  Security  for 
holding,  she  said,  this  set  of  hearings.  She  was  unable  to  attend 
this  first  series  of  hearings,  and  she  wants  to  bring  to  the  attention 
of  the  committee  the  fact  that  she  has  introduced  five  bills  and 
that  she  is  chairman  of  the  task  force  on  social  security  and  women 
of  the  House  Select  Committee  on  Aging.  She  will  be  appearing 
later. 

I  want  to  submit  a  summary  of  the  measures  that  she  has 
=  introduced,  and  we  look  forward  to  her  testimony  later. 

■  [The  information  follows:] 

Material  Presented  by  Hon.  Mary  Rose  Oakar 

Represenative  Oakar  would  like  to  thank  the  Subcommittee  on  Social  Security  for 
||  holding  this  important  set  of  hearings.  She  is  unable  to  attend  this  first  in  a  series 
of  hearings  on  Social  Security  financing.  However,  she  would  like  to  bring  to  the 
|  attention  of  the  members  of  the  Subcommittee  five  bills  she  has  introduced  in  the 

■  97th  Congress  which  will  improve  the  treatment  of  women  under  Social  Security, 
y  Representative  Oakar  is  Chair  of  the  Task  Force  on  Social  Security  and  Women  of 
' ;  the  House  Select  Committee  on  Aging. 

'■■     Attached  is  a  brief  summary  and  analysis  of  each  of  the  five  bills.  Representative 
T|  Oakar  will  present  a  more  detailed  statement  on  refinancing  and  reform  at  the  next 
scheduled  hearing  for  Members  of  Congress. 

SOCIAL  SECURITY  MODERNIZATION  ACT   (MANADATORY  EARNINGS  SHARING) — H.R.  1513 

The  combined  earnings  of  a  husband  and  wife  during  their  marriage  shall  be 
divided  equally  between  them  for  purposes  of  determining  eligibility  for,  and  the 
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amount  of,  old  age  and  disabiltiy  benefits.  The  bill  maintains  the  current  treatment 
of,  among  others,  children's  benefits,  requiring  that  all  earnings  be  credited  to  the 
wage  earner  for  the  purpose  of  calculating  those  benefits.  The  bill  contains  a 
present-law  guarantee  that,  if  the  combined  benefits  of  an  individual  and  his  or  her 
spouse  would  be  greater  without  application  of  earnings  sharing,  it  shall  not  apply. 
The  bill  also  mandates  periodic  Congressional  studies  of  the  operation  of  Earnings 
Sharing.  Full-scale  Earnings  Sharing  (excluding  present-law  guarantees)  will  be 
implemented  by  2010,  contingent  upon  the  assessments,  evaluations,  and  recommen- 
dations of  the  Congressional  studies. 

INHERITANCE  OF  EARNINGS  CREDITS  BY  SURVIVING  SPOUSE  OR  SURVIVING  DIVORCED 

SPOUSE — H.R.  1514 

When  a  spouse  dies,  the  surviving  spouse  or  surviving  divorced  spouse  automati- 
cally "inherits"  the  deceased  spouse's  earnings  credits  to  the  extent  that  the  credits 
were  earned  during  their  marriage.  The  couple  must  have  been  married  to  each 
other  for  a  continous  period  of  at  least  three  years  immediately  prior  to  the  spouse's 
death  or  the  date  the  divorce  became  final.  Disabled  worker  benefits  could  be  paid 
at  any  age  to  disabled  individuals  based  on  their  records  as  altered  by  inheritance. 
Disabled  widow(er)s  who  gain  disability  insurance  status  only  through  the  use  of 
inherited  credits  must  meet  the  test  of  disability  that  is  presently  applied  for 
disabled  widow(er)s  who  claim  survivor's  benefits.  The  bill  contains  a  present-law 
guarantee  that,  if  the  benefits  of  a  widow(er)  would  be  greater  without  application 
of  credit  inheritance,  it  shall  not  apply.  Present-law  guarantees  will  be  terminated 
by  2010,  contingent  upon  the  findings  and  recommendations  of  mandated  Congres- 
sional studies  to  determine  impact.  Where  the  deceased  spouse  has  other  survivors 
entitled  to  benefits  on  his  or  her  account,  for  benefit  purposes,  the  Social  Security 
Administration  will  treat  his  or  her  earnings  as  if  the  inheritance  had  not  occurred. 

CREDIT  SPLITTING  AT  DIVORCE — H.R.  1515 

Credit  splitting  at  divorce  will  make  Earnings  Sharing  mandatory  upon  applica- 
tion by  either  party  following  a  divorce.  At  the  time  of  the  divorce,  if  the  marriage 
lasted  at  least  three  years,  either  party  could  apply  for  earnings  credits.  The  Social 
Security  earnings  credits  received  in  the  years  of  marriage  by  both  spouses  would  be 
added  together  and  each  spouse  would  be  credited  with  half  of  the  combined  total. 
Earnings  credits  from  years  before  or  after  the  marriage  would  be  unaffected.  Thus, 
divorced  homemakers  or  secondary  earners  could  gain  entitlement  to  benefits  as 
retired  workers.  Credits  gained  as  a  result  of  credit  splitting  could  be  used  to  gain 
entitlement  to  disability  benefits.  In  those  cases  where  combined  benefits  of  both 
spouses  would  be  higher  under  present  law,  credit  splitting  would  not  apply. 

TRANSITION  BENEFIT — H.R.  1516 

This  bill  provides  for  payment  of  a  "transition  benefit"  to  the  widow(er)  of  an 
insured  individual  upon  the  wage  earner's  death,  if  the  surviving  spouse  is  at  least 
50  years  old  at  the  time  of  the  wage  earner's  death  and  not  otherwise  immediately 
eligible  for  benefits.  The  benefits  would  be  available  only  for  the  month  in  which 
the  death  occurred  and  for  the  next  three  months.  The  benefits  would  be  71.5%  of 
the  wage  earner's  primary  insurance  amount  (PIA)  or,  if  the  spouse's  own  primary 
insurance  amount  is  higher,  71.5%  of  that  amount. 

DISABLED  WIDOWS/WIDOWERS  UNDER  SIXTY — H.R.  1517 

Under  present  law  disabled  surviving  spouses  are  eligible  for  benefits  at  ar 
actuarially  reduced  rate  beginning  at  age  50,  based  on  the  deceased  worker's  pri 
mary  insurance  amount  (PIA).  This  bill  would  make  disabled  surviving  spouses! 
eligible  for  benefits  at  any  age  and  with  no  reduction. 


67 


97th  CONGRESS  If     «      1  Cf  1  O 
1st  Session      fl  #  |\#   1  O  1  U 

To  amend  title  II  of  the  Social  Security  Act  to  provide  that  the  combined 
earnings  of  a  husband  and  wife  during  the  period  of  their  marriage  shall  be 
divided  equally  and  shared  between  them  for  benefit  purposes,  so  as  to 
recognize  the  economic  contribution  of  each  spouse  to  the  marriage  and 
assure  that  each  spouse  will  have  social  security  protection  in  his  or  her  own 
right. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Januaey  30,  1981 

Ms.  Oakae  introduced  the  following  bill;  which  was  referred  to  the  Committee  on 

Ways  and  Means 


A  BILL 

To  amend  title  II  of  the  Social  Security  Act  to  provide  that  the 
combined  earnings  of  a  husband  and  wife  during  the  period 
of  their  marriage  shall  be  divided  equally  and  shared  be- 
tween them  for  benefit  purposes,  so  as  to  recognize  the 
economic  contribution  of  each  spouse  to  the  marriage  and 
assure  that  each  spouse  will  have  social  security  protection 
in  his  or  her  own  right. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 
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1  That  this  Act  may  be  cited  as  the  "Social  Security  Modern- 

2  ization  Act". 

3  Sec.  2.  Title  II  of  the  Social  Security  Act  is  amended 

4  by  adding  at  the  end  thereof  the  following  new  section: 

5  " SHARING  OF  EARNINGS  BY  MARRIED  COUPLES 

6  "Sec.  234.  (a)  This  section  shall  not  apply  with  respect 

7  to  any  individual  or  spouse  for  any  month,  and  any  benefits 

8  payable  under  this  title  for  any  month  on  the  basis  of  the 

9  wages  and  self-employment  income  of  either  shall  be  deter- 

10  mined  as  though  this  section  had  not  been  enacted,  if — 

11  "(1)  the  total  of  the  combined  benefits  to  which 

12  such  individual  and  spouse  would  be  entitled  for  such 

13  month  under  this  title  as  a  result  of  the  application  of 

14  this  section  is  less  than  the  total  of  the  combined  bene- 

15  fits  to  which  they  would  be  so  entitled  without  regard 

16  to  this  section,  or 

17  "(2)  such  individual  is  deceased  and  the  amount  of 

18  the  widow's,  widower's,  or  mother's  insurance  benefit 

19  to  which  such  spouse  would  be  entitled  for  such  month 

20  (on  the  basis  of  such  individual's  wages  and  self-em- 

21  ployment  income)  as  a  result  of  the  application  of  this 

22  section  is  less  than  the  amount  of  the  widow's,  widow- 

23  er's,  or  mother's  insurance  benefit  to  which  such 

24  spouse  would  be  so  entitled  without  regard  to  this 

25  section. 
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1  "(b)(1)  The  combined  earnings  of  an  individual  and  his 

2  or  her  spouse,  to  the  extent  that  such  earnings  are  attributa- 

3  ble  to  the  period  of  their  marriage  (as  determined  under  para- 

4  graph  (2)),  shall  be  divided  equally  between  them  and  shared 

5  in  accordance  with  this  section  for  purposes  of  determining 

6  their  eligibility  for  old-age  or  disability  insurance  benefits  and 

7  the  amount  of  the  old-age  or  disability  insurance  benefits  to 

8  which  each  of  them  is  or  may  become  separately  entitled. 

9  "(2)  For  purposes  of  this  section  with  respect  to  any 

10  two  individuals  who  are  married  to  each  other,  the  'period  of 

1 1  their  marriage'  is  the  period — 

12  "(A)  beginning  with  the  first  day  of  the  calendar 

13  year  in  which  their  marriage  occurred,  and 

14  "(B)  ending  with  the  last  day  of  the  calendar  year 

15  preceding  the  earliest  calendar  year  in  which  one  of 

16  them  dies,  they  are  divorced,  or  one  of  them  files  ap- 

17  plication  for  old-age  or  disability  insurance  benefits, 

18  whichever  first  occurs; 

19  except  that  (i)  no  such  period  shall  begin  for  any  two  individ- 

20  uals  whose  marriage  to  each  other  occurs  after  one  of  them 

21  has  filed  application  for  old-age  insurance  benefits,  (ii)  no 

22  such  period  shall  begin  for  any  two  individuals  whose  mar- 

23  riage  to  each  other  occurs  after  one  of  them  has  filed  applica- 

24  tion  for  disability  insurance  benefits  unless  his  or  her  period 

25  of  disability  (and  entitlement  to  such  benefits)  has  theretofore 


70 


4 

1  ended  or,  if  it  has  not  theretofore  ended,  until  such  period 

2  (and  such  entitlement)  ends,  and  (iii)  such  period  shall  include 

3  the  'earliest  calendar  year'  referred  to  in  subparagraph  (B) 

4  for  purposes  of  recomputations  for  that  year  under  section 

5  215(f)(2),  in  any  case  where  one  of  them  dies  or  they  are 

6  divorced,  unless  the  survivor  (where  one  of  them  dies)  or 

7  either  of  them  (where  they  are  divorced)  is  remarried  later  in 

8  the  same  year. 

9  "(c)(1)  Except  to  the  extent  otherwise  provided  in  sub- 

10  sections  (a),  (d),  (e),  and  (f),  whenever  two  individuals  are 

11  married  to  each  other  they  shall  each  be  credited  for  all  of 

12  the  purposes  of  this  title  with  wages  and  self-employment 

13  income,  for  each  calendar  year  for  which  either  of  them  is 

14  credited  with  any  wages  and  self-employment  income  with- 

15  out  regard  to  this  section  during  the  period  of  their  marriage, 

16  in  an  amount  equal  to  (A)  50  percent  of  the  combined  total  of 

17  the  wages  and  self-employment  income  otherwise  credited  to 

18  both  of  them  for  that  year  if  (at  the  close  of  the  month  for 

19  which  the  benefit  determinations  involved  are  being  made) 

20  they  are  both  still  living,  or  (B)  100  percent  of  such  combined 

21  total,  up  to  but  not  exceeding  the  maximum  amount  that  may 

22  be  counted  for  that  year  without  exceeding  the  ceiling  im- 

23  posed  for  that  year  under  section  215(e),  if  (at  the  close  of 

24  such  month)  one  of  them  has  died. 
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1  "(2)  Nothing  in  this  section  shall  have  any  effect  upon 

2  the  crediting  of  wages  and  self-employment  income  to  any 

3  individual  for  any  calendar  year  not  included  in  the  period  of 

4  such  individual's  marriage;  but  to  the  extent  that  wages  and 

5  self-employment  income  are  credited  pursuant  to  this  section 

6  the  other  provisions  of  this  title  specifying  the  manner  in 

7  which  wages  and  self-employment  income  are  to  be  credited 

8  shall  (to  the  extent  inconsistent  with  this  section)  be 

9  inapplicable. 

10  "(3)  As  used  in  this  section,  the  term  'spouse'  includes  a 

11  divorced  spouse,  a  surviving  spouse,  and  a  surviving  divorced 

12  spouse  except  where  the  context  requires  otherwise. 

13  "(d)  Subsections  (b)  and  (c)  shall  not  apply  with  respect 

14  to  the  crediting  of  wages  and  self-employment  income  for  any 

15  calendar  year,  in  the  case  of  any  individual  and  his  or  her 

16  spouse,  if  (1)  as  a  result  of  the  application  of  such  subsections 

17  with  respect  to  that  year  either  of  them  would  cease  to  be  a 

18  fully  insured  individual  (as  defined  in  section  214(a)),  or  (2) 

19  one  of  them  is  applying  for  disability  insurance  benefits  (or 

20  for  the  establishment  of  a  period  of  disability)  and  as  a  result 

21  of  the  application  of  such  subsections  with  respect  to  that 

22  year  would  cease  to  be  insured  for  such  benefits  under  sec- 

23  tion  223(c)(1)  (or  for  such  a  period  under  section  216(i)(3)). 

24  "(e)  Subsections  (b)  and  (c)  shall  not  apply  for  purposes 

25  of  determining  the  amount  of  the  benefit  payable  to  any  indi- 
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1  vidual  for  any  month  if  (1)  the  total  amount  of  the  wages  and 

2  self-employment  income  credited  to  such  individual  for  the 

3  period  of  his  or  her  marriage,  as  determined  without  regard 

4  to  this  section,  is  higher  than  the  total  amount  of  the  wages 

5  and  self -employment  income  credited  to  such  individual's 

6  spouse  for  that  period,  as  so  determined,  and  (2)  such  individ- 

7  ual's  spouse  (taking  subsections  (bKand  (c)  into  account)  has 

8  not  filed  application  for  old-age  or  disability  insurance  bene- 

9  fits  by  the  close  of  such  month. 

10  "(f)  Notwithstanding  any  of  the  preceding  provisions  of 

11  this  section — 

12  "(1)  benefits  payable  under  subsection  (d)  or  (h)  of 

13  section  202  on  the  basis  of  the  wages  and  self-employ- 

14  ment  income  of  any  individual,  and  benefits  payable 

15  under  subsection  (b),  (c),  (e),  (f),  or  (g)  of  such  section 

16  202  (on  the  basis  of  such  wages  and  self-employment 

17  income)  to  any  person  other  than  a  spouse  who  has 

18  shared  in  or  been  credited  with  a  part  of  such  individ- 

19  ual's  earnings  under  subsections  (b)  and  (c)  of  this  sec- 

20  tion,  shall  be  determined  as  though  this  section  had  not 

21  been  enacted  if  (A)  the  application  of  this  section  has 

22  changed  such  individual's  primary  insurance  amount 

23  from  what  it  would  otherwise  have  been,  and  (B)  the 

24  crediting  of  wages  and  self-employment  income  to  such 

25  individual  and  his  or  her  spouse  without  regard  to  this 
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1  section  would  increase  the  amount  of  such  benefits; 

2  and 

3  "(2)  in  the  application  of  section  203(a)  (relating 

4  to  maximum  family  benefits)  with  respect  to  benefits 

5  payable  on  the  basis  of  the  wages  and  self-employment 

6  income  of  any  individual,  where  all  or  any  part  of  the 

7  wages  and  self-employment  income  of  such  individual 

8  and  his  or  her  spouse  was  credited  to  them  in  accord- 

9  ance  with  this  section,  the  primary  insurance  amount 

10  of  such  individual  (and  the  crediting  of  his  or  her 

11  wages  and  self-employment  income)  shall  be  deter- 

12  mined  in  accordance  with  this  section  but  the  benefits 

13  payable  to  any  other  person  on  the  basis  of  the  wages 

14  and  self-employment  income  of  such  individual  shall  be 

15  determined  as  though  this  section  had  not  been  enacted 

16  and  as  though  such  person  had  made  application  for 

17  any  benefit  or  benefits  to  which  he  or  she  would  (upon 

18  such  application)  be  entitled. 

19  "(g)  Notwithstanding  any  other  provision  of  this  title,  no 

20  wife's,  husband's,  widow's,  or  widower's  insurance  benefit 

21  shall  be  paid  to  any  individual  for  any  month  under  subsec- 

22  tion  (b),  (c),  (e),  or  (f)  of  section  202,  and  no  individual  shall 

23  be  entitled  to  any  such  benefit,  unless — 

24  "(1)  the  period  of  such  individual's  marriage  (to 

25  the  spouse  or  former  spouse  on  the  basis  of  who_se_. 
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1  wages  and  self-employment  income  such  benefit  is  pay- 

2  able)  ended  before  the  effective  date  of  this  section; 

3  "(2)  such  individual  is  under  the  age  of  62  (and  is 

4  otherwise  entitled  to  such  benefit); 

5  "(3)  such  benefit  is  payable  without  regard  to  age 

6  and  solely  by  reason  of  such  individual's  having  a  child 

7  in  his  or  her  care;  or 

8  "(4)  the  application  of  this  section  to  such  individ- 

9  ual  is  prevented  by  subsection  (a),  (d),  or  (e)  (or  by 

10  clause  (i)  or  (ii)  of  subsection  (b)(2)). 

11  "(h)  For  purposes  of  subsections  (b)(2)  and  (e),  an  indi- 

12  vidual's  application  for  old-age  or  disability  insurance  benefits 

13  shall  be  deemed  to  have  been  filed  on  the  first  day  of  the  first 

14  month  for  which  (by  reason  of  the  operation  of  section  202(j) 

15  or  223(b))  such  individual  is  entitled  to  such  benefits.". 

16  Sec.  3.  (a)  Section  202(b)(1)  of  the  Social  Security  Act 

17  is  amended  by  striking  out  "The  wife"  and  inserting  in  lieu 

18  thereof  "To  the  extent  permitted  by  section  234(g),  the 

19  wife". 

20  (b)  Section  202(c)(1)  of  such  Act  is  amended  by  striking 

21  out  "The  husband"  and  inserting  in  lieu  thereof  "To  the 

22  extent  permitted  by  section  234(g),  the  husband". 

23  (c)  Section  202(e)(1)  of  such  Act  is  amended  by  striking 

24  out  "The  widow"  and  inserting  in  lieu  thereof  "To  the  extent 

25  permitted  by  section  234(g),  the  widow". 
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1  (d)  Section  202(f)(1)  of  such  Act  is  amended  by  striking 

2  out  'The  widower"  and  inserting  in  lieu  thereof  "To  the 

3  extent  permitted  by  section  234(g),  the  widower". 

4  (e)  Section  205(c)(5)  of  such  Act  is  amended — 

5  (1)  by  striking  out  "or"  at  the  end  of  subpara- 

6  graph  (I); 

7  (2)  by  striking  out  the  period  at  the  end  of  sub- 

8  paragraph  (J)  and  inserting  in  lieu  thereof  ";  or";  and 

9  (3)  by  adding  at  the  end  thereof  the  following  new 

10  subparagraph: 

11  "(K)  to  reflect  any  changes  in  the  crediting  of 

12  wages  and  self-employment  income  which  may  be  ne- 

13  cessitated  by  section  234.". 

14  (f)  Section  215(b)  of  such  Act  is  amended  by  adding  at 

15  the  end  thereof  the  following  new  paragraph: 

16  "(5)  The  determination  of  the  wages  and  self-employ- 

17  ment  income  to  be  credited  to  an  individual  under  this  sub- 

18  section  shall  in  all  cases  be  made  after  the  application  of 

19  section  234.". 

20  Sec.  4.  (a)  Except  as  provided  in  subsection  (b),  the 

21  amendments  made  by  this  Act  shall  apply  only  with  respect 

22  to  the  crediting  of  wages  and  self-employment  income  to 

23  years  in  periods  of  marriage  (as  defined  in  section  234(b)(2)  of 

24  the  Social  Security  Act)  ending  after  the  date  of  the  enact- 


76 


10 

1  ment  of  this  Act,  and  with  respect  to  the  payment  of  benefits 

2  for  months  after  December  1981. 

3  (b)(1)  Subsection  (a)  of  section  234  of  the  Social  Secu- 

4  rity  Act,  as  added  by  the  first  section  of  this  Act,  shall  termi- 

5  nate  on  December  31,  2009,  and  shall  apply  only  with  re- 

6  spect  to  benefits  payable  for  months  ending  on  or  before  that 

7  date. 

8  (2)  The  appropriate  committees  of  the  House  of  Repre- 

9  sentatives  and  the  Senate  shall  conduct  a  study,  in  1985  and 

10  in  each  fifth  year  thereafter  occurring  prior  to  the  date  speci- 

11  fied  in  paragraph  (1),  in  order  to  determine  the  probable 

12  impact  upon  beneficiaries  of  the  termination  of  section  234(a) 

13  of  the  Social  Security  Act  on  such  date,  giving  particular 

14  attention  to  the  numbers  and  types  of  beneficiaries  who  are 

15  likely  to  be  harmed  by  such  termination  and  the  extent  to 

16  which  their  benefits  are  likely  to  be  adversely  affected.  Such 

17  committees  shall  promptly  report  the  results  of  each  such 

18  study  to  their  respective  Houses,  together  with  their  recom- 

19  mendations  with  respect  to  such  termination. 

O 
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97th  CONGRESS 
1st  Session 


H.  R.1514 


To  amend  title  II  of  the  Social  Security  Act  to  provide  that  upon  the  death  of  one 
member  of  a  married  couple  the  surviving  spouse  or  surviving  divorced 
spouse  shall  automatically  inherit  the  deceased  spouse's  earnings  credits  to 
the  extent  that  such  credits  were  earned  during  the  period  of  their  marriage. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Jantjaey  30,  1981 

Ms.  Oakak  introduced  the  following  bill;  which  was  referred  to  the  Committee  on 
Ways  and  Means 


A  BILL 

To  amend  title  II  of  the  Social  Security  Act  to  provide  that 
upon  the  death  of  one  member  of  a  married  couple  the 
surviving  spouse  or  surviving  divorced  spouse  shall  auto- 
matically inherit  the  deceased  spouse's  earnings  credits  to 
the  extent  that  such  credits  were  earned  during  the  period 
of  their  marriage. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  title  II  of  the  Social  Security  Act  is  amended  by  adding 

4  at  the  end  thereof  the  following  new  section: 
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1  "transfer  of  deceased  spouse's  earnings  credits 

2  to  surviving  spouse  or  surviving  divorced  spouse 

3  "Sec.  234.  (a)  If  an  individual  dies  leaving  a  surviving 

4  husband  or  wife,  a  surviving  divorced  wife,  or  a  surviving 

5  divorced  mother  and  they  had  been  married  to  each  other  for 

6  a  continuous  period  of  at  least  3  years  immediately  prior  to 

7  the  date  of  such  individual's  death  or  the  date  when  the  di- 

8  vorce  became  final,  all  of  the  wages  and  self-employment 

9  income  credited  to  such  individual  for  any  calendar  year  be- 

10  ginning  on  or  after  the  first  day  of  the  calendar  year  in  which 

1 1  their  marriage  occurred  and  prior  to  the  date  of  such  death  or 

12  divorce  shall  (subject  to  subsections  (c)  and  (e))  be  transferred 

13  to  the  surviving  spouse  or  former  spouse  and  thereafter  treat- 

14  ed  as  provided  in  subsection  (b). 

15  "(b)  Wages  and  self-employment  income  credited  to  an 

16  individual  for  any  calendar  year  and  transferred  to  such  indi- 

17  vidual's  surviving  spouse  or  former  spouse  under  subsection 

18  (a)  shall  be  credited  to  such  spouse  and  treated  as  having 

19  been  received  or  derived  by  such  spouse  (in  such  calendar 

20  year) — 

21  "(1)  for  purposes  of  determining  such  spouse's  eli- 

22  gibility  for  old-age  insurance  benefits  under  the  insured 

23  status  requirements  of  sections  202(a)(1)  and  214(a), 

24  and  for  disability  insurance  benefits  under  the  insured 

25  status    requirements    of    sections    223(a)(1)(A)  and 
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1  223(c)(1),  from  and  after  the  first  day  of  the  month  in 

2  which  the  individual's  death  occurred  or  the  divorce 

3  became  final, 

4  "(2)  for  purposes  of  computing  such  spouse's  pri- 

5  mary  insurance  amount  under  section  215  and  the 

6  amount  of  any  old-age  or  disability  insurance  benefit 

7  for  which  he  or  she  may  be  eligible  from  and  after  such 

8  first  day,  and 

9  "(3)  for  all  the  other  purposes  of  this  title; 

10  except  that  such  wages  and  self-employment  income  shall 

11  continue  to  be  credited  to  the  deceased  individual,  as  well  as 

12  being  credited  to  the  surviving  spouse  or  former  spouse,  for 

13  purposes  of  determining  any  survivor  benefits  which  may  be 

14  payable  under  this  title  without  regard  to  this  section  (includ- 

15  ing  any  such  benefits  payable  to  the  spouse)  on  the  basis  of 

16  such  individual's  wages  and  self-employment  income. 

17  "(c)  In  no  event  shall  the  total  amount  of  wages  and 

18  self-employment  income  transferred  and  credited  to  an  indi- 

19  vidual  as  a  surviving  spouse  or  former  spouse  under  subsec- 

20  tion  (a)  for  any  year,  when  added  to  the  wages  and  self- 

21  employment  income  credited  to  such  individual  for  that  year 

22  under  this  title  without  regard  to  this  section,  exceed  the 

23  maximum  amount  of  wages  and  self-employment  income  that 

24  can  be  counted  in  that  year  pursuant  to  section  215(e). 
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1  "(d)  In  any  case  where  wages  and  self-employment 

2  income  have  been  transferred  and  credited  to  an  individual  as 

3  a  surviving  spouse  or  former  spouse  under  subsection  (a),  the 

4  Secretary  (without  requiring  any  application  therefor)  shall 

5  promptly  make  such  computations  or  recomputations  (not- 

6  withstanding  section  215(f)(1))  as  may  be  necessary  to  reflect 

7  the  crediting  of  such  wages  or  self-employment  income  to 

8  that  individual. 

9  "(e)  Notwithstanding  any  other  provision  of  this  section, 

10  no  wages  and  self-employment  income  for  any  year  shall  be 

11  transferred  and  credited  to  an  individual  as  a  surviving 

12  spouse  or  former  spouse  under  subsection  (a)  if  the  total 

13  amount  of  the  monthly  benefits  which  are  payable  to  such 

14  individual  under  this  title  for  any  period  (or  which  would  be 

15  so  payable  if  such  individual  made  timely  application  there- 

16  for)  would  be  greater  were  such  wages  and  self-employment 

17  income  credited  without  regard  to  this  section.". 

18  Sec.  2.  (a)  Subject  to  subsection  (b),  the  amendment 

19  made  by  the  first  section  of  this  Act  shall  apply  in  the  case  of 

20  deaths  occurring  before,  on,  or  after  the  date  of  the  enact- 

21  ment  of  this  Act,  but  shall  apply  only  with  respect  to  benefits 

22  payable  for  months  after  December  1982. 

23  (b)(1)  Subsection  (e)  of  section  234  of  the  Social  Secu- 

24  rity  Act,  as  added  by  the  first  section  of  this  Act,  shall  termi- 
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1  nate  on  December  31,  2009,  and  shall  apply  only  with  re- 

2  spect  to  deaths  occurring  on  or  before  that  date. 

3  (2)  The  appropriate  committees  of  the  House  of  Repre- 

4  sentatives  and  the  Senate  shall  conduct  a  study,  in  1985  and 

5  in  each  fifth  year  thereafter  occurring  prior  to  the  date  speci- 

6  fied  in  paragraph  (1),  in  order  to  determine  the  probable 

7  impact  upon  beneficiaries  of  the  termination  of  section  234(e) 

8  of  the  Social  Security  Act  on  such  date,  giving  particular 

9  attention  to  the  numbers  and  types  of  beneficiaries  who  are 

10  likely  to  be  harmed  by  such  termination  and  the  extent  to 

11  which  their  benefits  are  likely  to  be  adversely  affected.  Such 

12  committees  shall  promptly  report  the  results  of  each  such 

13  study  to  their  respective  Houses,  together  with  their  recom- 

14  mendations  with  respect  to  such  termination. 

15  Sec.  3.  Within  one  year  after  the  date  of  the  enactment 

16  of  this  Act— 

17  (1)  the  Secretary  of  Health  and  Human  Resources 

18  shall  complete  the  computations  and  recomputations 

19  required  by  section  234  of  the  Social  Security  Act  in 

20  all  cases  where  (A)  the  deaths  or  divorces  involved  oc- 

21  curred  before  the  month  in  which  this  Act  is  enacted, 

22  and  (B)  the  Secretary's  records  under  section  205(c)  of 

23  the  Social  Security  Act  indicate  that  there  is  a  surviv- 

24  ing  spouse  or  former  spouse  who  is  or  may  become  en- 

25  titled  to  monthly  benefits  under  title  II  of  such  Act 
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1  either  with  or  without  the  application  of  such  section 

2  234;  and 

3  (2)  the  Secretary  of  Health  and  Human  Re- 

4  sources,  in  consultation  with  the  Secretary  of  the 

5  Treasury,  shall  prepare  and  submit  to  the  Committee 

6  on  Ways  and  Means  of  the  House  of  Representatives  a 

7  draft  of  any  technical  and  conforming  changes  in  the 

8  Social  Security  Act  or  other  laws  which  may  be  neces- 

9  sary  to  reflect  the  substantive  changes  made  by  this 
10  Act. 

O 
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97th  CONGRESS 
1st  Session 


H.R.1515 


To  amend  title  II  of  the  Social  Security  Act  to  provide  that  the  combined 
earnings  of  a  husband  and  wife  during  the  period  of  their  marriage  shall  be 
divided  equally  and  shared  between  them  for  benefit  purposes  if  they  become 
divorced  and  either  of  them  so  elects. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Januaey  30,  1981 

Ms.  Oakab  introduced  the  following  bill;  which  was  referred  to  the  Committee  on 

Ways  and  Means 


A  BILL 

To  amend  title  II  of  the  Social  Security  Act  to  provide  that  the 
combined  earnings  of  a  husband  and  wife  during  the  period 
of  their  marriage  shall  be  divided  equally  and  shared  be- 
tween them  for  benefit  purposes  if  they  become  divorced 
and  either  of  them  so  elects. 

Be  it  enacted  by  the  Senate  and  House  of  Representa- 
tives of  the  United  States  of  America  in  Congress  assembled, 
That  title  II  of  the  Social  Security  Act  is  amended  by  adding 
at  the  end  thereof  the  following  new  section: 


1 
2 
3 
4 


84 


2 

1  "shaking  of  eaenings  by  mareied  couples 

2  "Sec.  234.  (a)(1)  The  combined  earnings  of  an  individu- 

3  al  and  his  or  her  spouse,  to  the  extent  that  such  earnings  are 

4  attributable  to  the  period  of  their  marriage  (as  determined 

5  under  paragraph  (2)),  shall  be  divided  equally  between  them 

6  and  shared  in  accordance  with  this  section  for  purposes  of 

7  determining  their  eligibility  for  old-age  or  disability  insurance 

8  benefits  and  the  amount  of  the  old-age  or  disability  insurance 

9  benefits  to  which  each  of  them  is  or  may  become  separately 
10  entitled,  if— 


11  "(A)  they  were  married  to  each  other  for  a  period 

12  of  at  least  36  months, 

13  "(B)  they  are  divorced,  and 

14  "(C)  either  of  them  elects,  in  such  manner  and 

15  form  as  the  Secretary  shall  prescribe  but  in  any  event 

16  within  12  months  after  the  divorce  becomes  final,  to 

17  have  such  combined  earnings  so  divided  and  shared. 

18  "(2)  For  purposes  of  this  section  with  respect  to  any 

19  two  individuals  who  are  married  to  each  other  and  are  then 

20  divorced,  the  'period  of  their  marriage'  is  the  period — 

21  "(A)  beginning  with  the  first  day  of  the  calendar 

22  year  in  which  their  marriage  occurred,  and 

23  "(B)  ending  with  the  last  day  of  the  calendar  year 

24  in  which  their  divorce  becomes  final  (or  with  the  last 
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day  of  the  preceding  year  if  either  of  them  remarries 

before  the  end  of  such  calendar  year). 

"(b)(1)  Except  to  the  extent  otherwise  provided  in  sub- 


4  sections  (c)  and  (d),  whenever  two  individuals  are  to  have 

5  their  combined  earnings  divided  and  shared  in  accordance 

6  with  subsection  (a)  they  shall  each  be  credited  for  all  of  the 

7  purposes  of  this  title  with  wages  and  self-employment 

8  income,  for  each  calendar  year  for  which  either  of  them  is 

9  credited  with  any  wages  and  self-employment  income  with- 

10  out  regard  to  this  section  during  the  period  of  their  marriage, 

11  in  an  amount  equal  to  50  percent  of  the  combined  total  of  the 

12  wages  and  self-employment  income  otherwise  credited  to 

13  both  of  them  for  that  year. 

14  "(2)  Nothing  in  this  section  shall  have  any  effect  upon 

15  the  crediting  of  wages  and  self-employment  income  to  any 

16  individual  for  any  calendar  year  not  included  in  the  period  of 

17  such  individual's  marriage;  but  to  the  extent  that  wages  and 

18  self-employment  income  are  credited  pursuant  to  this  section 

19  the  other  provisions  of  this  title  specifying  the  manner  in 

20  which  wages  and  self-employment  income  are  to  be  credited 

21  shall  (to  the  extent  inconsistent  with  this  section)  be 

22  inapplicable. 

23  "(c)  This  section  shall  not  apply  with  respect  to  any 

24  surviving  divorced  spouse  for  any  month,  and  any  widow's, 

25  widower's,  or  mother's  insurance  benefit  payable  to  which 
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1  such  spouse  is  entitled  under  this  title  for  any  month  shall  be 

2  determined  as  though  this  section  had  not  been  enacted,  if 

3  the  amount  of  such  benefit  as  computed  after  the  application 

4  of  this  section  is  less  than  the  amount  of  such  benefit  as 

5  computed  without  regard  to  this  section  (unless  such  spouse 

6  is  also  entitled  for  such  month  to  an  old-age  or  disability 

7  insurance  benefit  which  after  the  application  of  this  section,  is 

8  larger  than  such  widow's,  widower's,  or  mother's  insurance 

9  benefit  as  computed  either  with  or  without  regard  to  this 

10  section). 

11  "(d)  Notwithstanding  any  of  the  preceding  provisions  of 

12  this  section — 

13  "(1)  benefits  payable  under  subsection  (d)  or  (h)  of 

14  section  202  on  the  basis  of  the  wages  and  self-employ- 

15  ment  income  of  any  individual,  and  benefits  payable 

16  under  subsection  (b),  (c),  (e),  (f),  or  (g)  of  such  section 

17  202  (on  the  basis  of  such  wages  and  self-employment 

18  income)  to  any  person  other  than  a  divorced  spouse  or 

19  surviving  divorced  spouse  who  has  shared  in  or  been 

20  credited  with  a  part  of  such  individual's  earnings  under 

21  subsections  (a)  and  (b)  of  this  section,  shall  be  deter- 

22  mined  as  though  this  section  had  not  been  enacted  if 

23  (A)  the  application  of  this  section  has  changed  such  in- 

24  dividual's  primary  insurance  amount  from  what  it 

25  would  otherwise  have  been,  and  (B)  the  crediting  of 
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1  wages  and  self-employment  income  to  such  individual 

2  and  his  or  her  former  spouse  without  regard  to  this 

3  section  would  increase  the  amount  of  such  benefits; 

4  and 

5  "(2)  in  the  application  of  section  203(a)  (relating 

6  to  maximum  family  benefits)  with  respect  to  benefits 

7  payable  on  the  basis  of  the  wages  and  self-employment 

8  income  of  any  individual,  where  all  or  any  part  of  the 

9  wages  and  self-employment  income  of  such  individual 

10  and  his  or  her  former  spouse  was  credited  to  them  in 

11  accordance  with  this  section,  the  primary  insurance 

12  amount  of  such  individual  (and  the  crediting  of  his  or 

13  her  wages  and  self-employment  income)  shall  be  deter- 

14  mined  in  accordance  with  this  section  but  the  benefits 

15  payable  to  any  other  person  on  the  basis  of  the  wages 

16  and  self-employment  income  of  such  individual  shall  be 

17  determined  as  though  this  section  had  not  been  enacted 

18  and  as  though  such  person  had  made  application  for 

19  any  benefit  or  benefits  to  which  he  or  she  would  (upon 

20  such  application)  be  entitled.". 

21  Sec.  2.  (a)  Section  205(c)(5)  of  the  Social  Security  Act 

22  is  amended — 

23  (1)  by  striking  out  "or"  at  the  end  of  subpara- 

24  graph  (I); 
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1  (2)  by  striking  out  the  period  at  the  end  of  sub- 

2  paragraph  (J)  and  inserting  in  lieu  thereof  ";  or";  and 

3  (3)  by  adding  at  the  end  thereof  the  following  new 

4  subparagraph: 

5  "(K)  to  reflect  any  changes  in  the  crediting  of 

6  wages  and  self-employment  income  which  may  be  ne- 

7  cessitated  by  section  234.". 

8  (b)  Section  215(b)  of  such  Act  is  amended  by  adding  at 

9  the  end  thereof  the  following  new  paragraph: 

10  "(5)  The  determination  of  the  wages  and  self-employ- 

11  merit  income  to  be  credited  to  an  individual  under  this  sub- 

12  section  shall  in  all  cases  be  made  after  the  application  of 

13  section  234.". 

14  Sec.  3.  (a)  Except  as  provided  in  subsection  (b),  the 

15  amendments  made  by  this  Act  shall  apply  only  with  respect 

16  to  divorces  occurring  or  becoming  final  after  the  date  of  the 

17  enactment  of  this  Act,  and  with  respect  to  the  payment  of 

18  benefits  for  months  after  December  1981. 

19  (b)(1)  Subsection  (c)  of  section  234  of  the  Social  Secu- 

20  rity  Act,  as  added  by  the  first  section  of  this  Act,  shall  termi- 

21  nate  on  December  31,  2009,  and  shall  appiy  only  with  re- 

22  spect  to  benefits  payable  for  months  ending  on  or  before  that 

23  date. 

24  (2)  The  appropriate  committees  of  the  House  of  Eepre- 

25  sentatives  and  the  Senate  shall  conduct  a  study,  in  1985  and 
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1  in  each  fifth  year  thereafter  occurring  prior  to  the  date  speci- 

2  fied  in  paragraph  (1),  in  order  to  determine  the  probable 

3  impact  upon  beneficiaries  of  the  termination  of  section  234(c) 

4  of  the  Social  Security  Act  on  such  date,  giving  particular 

5  attention  to  the  numbers  and  types  of  beneficiaries  who  are 

6  likely  to  be  harmed  by  such  termination  and  the  extent  to 

7  which  their  benefits  are  likely  to  be  adversely  affected.  Such 

8  committees  shall  promptly  report  the  results  of  each  such 

9  study  to  their  respective  Houses,  together  with  their  recom- 
10  mendations  with  respect  to  such  termination. 

O 
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97th  CONGRESS  TJ     Q      1  Cf  1  £* 
1st  Session      Jfl#  J\#    J.Q  J.O 

To  amend  title  II  of  the  Social  Security  Act  to  provide  for  the  payment  of  a 
transition  benefit  to  the  spouse  of  an  insured  individual  upon  such  individual's 
death  if  such  spouse  has  attained  age  fifty  and  is  not  otherwise  immediately 
eligible  for  benefits. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

January  30,  1981 

Ms.  Oakar  introduced  the  following  bill;  which  was  referred  to  the  Committee  on 

Ways  and  Means 


A  BILL 

To  amend  title  II  of  the  Social  Security  Act  to  provide  for  the 
payment  of  a  transition  benefit  to  the  spouse  of  an  insured 
individual  upon  such  individual's  death  if  such  spouse  has 
attained  age  fifty  and  is  not  otherwise  immediately  eligible 
for  benefits. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  section  202  of  the  Social  Security  Act  is  amended  by 

4  adding  at  the  end  thereof  the  following  new  subsection: 
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1  "Transition  Benefits  for  Surviving  Spouses 

2  "(x)(l)  The  widow  or  widower  of  a  fully  insured  individ- 

3  ual  (within  the  meaning  of  section  216  (c)  or  (g)),  if  such 

4  widow  or  widower — 

5  "(A)  has  attained  age  50  at  the  time  of  such  indi- 

6  vidual's  death, 

7  "(B)  is  not  entitled  (and  would  not  upon  applica- 

8  tion  be  entitled)  to  a  monthly  insurance  benefit  under 

9  any  other  other  provision  of  this  section  or  under  sec- 

10  tion  223  for  the  month  in  which  such  death  occurs, 

11  and 

12  "(C)  has  filed  application  for  benefits  under  this 

13  subsection, 

14  shall  be  entitled  to  a  transition  benefit  for  each  month  begin- 

15  ning  with  the  month  in  which  such  death  occurs  and  ending 

16  with  the  fourth  month  thereafter  (or,  if  earlier,  with  the 

17  month  preceding  the  first  month  thereafter  in  which  such 

18  widow  or  widower  remarries,  dies,  or  becomes  entitled  to  a 

19  monthly  insurance  benefit  under  any  other  provision  of  this 

20  section  or  under  section  223). 

21  "(2)  The  transition  benefit  of  a  widow  or  widower  for 

22  any  month  under  this  subsection  shall  be  equal  to  71V2  per- 

23  cent  of  the  primary  insurance  amount  of  the  insured  individu- 

24  al,  or  (if  it  is  larger  and  if  such  widow  or  widower  is  also  a 
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1  fully  insured  individual)  to  7 1 V2  percent  of  the  primary  insur- 

2  ance  amount  of  such  widow  or  widower. 

3  "(3)  For  purposes  of  this  subsection,  the  determination 

4  of  the  primary  insurance  amount  of  a  living  individual  under 

5  the  age  of  62,  and  the  determination  of  whether  or  not  such 

6  an  individual  is  fully  insured,  with  respect  to  any  month, 

7  shall  be  made  as  though  such  individual  had  attained  age  62 

8  in  that  month. 

9  "(4)  The  entitlement  of  an  individual  to  transition  bene- 

10  fits  under  this  subsection  shall  not  (after  such  entitlement  has 

11  ended)  affect  the  eligibility  of  such  individual  for  any  other 

12  monthly  insurance  benefits  under  this  section  or  section  223, 

13  or  be  taken  into  account  in  determining  the  amount  of  any 

14  other  benefits  under  this  section  or  section  223  to  which  such 

15  individual  may  become  entitled. 

16  "(5)  Transition  benefits  payable  to  an  individual  under 

17  this  subsection  shall  not  be  considered  monthly  benefits  to 

18  which  such  individual  is  entitled  under  this  section  for  pur- 

19  poses  of  section  203(a),  or  for  purposes  of  section  226(a).". 

20  Sec.  2.  (a)  Section  202(j)(l)  of  such  Act  is  amended  by 

21  striking  out  "or  (h)"  and  inserting  in  lieu  thereof  "(h),  or  (x)". 

22  (b)  Section  202(m)(l)  of  such  Act  is  amended  by  insert- 

23  ing  "(other  than  a  transition  benefit  under  subsection  (x))" 

24  after  "this  section"  where  it  first  appears. 
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1  Ssc.  3.  The  amendments  made  by  this  Act  shall  apply 

2  with  respect  to  deaths  occurring  on  or  after  January  1,  1982. 

O 
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97th  CONGRESS  ¥Y     f]J      -fi  prf  4  » 
1st  Session      |"|#  |\#   lOl  # 

To  amend  title  II  of  the  Social  Security  Act  to  provide  full  benefits  for  disabled 
widows  and  widowers  without  regard  to  age  (and  without  regard  to  any 
previous  reduction  in  their  benefits). 


IN  THE  HOUSE  OF  REPRESENTATIVES 

January  30,  1981 

Ms.  Oakar  introduced  the  following  bill;  which  was  referred  to  the  Committee  on 

Ways  and  Means 


A  BILL 

To  amend  title  II  of  the  Social  Security  Act  to  provide  full 
benefits  for  disabled  widows  and  widowers  without  regard 
to  age  (and  without  regard  to  any  previous  reduction  in 
their  benefits). 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  That  (a)(1)  section  202(e)(1)(B)  of  the  Social  Security  Act  is 

4  amended  by  striking  out  "has  attained  age  50  but  has  not 

5  attained  age  60  and". 
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1  (2)  Section  202(f)(1)(B)  of  such  Act  is  amended  by  strik- 

2  ing  out  "has  attained  age  50  but  has  not  attained  age  60 

3  and". 

4  (b)(1)  Section  202(g)(1)  of  such  Act  is  amended  by  strik- 

5  ing  out  the  semicolon  at  the  end  of  subparagraph  (B)  and  all 

6  that  follows  and  inserting  in  lieu  thereof  a  period. 

7  (2)  Section  202(q)(3)(A)  of  such  Act  is  amended  by  strik- 

8  ing  out  "age  50"  and  inserting  in  lieu  thereof  "age  60". 

9  (3)  Section  202(q)(6)  of  such  Act  is  amended  by  striking 

10  out  subparagraph  (B). 

11  (4)  Section  202(q)(7)  of  such  Act  is  amended  by  striking 

12  out  "and  the  'additional  adjusted  reduction  period'"  and  all 

13  that  follows  down  through  "period — "  and  inserting  in  lieu 

14  thereof  "excluding  from  such  period — ". 

15  (5)  Section  202(q)(10)  of  such  Act  is  amended — 

16  (A)  by  striking  out  "or  an  additional  adjusted  re- 

17  duction  period"  in  the  matter  preceding  subparagraph 

18  (A); 

19  (B)  by  striking  out  "plus  the  number  of  months  in 

20  the  adjusted  additional  reduction  period  multiplied  by 

21  43/240  of  i  percent"  in  subparagraphs  (B)  and  (C)(i); 

22  (C)  by  striking  out  "plus  the  number  of  months  in 

23  the  additional  reduction  period  multiplied  by  43/240  of 

24  1  percent,"  in  clause  (B);  and 
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1  (D)  by  striking  out  "plus  the  number  of  months  in 

2  the  adjusted  additional  reduction  period  multiplied  by 

3  43/240  of  1  percent."  in  clause  (C)(ii). 

4  (6)  Section  202(q)  of  such  Act  is  further  amended  by 

5  adding  at  the  end  thereof  the  following  new  paragraph: 

6  "(12)  Notwithstanding  any  other  provision  of  this  sec- 

7  tion,  there  shall  be  no  reduction  under  this  subsection  in  the 

8  widow's  or  widower's  insurance  benefit  of  an  individual  for 

9  any  month  in  which  such  individual  is  under  a  disability  (as 

10  defined  in  section  223(d));  and  none  of  the  provisions  of  this 

11  subsection  shall  apply  with  respect  to  such  benefit  even 

12  though  such  benefit  may  have  been  so  reduced  prior  to  the 

13  onset  of  such  disability.". 

14  Sec.  2.  The  amendments  made  by  the  fir st_ section  of 

15  this  Act  shall  apply  with  respect  to  monthly  insurance  bene- 

16  fits  payable  under  title  II  of  the  Social  Security  Act  for 

17  months  after  the  month  in  which  this  Act  is  enacted.  The 

18  Secretary  of  Health  and  Human  Services  (without  the  neces- 

19  sity  of  any  application  therefor)  shall  redetermine  the  amount 

20  of  any  widow's  or  widower's  insurance  benefit  which  is  pay- 

21  able  for  the  month  in  which  this  Act  is  enacted  in  order  to 

22  reflect  such  amendments  as  provided  in  the  preceding 

23  sentence. 

O 
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Mr.  Pickle.  Now  the  Chair  would  like  to  proceed.  We  have 
several  Members  of  Congress  who  have  been  waiting  patiently,  and 
we  appreciate  their  indulgence.  It  would  be  the  Chair's  intention  to 
go  right  ahead  and  receive  this  testimony  now.  Is  that  agreeable  to 
the  members  of  the  committee? 

If  so,  we  will  proceed.  I  have  on  my  list  the  first  Member  of 
Congress,  Mr.  Bill  Green  of  New  York.  Is  Congressman  Green 
here?  Would  you  like  to  go  ahead  and  present  your  testimony? 

While  you  are  getting  settled  let  me  ask  if  Congressman  Young 
is  here?  Congressman  Albosta  and  Congressman  Petrie?  We  will 
receive  your  testimony,  and  Congressman  Albosta,  and  of  course 
accept  for  the  record  the  testimony  of  the  other  two  gentlemen  who 
are  not  able  to  attend  or  who  had  to  leave. 

Mr.  Pickle.  Congressman  Green,  you  may  proceed.  We  will  say 
to  begin  with  that  your  testimony  in  its  entirety  will  be  made  a 
part  of  the  record.  We  are  glad  to  have  you  with  us. 

STATEMENT  OF  HON.  BILL  GREEN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Green.  Thank  you  very  much,  Mr.  Chairman.  As  a  Repre- 
sentative of  the  congressional  district  in  which  there  is  an  unusual- 
ly large  number  of  senior  citizens,  I  have  been  involved  and  con- 
cerned about  issues  which  affect  our  senior  citizens  for  some  time. 
However,  I  think  it  is  important  to  stress  that  the  problems  we  are 
examining  and  the  solutions  we  are  proposing  here  today  affect  not 
only  today's  retirees,  but  also  those  who  will  be  retiring  years  from 
now.  I  have  testified  before  the  subcommittee  previously,  and  am 
happy  to  be  here  again  today  to  discuss  my  proposal  to  aid  the 
social  security  system's  future  financial  structure. 

In  recent  months,  the  idea  which  was  included  in  my  social 
security  financing  amendments  of  the  96th  Congress  and  which  I 
believe  would  shore  up  the  long-term  financial  situation  which  the 
system  faces,  has  been  gaining  considerable  public  notice.  This  plan 
was  first  proposed  by  our  colleague,  Mr.  Conable,  during  considera- 
tion of  the  1977  legislation,  was  later  included  in  a  bill  introduced 
by  the  late  Representative  Ketchum,  and  was,  with  Mr.  Conable's 
consent,  included  in  my  bill  last  year,  a  version  of  which  I  shall  be 
introducing  shortly. 
!     Our  plan  would  rectify  the  troubled  longrun  situation  through  a 
j  gradual  increase  in  the  retirement  age.  While  this  idea  has  been 
,  around  for  a  number  of  years,  it  has  recently  been  given  attention 
by  the  President's  Commission  on  Pension  Policy  and  the  National 
Commission  on  Social  Security.  I  believe  it  is  a  feasible  solution  to 
-  one  of  the  major  problems  which  the  social  security  system  faces, 
that  is,  the  Nation's  changing  demographics. 

Because  of  the  ' 'pay-as-you-go"  nature  of  the  system,  it  is  neces- 
sary to  propose  alternatives  which  take  into  account  the  changing 
demographic  makeup  of  the  United  States.  During  this  century, 
j  there  have  been  enough  workers  paying  into  the  system  to  pay  for 
;  the  retirees — for  every  three  individuals  paying  in,  there  is  one 
drawing  out  of  the  fund.  This  will  not  be  the  case  in  the  coming 
decades.  After  the  year  2000,  when  the  children  of  the  post-World 
War  II  baby  boom  are  reaching  the  age  of  65,  that  number  will 
decrease  ultimately  to  IV2  Americans  working  for  every  one  draw- 
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ing  out.  Unless  a  drastic  change  is  made  in  the  structure  of  the 
program  itself,  the  system  is  destined  to  collapse. 

My  plan  would,  beginning  in  the  year  2000,  raise  the  minimum 
age  at  which  a  person  may  collect  maximum  benefits  by  3  months 
every  year  until  the  year  2011.  In  response  to  the  question  raised 
by  Mr.  Rousselot  during  his  questioning  of  the  previous  witnesses, 
while  there  is  no  magic  in  the  year  2000,  there  is  considerable 
significance  to  the  year  2011,  because  simple  arithmetic  will  show 
that  that  is  when  the  post- World  War  II  baby  boom  starts  to  reach 
the  age  of  65.  In  this  way,  the  proposal  would  not  affect  anyone 
who  is  currently  retired  or  is  contemplating  retirement  in  the  next 
few  years.  This  change  would  recognize  that  in  the  future,  relative- 
ly fewer  people  would  otherwise  be  paying  into  the  system,  and  a 
relatively  greater  number  would  be  taking  out. 

This  plan  recognizes  that  individuals  live  longer,  healthier  lives  I 
than  they  did  when  the  system  was  first  enacted.  Because  of  the  I 
longer  life  expectancy  rate,  individuals  are  currently  spending 
longer  periods  of  their  lives  as  "retirees"  than  they  were  previous- ! 
ly.  This  proposal  would  shorten  the  number  of  years  one  spends  as 
a  "retiree" — unless  one  took  the  actuarily  reduced  benefits  of  early 
retirement,  which  would  be  retained  under  my  bill — and  thus  the 
number  of  years  for  which  the  system  is  forced  to  pay. 

I  realize  the  social  security  system  is  facing  short-term  as  well  as  j 
long-term  problems,  and  I  would  add  that  my  legislation  addresses  I 
this  issue  by  altering  the  tax  rate  and  allowing  borrowing  between 
the  trust  funds.  However,  I  think  it  is  important  to  focus  on  the 
long-term  problems  because  it  is  necessary  to  begin  addressing 
them  rather  than  proposing  short-term,  stopgap  solutions. 

Many  would  argue  that  such  a  long-term  change  is  not  politically 
feasible, 

I  am  here  today  as  living  testimony  that  it  is.  In  my  last  two 
campaigns,  as  a  result  of  my  support  of  this  proposed  change  in  the 
social  security  system,  I  was  portrayed  by  my  opponents  as  a  j 
candidate  who  wanted  to  make  seniors  work  longer  and  harder. 
Indeed,  during  my  1978  reelection  campaign  my  opponent  ran  ads-s 
headlined  "Carter  Burden  Works  Harder  for  Old  People.  Bill  Green  . 
Wants  Old  People  To  Work  Harder." 

Nonetheless,  despite  these  campaigns  and  the  failures  of  my 
opponent  to  point  out  that  my  proposal  only  started  to  take  effect 
in  the  year  2000,  I  was  relected  by  close  to  7,500  votes  in  1978,  and  j 
by  over  22,500  votes  this  last  time  around.  So  as  I  say,  I  think  that  I 
once  this  idea  is  explained,  individuals,  senior  citizens,  and  others  j 
understand  it.  I  think  most  individuals  would  prefer  to  work  a  bit 
longer  than  to  have  their  benefits  cut  or  their  taxes  increased.  I  am  j 
hopeful,  therefore,  that  my  proposal  will  be  given  serious  consider- 
ation by  the  committee  as  not  only  an  actuarial  but  a  politically! 
feasible  alternative  to  the  present  situation. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  We  thank  you,  Congressman.  If  you  were  here  a 
little  earlier,  you  would  have  heard  the  National  Commission  on 
Social  Security  make  recommendations  that  this  is  an  approach 
that  has  feasibility,  and  though  their  approach  may  not  be  exactly 
as  you  have  outlined,  at  least  we  begin  to  talk  about  it  and  give 
serious  consideration  to  the  long-range  aspects  of  this  problem.  Sc 
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your  testimony  is  helpful  to  us.  We  appreciate  your  coming  and 
giving  us  the  benefit  of  your  testimony. 

Mr.  Green.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  Let  me  ask  if  any  of  the  other  members  have  any 
questions  of  Congressman  Green. 

Mr.  Jacobs.  Mr.  Chairman,  I  just  echo  your  own  comments  and 
thank  Mr.  Green  for  his  very  thoughtful  testimony. 

Mr.  Pickle.  Mr.  Guarini,  do  you  have  any  questions  of  Congress- 
man Green? 

We  appreciate  your  testimony  and  we  want  you  to  keep  in  touch 
with  us.  Perhaps  we  will  be  having  you  appear  before  the  commit- 
tee again. 

Mr.  Green.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Now  we  will  ask  Congressman  Donald  Joseph  Al- 
bosta  from  Michigan  to  come  forward.  Congressman  Albosta  has 
made  recommendations  before  this  committee  before  which  also,  I 
might  say,  were  adopted,  and  we  are  glad  to  have  you  with  us 
again.  I  don't  know  what  you  propose  this  time,  but  hope  it  will  be 
as  successful  as  your  last  venture. 

STATEMENT  OF  HON.  DONALD  JOSEPH  ALBOSTA,  A  REPRE- 
SENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MICHIGAN 

Mr.  Albosta.  Thank  you,  Mr.  Chairman.  It  is  nice  to  be  with  you 
again.  I  want  to  make  sure  you  know  that  I  appreciate  your  allow- 
ing me  to  testify  today  on  the  social  security  financing  issues.  I 
commend  your  leadership  in  calling  for  these  hearings  on  this 
important  subject  early  in  the  first  session. 

Mr.  Chairman,  I  come  here  today  not  advocating  one  approach  to 
social  security  financing  over  another.  Instead,  I  am  here  to  urge 
this  subcommittee  not  to  consider  the  taxation  of  social  security 
benefits  as  an  option  for  financing  the  Social  Security  program. 
Both  the  Advisory  Council  on  Social  Security  and  the  President's 
Commission  on  Pension  Policy  have  recommended  the  taxation  of 
these  benefits.  The  Washington  Post  and  the  New  York  Times  each 
gave  endorsements  to  these  recommendations.  Unfortunately,  it  is 
the  40  percent  of  the  social  security  recipients  who  have  incomes 
between  $5,000  and  $15,000  who  would  be  the  ones  to  suffer  from 
that  taxation.  It  is  a  misnomer  that  the  taxation  of  benefits  is 
needed  to  stop  elderly  citizens  from  taking  a  windfall  profit  on  tax- 
free  social  security  benefits. 

There  are  people  who,  while  receiving  social  security,  have  in- 
|  comes  in  excess  of  $30,000;  but  it  represents  only  about  3  percent  of 
I  all  recipients.  I  am  confident  that  this  subcommittee  can  give  social 
-security  recipients  across  this  Nation  an  assurance  that  you  will 
not  vote  to  tax  social  security.  Unfortunately,  in  all  due  respect, 
j  this  situation  is  not  only  in  your  hands.  The  tax  treatment  of  social 
security  benefits  is  not  mentioned  in  the  law.  The  current  tax 
status  of  benefits  is  the  result  of  an  IRS  administrative  ruling, 
j    As  you  know,  administrative  rulings  can  be  amended  and  even 
^  repealed  without  the  approval  of  Congress.  In  the  96th  Congress  I 

1  introduced  H.R.  6012,  a  bill  to  prohibit  the  taxation  of  social  secu- 
j  rity  benefits.  This  bill  had  241  cosponsors  when  the  House  passed 

2  the  concurrent  resolution  expressing  the  sense  of  the  96th  Congress 
|  that  social  security  benefits  should  not  be  taxed.  This  was  a  very 
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important  step,  and  I  appreciate,  Mr.  Chairman,  your  efforts  in 
helping  to  achieve  this  goal. 

That  resolution  is  not  binding,  however,  and  there  is  still  no 
protection  in  the  law  for  the  tax-free  status  of  social  security 
benefits.  In  light  of  this,  I  have  reintroduced  my  bill  writing  the 
nontaxability  of  social  security  benefits  into  the  law.  This  bill,  H.R. 
65,  already  has  over  200  cosponsors  and  support  is  building  rapidly. 

Mr.  Chairman,  I  urge  this  committee  to  reject  the  recommenda- 
tions to  tax  social  security  benefits.  Moreover,  I  believe  that  the 
time  is  now  to  protect  the  tax-free  status  of  social  security  benefits 
by  passing  legislation  that  would  prohibit  the  taxation  of  those 
benefits.  The  support  needed  to  pass  such  legislation  is  clearly 
present  in  the  House.  I  only  hope  that  you,  Mr.  Chairman,  and 
your  subcommittee,  will  support  this  type  of  action. 

Again  I  want  to  thank  you.  I  have  condensed  my  entire  state- 
ment down  to  a  short  one,  and  I  know  how  valuable  the  subcom- 
mittee's time  is,  and  I  have  turned  the  full  text  of  the  statement 
over  to  your  staff. 

[The  prepared  statement  follows:] 

Statement  of  Hon.  Don  Albosta,  a  Representative  in  Congress  From  the 

State  of  Michigan 

Mr.  Chairman,  thank  you  for  allowing  me  to  testify  today  on  Social  Security 
financing  issues.  I  commend  your  leadership  in  calling  for  these  hearings  on  this 
important  subject  early  in  the  first  session. 

Mr.  Chairman,  I  come  here  today  not  advocating  one  approach  to  Social  Security 
financing  over  another.  Instead,  I  am  here  to  urge  this  subcommittee  not  to  consider 
the  taxation  of  Social  Security  benefits  as  a  option  for  financing  the  Social  Security 
program. 

While  it  is  true  that  the  Advisory  Council  on  Social  Security  and  the  President's 
Commission  on  Pension  Policy  each  recommended  the  taxation  of  benefits,  I  do  not 
feel  that  such  a  plan  would  be  proper,  particularly  in  these  times  when  the  elderly 
and  the  disabled  are  finding  it  exceedingly  difficult  to  cope  with  the  rate  of  infla- 
tion. 

To  justify  its  actions,  the  Advisory  Council  states  that  because  of  the  double 
exemptions  afforded  our  elderly  citizens,  couples  living  on  combined  incomes  of 
under  $7,400  would  not  pay  any  tax  on  the  Social  Security  benefits.  This  figure 
drops  to  $4,300  for  single  people.  It  was  further  estimated  by  the  Advisory  Council 
that  the  taxation  of  Social  Security  benefits  would  affect  10.6  million  people  cur- 
rently receiving  benefits.  That  number  is  just  less  than  one  half  of  all  Social 
Security  recipients. 

According  to  U.S.  Treasury  Department  data,  over  40  percent  of  all  Social  Secu- 
rity  recipients  live  on  incomes  between  $5,000  and  $15,000.  This  income  group  I 
certainly  is  not  reaping  "windfall  profits"  from  the  tax-free  status  of  Social  Security 
benefits.  They  cannot  afford  an  additional  3-5  hundred  dollar  tax  burden  that 
would  be  placed  on  them,  should  the  Advisory  Council's  plan  be  implemented.  This 
is  particularly  true  among  the  group  of  people  with  incomes  between  $5,000  and 
$9,000.  This  group  represents  close  to  30  percent  of  all  Social  Security  recipients.  ; 
While  there  are  people  who,  while  receiving  Social  Security  have  incomes  in  excess 
of  $30,000,  it  represents  only  about  three  percent  of  all  recipients. 

Mr.  Chairman,  I  am  confident  that  this  subcommittee  can  give  Social  Security, 
recipients  nationwide  an  assurance  that  you  will  not  seek  to  tax  Social  Security 
benefits.  Unfortunately,  in  all  due  respect  to  the  power  and  depth  of  the  subcommit- 
tee, this  situation,  is  not  only  in  your  hands.  There  is  no  mention  of  the  tax  I 
treatment  of  Social  Security  benefits  in  the  Social  Security  Act.  As  you  know,  j 
administrative  rulings  can  be  amended  and  even  repealed  without  the  approval  of 
Congress. 

In  the  last  Congress,  I  introduced  H.R.  6012,  a  bill  to  prohibit  the  taxation  of  j 
Social  Security  benefits,  241  of  our  colleagues  cosponsored  this  bill,  and  I  am  pleased 
to  see  that  the  House  ended  up  passing  a  concurrent  resolution  expressing  the  sense  ; 
of  the  96th  Congress  that  Social  Security  benefits  should  not  be  taxed.  This  was  a 
very  important  step,  and  I  appreciate  Chairman  Pickle's  efforts  in  helping  to 
achieve  this  goal. 
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However,  that  action  by  the  96th  Congress  is  not  binding,  and  we  are  still  left 
with  the  situation  I  spoke  of  earlier,  whereby  the  tax-free  status  of  Social  Security 
benefits  is  protected  by  the  I.R.S.,  not  by  Congress.  There  is  still  no  protection  of 
that  nontaxability  in  the  law. 

In  light  of  this,  I  have  reintroduced  my  bill  that  would  write  into  law  the  tax-free 
status  of  Social  Security  benefits,  this  new  bill,  H.R.  65,  already  has  over  200 
cosponsors,  and  support  is  building  rapidly. 

Mr.  Chairman,  I  urge  this  committee  to  reject  the  recommendations  to  tax  Social 
Security  benefits.  I  also  believe  that  the  time  is  NOW  to  protect  the  tax-free  status 
of  Social  Security  benefits  by  passing  legislation  that  would  prohibit  the  taxation  of 
those  benefits.  The  support  needed  to  pass  such  legislation  is  clearly  present  in  the 
House.  I  am  only  hopeful  that  you,  Mr.  Chairman,  and  your  subcommittee  will 
support  this  type  of  action. 

Thank  you. 

Mr.  Pickle.  Congressman  Albosta,  your  advocacy  of  this  measure 
last  year  was  primarily  responsible  for  the  action  of  our  subcom- 
mittee and  the  full  committee  and,  in  turn,  the  Congress.  Nobody 
on  the  subcommittee  or  on  the  full  committee  so  far  as  I  know  had 
any  intention  of  taxing  social  security  benefits,  and  I  don't  think 
anybody  has  the  intention  of  taxing  social  security  benefits  this 
session  of  Congress. 

You  are  presenting,  as  I  understand  it,  a  statute  that  would  put 
it  permanently  on  the  books  that  we  would  not  tax  social  security 
benefits,  as  contrasted  to  a  concurrent  resolution  which  we  passed 
this  last  session.  But  whatever  action  we  take,  I  think  you  can  rest 
assured  that  there  is  no  movement  on  anybody's  part,  and  I  hope 
that  the  public  in  the  United  States  don't  get  the  idea  that  we  are 
about  to  tax  their  benefits,  because  we  are  not  about  to  start  taxing 
social  security  benefits.  You  are  consistent  in  your  advocacy  and 
you  are  persistent  in  your  advocacy.  I  appreciate  your  viewpoint 
but  I  assure  you  this  subcommittee  doesn't  have  any  intention  of 
taking  actions  like  that. 

Mr.  Jacobs? 

Mr.  Jacobs.  Don,  keep  up  the  good  work. 

Mr.  Albosta.  Pardon  me?  Keep  up  the  good  work? 

Mr.  Jacobs.  Yes. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  Mr.  Albosta,  your  posture  prohibiting  taxing  of 
social  security  benefits  is  commendable.  We  join  with  you  in  your 
position.  Thank  you  very  much. 

Mr.  Albosta.  Thank  you. 

Mr.  Pickle.  We  thank  you,  Congressman  Albosta,  and  appreciate 
your  testimony  very  much. 
Mr.  Albosta.  Thank  you. 

Mr.  Pickle.  We  thank  you,  Congressman  Albosta,  and  appreciate 
your  testimony  very  much.  We  probably  will  be  seeing  you  again. 
Mr.  Albosta.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  The  Chair  would  like  to  say  that  Congressman  Petri 
of  Wisconsin  will  be  rescheduled,  and  we  will  extend  the  same 
invitation  to  Congressman  C.  W.  "Bill"  Young  of  Florida. 

Now,  the  committee  in  the  morning  will  hear,  at  10  o'clock,  the 
former  Commissioners  of  the  Social  Security  Administration,  Com- 
missioner William  Driver,  Stan  Ross,  James  Cardwell,  and  Robert 
Ball,  and  then  we  will  have  a  panel  tomorrow  which  will  include 
Dr.  Ricardo-Campbell,  who  is  senior  fellow  of  the  Hoover  Institute 
of  Stanford  University,  California,  Mr.  Robert  J.  Myers,  former 
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actuary  of  the  Social  Security  Administration,  and  Dr.  Michael 
Boskin. 

The  committee  now  will  stand  adjourned  until  10  o'clock  tomor- 
row morning. 

[Whereupon,  at  12:40  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  10  a.m.,  Wednesday,  February  18,  1981.] 


SOCIAL  SECURITY  FINANCING  ISSUES 


WEDNESDAY,  FEBRUARY  18,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 

The  subcommittee  met  at  10  a.m.,  pursuant  to  notice,  in  room 
1101,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 

Mr.  Pickle.  We  will  ask  the  subcommittee  to  come  to  order. 

This  morning  we  have  the  privilege  of  receiving  testimony  from 
those  persons  who  have  served  as  Commissioners  for  the  Social 
Security  Administration.  There  are  four  individuals  who  will  tes- 
tify this  morning.  I  think  this  is  an  unusual  event. 

If  these  gentlemen  will  please  come  forward  and  take  their  seats 
at  the  witness  table — Hon.  William  J.  Driver,  Hon.  Stanford  G. 
Ross,  Hon.  James  B.  Cardwell,  and  the  Hon.  Robert  M.  Ball. 

Gentlemen,  we  are  glad  to  have  you  with  us  this  morning.  You 
gentlemen  have  had  the  privilege  of  administering  the  social  secu- 
rity program,  and  probably  have  made  as  much  of  a  contribution  to 
this  system  as  anybody  in  the  country. 

You  often  don't  get  the  headlines,  but  you  and  the  system  get  a 
lot  of  blame.  You  have  held  the  system  together  in  an  admirable 
manner.  We  have  asked  you  to  testify  this  morning  to  give  us  your 
views  and  your  statement  about  the  situation,  with  any  recommen- 
dations that  you  would  care  to  make. 

I  am  going  to  recognize  each  one  of  you  for  your  statement.  I 
believe  all  of  you  have  a  prepared  statement  except  Mr.  Cardwell. 

Mr.  Cardwell.  Correct. 

Mr.  Pickle.  Since  we  want  your  statement,  we  will  let  you  make 
i  an  oral  statement.  We  will  ask  each  one  of  you  gentlemen  to 
1  proceed.  I  will  call  on  Mr.  Ball  first.  We  will  just  go  down  the  line. 

Mr.  Ball,  I  see  that  you  have  a  rather  lengthy  statement.  I  want 
j  you  to  take  such  time  as  you  need.  You  might  summarize,  if  you 
like,  but  the  entire  statement  will  be  made  a  part  of  the  record. 

STATEMENT  OF  ROBERT  M.  BALL,  FORMER  COMMISSIONER  OF 

SOCIAL  SECURITY 

j    Mr.  Ball.  Thank  you,  Mr.  Chairman. 

During  the  last  5  or  6  years  there  have  been  three  citizens 
advisory  groups  that  have  studied  the  social  security  system  inten- 
sively for  a  long  period  of  time.  I  think  it  would  be  of  interest  to 
the  committee  for  me  to  emphasize  a  couple  of  points  where  they 
have  been  strongly  in  agreement. 
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I  am  referring  to  the  Statutory  Advisory  Council  of  1975,  the 
Statutory  Advisory  Council  of  1979,  and  the  National  Commission 
on  Social  Security,  which  has  just  filed  its  summary  report  and  will 
be  filing  its  full  report  in  March. 

All  of  these  study  groups  seem  to  me  to  foreshadow  an  emerging 
consensus  that  one  thing  that  should  be  done  to  the  combined  cash 
benefit  and  medicare  program  is  to  finance  all  or  part  of  the 
hospital  insurance  part  of  medicare  in  a  new  way — to  finance  it 
either  directly  from  general  revenues  in  whole  or  in  part,  or 
through  an  earmarked  portion  of  the  income  tax,  and  then  to 
transfer  to  the  cash  benefit  program  part  of  the  social  security  tax 
that  is  freed  up  by  this  new  method  of  financing  part  or  whole  of 
the  hospital  insurance  program. 

Now,  it  isn't  that  every  single  person  on  all  of  these  councils 
agreed  with  this  position.  But  a  majority — not  just  of  the  whole 
councils — but  a  majority  of  the  business  representatives  and  labor 
representatives  and  public  representatives  all  came  to  this  conclu- 
sion, sometimes  with  reluctance,  and  sometimes  with  enthusiasm, 
as  they  considered  other  alternatives  to  the  financial  problems  of 
the  social  security  system. 

The  other  major  area  of  agreement  in  these  three  groups  that 
seems  to  me  particularly  impressive,  though  there  were  others,  is 
that  together  with  previous  advisory  councils — and  this  goes  all  the 
way  back  to  the  original  advisory  councils  in  1939  and  from  then 
on — was  that  social  security  policy  ought  not  to  be  made  as  a  part 
of  short-term  budget  policy,  that  cuts  designed  to  bring  the  unified 
budget  more  into  balance  are  not  the  appropriate  way,  in  the  view 
of  these  groups,  to  make  policy  in  a  system  where  rights  are  based 
on  past  earnings  and  contributions,  and  where  the  commitments 
are  for  the  long  term. 

From  all  degrees  of  the  political  spectrum,  the  members  of  these 
groups  agreed  that  social  security  had  a  special  place  in  Govern- 
ment programs,  growing  out  of  its  nature  as  a  social  insurance 
program,  and  that  the  competitiveness  of  year  by  year  budget 
decisions  was  not  appropriate  to  policy  decisions  affecting  it. 

Now,  as  you  said,  Mr.  Chairman,  I  have  here  a  very  long  state- 
ment, and  I  have  no  intention  of  going  over  it  in  any  detail.  But  let 
me  comment  on  the  nature  of  the  short-term  financing  situation  in 
social  security,  and  then  something  of  the  long-term  financing 
situation  in  social  security,  with  suggestions  that  I  would  make  for 
solving  those  problems. 

Mr.  Pickle.  You  may  proceed  in  any  manner  you  wish.  Try  to 
summarize,  or  give  us  some  of  your  main  thoughts  within  a  10- 
minute  frame.  That  will  be  asked  of  each  of  you  gentlemen. 

We  certainly  don't  want  to  limit  you  in  your  time,  but  I  know 
the  members  of  the  committee  may  want  to  ask  questions.  We  have 
another  panel  that  follows.  Would  that  be  satisfactory  to  you  gen- 
tlemen? 

Mr.  Ball.  It  certainly  would  to  me,  sir. 

On  the  short-term  financing  problem,  Mr.  Chairman,  I  think  it  is 
important  to  review  quickly  why  the  old  age  and  survivors  fund  is 
in  difficulty  at  this  time.  It  grows  out  of  recent  and  present  eco- 
nomic conditions.  It  is  not  a  matter  of  demography,  as  it  is  some- 
times said  to  be  in  the  press. 
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The  short-term  situation  is  entirely  the  result  of  the  fact  that  for 
the  last  couple  of  years,  and  perhaps  for  2  or  3  years  in  the  future, 
prices,  unlike  the  usual  situation,  have  run  ahead  of  wages.  Since 
this  is  basically  a  pay-as-you-go  system,  with  most  money  paid  out 
the  same  year  in  which  it  is  collected,  this  means  that  the  income 
to  the  system,  which  is  a  percentage  of  payroll,  has  been  less  than 
expected,  whereas  the  increase  in  benefits  which  are  related  to  the 
cost  of  living  have  been  more  than  expected. 

Mr.  Pickle.  Mr.  Ball,  I  am  not  going  to  continue  to  interrupt 
you.  I  think  you  made  a  statement  that  the  committee  has  said 
over  and  over — it  does  not  seem  to  catch  on — that  the  problem  is 
primarily  one  of  inflation,  short  term. 

The  system  itself  is  basically  sound;  it  is  good.  I  just  hope  that 
point  can  be  understood  by  the  people,  and  it  can  be  stated  proper- 
ly in  the  press.  But  that  is  the  important  part  to  remember. 

Now,  I  won't  interrupt  you  again. 

Mr.  Ball.  Mr.  Chairman,  I  am  very  happy,  of  course,  to  have  you  - 
interrupt  me.  That  is  exactly  the  same  emphasis  I  would  want  to 
give  this  point — that  people  who  are  receiving  social  security,  and 
those  who  are  expected  to  receive  social  security  in  the  future,  I 
am  sure  can  rest  easy  with  the  knowledge  that  this  committee  and 
the  Congress  as  a  whole  is  giving  prompt  attention  to  this  short- 
term  situation,  and  also  to  any  possible  long-term  problems  in  the 
financing  of  the  system. 

I  have  every  confidence  that  the  money  to  meet  the  benefit 
promises  in  the  program  are  going  to  be  recommended  by  this 
committee. 

Given  the  short-term  problem  which  I  described — compounded 
somewhat  by  the  fact  that  unemployment  rates  have  also  been 
somewhat  higher  than  expected,  a  fact  which  also  reduces  the 
payroll  to  which  the  contribution  rate  is  applied — given  that  situa- 
tion, the  old  age  and  survivors  insurance  fund,  but  not  the  disabil- 
ity or  hospital  insurance  funds,  is  expected  to  have  significant 
problems,  probably  in  1982 — without  action  by  the  Congress — cer- 
tainly if  not  in  1982,  early  in  1983. 

Now,  one  can  try  to  deal  with  this  situation  with  minimum 
action.  The  Carter  administration,  for  example,  proposed  that  there 
be  interfund  borrowing  among  old  age  and  survivors  insurance, 
disability,  and  hospital  insurance,  a  procedure  which  would  carry 
the  OASI  system  somewhat  longer. 

Probably  the  old  age  and  survivors  system  under  those  condi- 
tions would  not  be  in  trouble  until  at  least  1984.  If  you  made 
■  optimistic  enough  economic  assumptions,  the  system,  merely  by 
interfund  borrowing,  would  probably  get  to  the  place  where  the 
1985  rate  increases  are  sufficient  to  then  start  an  excess  of  income 
over  outgo  well  into  the  next  century. 

Now,  Mr.  Chairman,  my  own  view  is  that  the  committee  should 
not  take  the  easy  way  out  of  depending  upon  highly  optimistic 
economic  assumptions  as  if  they  were  a  solution  to  social  security's 
short-term  financing  problem. 

It  is  very  disturbing  to  recipients  of  social  security  benefits  and 
to  the  115  million  contributors  to  social  security  who  are  counting 
on  their  protection  in  the  future  to  have  these  continual  shortfalls 
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in  the  short-range  rates  and  for  social  security  to  continue  on  the 
front  pages  of  the  newspapers  as  being  in  financial  difficulty. 

So  that  even  if  optimistic  economic  assumptions  are  proposed 
that  might  carry  the  system  through  to  the  1985  rate  increases,  I 
would  hope  that  the  committee  would  take  a  more  fundamental 
look  at  the  financing  of  the  system,  and  that  you  would  take  steps 
that  assure  the  adequate  financing  of  social  security  at  least  until 
the  next  century. 

As  I  suggested  in  the  very  early  part  of  my  testimony,  there 
seems  to  be  a  growing  agreement  that  Congressman  Barber  Cona- 
ble's  proposal  for  financing  half  of  hospital  insurance  from  general 
revenues  and  shifting  over  part  of  the  hospital  insurance  contribu- 
tion rate  to  the  cash  program  is  a  good  solution  that  can  carry  the 
program  on  into  the  next  century. 

Mr.  Chairman,  I  would  endorse  his  general  approach  and  the 
approach  of  the  National  Commission  on  Social  Security. 

I  think  I  have  a  few  more  minutes.  If  I  could  just  take  a  little 
time  to  summarize  the  longer  range  financing  problem  that  is 
perceived  by  many  for  social  security.  This  is  a  problem  of  demog- 
raphy and  occurs  not  at  all  until  the  early  part  of  the  next  century. 
I  think  it  is  important  to  get  that  distinction  correct. 

The  demography,  in  terms  of  the  growth  of  the  elderly  popula- 
tion, goes  something  like  this:  For  the  next  15  years  there  will  be  a 
substantial  increase  in  the  absolute  number  of  people  over  65, 
probably  somewhere  around  an  average  of  600,000  a  year,  then  for 
about  10  years  there  is  very  little  increase  in  the  number  of  people 
over  65. 

This  is  the  result  of  the  fact  that  in  the  twenties  there  were 
relatively  high  birth  rates,  in  the  thirties  very  low  birth  rates,  and 
then  we  come  to  the  next  century,  when  the  results  of  the  very 
high  birth  rates  following  World  War  II — the  so-called  baby  boom — 
are  first  observable.  The  people  born  in  the  forties  and  fifties  then 
become  of  retirement  age  in  the  first  quarter  of  the  next  century. 

Now,  the  increase  in  the  elderly  population  in  the  15  years 
immediately  ahead  is  not  a  particular  problem  for  social  security 
because  the  rest  of  the  population  also  grows  during  that  period. 
As  a  percentage  of  the  total,  the  elderly  population  does  not  in- 
crease significantly. 

But  in  the  next  century  it  is  expected  that  not  only  will  the  total 
number  of  those  over  65  grow  in  absolute  numbers  but  grow  rela- 
tive to  the  rest  of  the  population. 

Of  course,  it  is  the  relationship  of  the  number  of  people  over  65, 
many  of  whom  will  be  retired,  to  those  who  are  paying  into  the 
system  that  creates  the  possibility  of  a  social  security  financing 
problem. 

Mr.  Chairman,  it  is  important  in  this  connection  to  distinguish 
between  what  we  know  and  what  we  have  to  guess  at. 

We  know  that  the  number  of  people  over  65  will  grow  greatly  in 
the  next  century.  That  is  a  given.  The  people  are  already  born. 
Any  reasonable  mortality  rates  you  apply  to  the  group  will  produce 
a  huge  increase  in  the  absolute  number. 

We  do  not  know  with  anything  like  the  same  degree  of  certainty 
how  many  people  will  be  at  work  early  in  the  21st  century.  That 
depends  on  much  more  uncertain  factors — fertility  rates,  the  pro- 
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portion  of  women  in  the  paid  labor  force,  the  extent  to  which  older 
people  will  work  instead  of  drawing  social  security  benefits  as 
retirees,  immigration  rates  and  so  on. 

In  conclusion  on  that  point,  I  would  just  like  to  say  that  it  seems 
to  me  unwise  and  unnecessary  to  contemplate  cutting  social  secu- 
rity benefits  because  of  a  possible  situation  in  the  next  century 
which  we  do  not  know  will  actually  occur. 

In  summary,  Mr.  Chairman,  I  am  of  the  opinion  that  this  coun- 
try can  support  readily  the  kind  of  benefit  promises  that  are  made 
in  present  law,  both  in  the  short  run  and  the  long  run. 

Even  under  the  official  estimates,  social  security  as  a  percentage 
of  gross  national  product  actually  drops  for  many  years  in  the 
future,  and  then  rises  relatively  modestly  in  the  next  century. 

I  therefore  oppose  all  of  the  proposals  that  are  based  on  the  idea 
that  we  have  to  cut  back  on  benefits  in  order  to  finance  the  system. 

It  seems  to  me  that  we  have  the  capacity  and  that  our  object 
should  be  to  restore  public  confidence  in  this  program  by  finding 
the  financing  that  will  assure  people  that  the  benefits  now  prom- 
ised can  be  paid. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 

Statement  of  Robert  M.  Ball 

My  name  is  Robert  Ball  and  I  am  now  a  Senior  Scholar  at  the  Institute  of 
Medicine  of  the  National  Academy  of  Sciences.  From  April  1962  until  March  1973  I 
was  Commissioner  of  Social  Security  and  prior  to  that  served  for  approximately  20 
years  in  various  positions  in  the  Social  Security  Administration  and  its  predecessor 
organization,  the  Social  Security  Board.  I  am  testifying  today  as  an  individual  and 
my  opinions  do  not  necessarily  represent  those  of  any  organization  with  which  I  am 
associated. 

Recent  public  opinion  polls  show  deep  and  widespread  support  for  social  security 
and  a  good  understanding  of  its  purposes  and  principles.  At  the  same  time  the  polls 
show  considerable  concern  about  the  financing  of  the  system  and  resulting  concern 
about  the  security  of  the  benefit  promises  that  have  been  made. 

Action  is  clearly  needed  to  strengthen  public  confidence  in  social  security,  and  the 
country  is  indebted  to  this  Committee  for  addressing  itself  to  this  issue  so  early  in 
the  new  Congress. 

There  are  financial  problems  and  they  do  need  to  be  solved  by  the  prompt  passage 
of  legislation  so  that  public  confidence  in  this  program,  which  is  of  such  great 
importance  to  nearly  every  American  family,  can  be  fully  restored. 

Social  security  is  the  base  on  which  today  practically  all  families  depend  for 
protection  against  the  loss  of  income  due  to  the  retirement,  total  disability  or  death 
of  earners  in  the  family.  Everyone  knows  how  important  social  security  is  for  the 
elderly,  but  it  is  also  of  great  importance  to  earners  who  are  middle-aged  and 
younger,  not  only  because  they  are  building  protection  for  themselves  when  they 
retire — no  one  stays  young — but  because  they  have  protection  currently  against  the 
risk  of  becoming  totally  disabled  and  because  their  families  have  protection  against 
the  loss  of  income  due  to  their  deaths.  Increasingly,  too,  middle-aged  and  younger 
workers  understand  the  importance  of  social  security  as  a  better  way  of  supporting 
the  older  generation  than  the  direct  support  that  they  would  otherwise  have  to 
provide  to  their  own  parents  and  relatives.  There  is  much  appreciation  of  the 
importance  of  social  security  protection,  but  at  the  same  time  there  is  concern  about 
its  dependability. 

As  this  Committee  considers  how  best  to  strengthen  public  confidence  in  social 
security,  a  central  concern,  of  course,  will  be  the  financing  of  the  program,  and  I 
will  want  to  spend  a  major  part  of  my  testimony  on  this  question.  First,  however,  I 
j  would  like,  by  way  of  introduction,  to  say  something  about  the  basic  nature  of  social 
security. 

THE  NATURE  OF  SOCIAL  SECURITY 

What  is  this  social  security  system?  The  details  of  the  program  are  so  complicat- 
ed, and  the  rules  and  regulations  so  numerous,  that  we  are  apt  to  forget  that  the 
basic  idea  of  social  security  is  very  simple.  All  there  is  to  it  is  that  while  people 
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work  and  are  earning,  they  contribute  a  part  of  those  earnings  to  social  security, 
with  their  contributions  matched  by  the  employer  and  with  the  self-employed,  too, 
paying  in  while  they  work.  When  earnings  stop  or  are  greatly  reduced  because  of 
retirement  or  because  one  is  too  disabled  to  work,  or  because  a  family  has  suffered 
an  income  loss  when  a  wage  earner  dies,  then  benefits  are  paid  by  the  system  to 
partly  make  up  for  these  lost  earnings.  The  cash  benefit  part  of  social  security  is 
"income  insurance" — protection  against  the  loss  of  income,  just  as  other  insurance 
protects  against  the  loss  of  a  house  through  fire  or  the  loss  of  an  automobile  in  case 
of  an  accident.  It  is  a  huge  group  insurance  and  retirement  program  based  on  a 
compact  between  the  contributing  worker  and  government,  which  promises  to  pay 
benefits  under  defined  conditions  in  return  for  earmarked  social  security  taxes. 

The  program  today  provides  monthly  benefits  to  35,000,000  people — one  out  of 
every  seven  Americans.  Another  115  million  Americans  are  building  protection 
through  payments  into  the  program.  Social  security  is  entirely  self-financed  by  the 
contributions  of  these  covered  workers  and  their  employers  and  the  self-employed. 

There  is  not  only  a  legal  right  to  the  defined  benefits — a  denied  claimant  can  go 
to  a  Federal  court  for  redress  in  the  event  of  improper  denial — but  the  right  to 
protection  is  an  earned  right,  earned  by  the  work  and  contributions  of  those  who 
benefit  from  the  system.  Social  security  is  a  program  not  just  for  the  poor,  but  a 
base  on  which  everyone  can  build  protection  against  income  loss.  The  payments 
reflect  the  beneficiaries'  previous  levels  of  living  and  thus  serve  in  some  measure  as 
a  reward  for  diligence,  and  the  benefits  are  payable  without  the  scrutiny  of  individ- 
ual means  and  needs  and  so  permit  supplementation  by  the  recipient's  savings. 
Because  they  are  payable  as  an  earned  right  the  benefits  accord  with  the  self- 
respect  of  people  accustomed  to  providing  for  themselves. 

Social  security  is  America's  most  successful  program  of  social  reform.  Built  on  the 
conservative  principle  of  self-help,  with  the  protection  growing  out  of  past  work,  it 
has,  nevertheless,  created  a  revolution,  transforming  life  for  millions  of  people  from 
poverty  and  insecurity  to  relative  economic  well-being. 

In  1935,  when  the  Social  Security  Act  was  passed,  less  than  15  percent  of  the  jobs 
in  the  United  States  were  covered  by  any  sort  of  retirement,  disability  or  survivors' 
insurance  system,  and  only  a  tiny  proportion  of  those  over  65  were  drawing  retire- 
ment benefits.  Many  people  ended  their  lives  in  a  now  almost  forgotten  institution, 
the  "county  poorhouse."  This  year  95  percent  of  the  people  reaching  age  65  will  be 
eligible  for  social  security  payments  and  most  of  those  who  are  not  will  be  eligible 
for  retirement  pay  from  some  other  government  system  such  as  railroad  retirement, 
Federal  civil  service  or  a  state  or  local  plan. 

Not  only  are  social  security  benefits  tax  free  and  inflation-proof  once  they  are 
awarded,  but  prior  to  retirement  the  protection  is  kept  up  to  date  with  rising  wages. 
Thus  when  a  worker  now  in  his  early  40's  retires  at  65  after  regularly  earning  the 
average  wage,  his  benefit  will  be  about  $15,000  a  year — half  again  as  much  for  a 
couple.  The  $15,000  reflects  not  only  increases  in  prices  but  also  the  increase  in  the 
level  of  living  arising  from  productivity  increases.  The  $15,000  figure  is  based  on  the 
assumptions  in  the  1980  report  of  the  Trustees  of  the  social  security  system  that 
over  the  long  run  prices  will  rise  at  an  average  level  of  4  percent  a  year  and  wages 
at  5%  percent  a  year.  Because  of  the  automatic  provisions  now  in  the  law,  if  wages 
rise  less  than  has  been  assumed,  social  security  benefits  will  be  lower,  and  if  they 
rise  more,  benefits  will  be  higher.  The  benefits  payable  at  the  time  of  retirement, 
disability,  or  death  are  thus  kept  up  to  date  with  the  level  of  living  of  current 
workers.  Once  benefits  begin  to  be  paid,  they  are  kept  up  to  date  automatically  with 
the  increases  in  the  cost  of  living. 

Now  certainly  there  are  improvements  to  be  made  in  social  security  protection. 
Many  people  have  inadequate  benefits  today,  particularly  older  women,  but  the 
point  to  be  stressed  is  that  the  system  works  just  as  it  is,  and  it  works  well.  Thirty- 
five  million  beneficiaries — one  in  seven  Americans — get  a  check  every  month,  on 
time,  and  in  the  right  amount,  and  those  who  are  working  today  should  be  able  to 
count  on  getting  their  social  security  benefits  when  they  in  turn  become  eligible. 
The  most  urgent  problem  is  to  assure  the  sound  financing  of  the  benefits  already 
promised. 

FINANCING  SOCIAL  SECURITY 

Short-Term  Financing. — The  financing  of  social  security  is  on  a  pay-as-you-go 
basis  with  most  of  the  funds  collected  in  a  given  year  being  paid  out  in  benefits  in 
that  year.  It  is  intended  that  there  should  be  a  contingency  fund  sufficient  to  tide 
the  program  over  periods  in  which  fluctuations  in  economic  conditions  may  cause  a 
temporary  imbalance  between  income  and  outgo.  While  the  interest  earnings  on 
such  a  contingency  fund  are  useful,  they  do  not  form  any  substantial  part  of  the 
long-range  financing  of  the  social  security  program. 
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This  pay-as-you-go  system  can  ordinarily  be  expected  to  work  well.  As  long  as 
increases  in  wages  exceed  increases  in  prices,  the  income  to  the  system  (determined 
as  a  percentage  of  payrolls)  will  usually  be  enough  to  cover  the  cost  of  benefit 
increases  which  are  tied  automatically  to  price  increases.  Pay-as-you-go  financing  is 
also  sensitive  to  the  rate  of  unemployment  which,  of  course,  also  affects  payroll  size. 

At  present  the  contingency  funds  have  been  drawn  below  a  reasonably  safe  level 
because  recently  we  have  had  the  unusual  combination  of  prices  rising  faster  than 
wages  and,  at  the  same  time,  a  relatively  high  unemployment  rate. 

It  is  clear  that  some  congressional  action  will  be  needed  shortly  to  avoid  a  short- 
term  financing  problem  in  the  old-age  and  survivors'  insurance  part  of  social  secu- 
rity (the  disability  insurance  program  and  the  hospital  insurance  part  of  Medicare 
are  not  in  difficulty).  The  reallocation  of  rates  between  old-age  and  survivors' 
insurance  and  disability  insurance  signed  into  law  on  October  9,  1980  was  intended 
as  a  stop-gap  measure  and  is  probably  sufficient  only  through  calendar  year  1981. 
The  action  required  can  be  quite  minimal  or  we  can  take  the  occasion — as  I  think 
we  should — to  make  rather  fundamental  changes  in  financing. 

The  Carter  Administration  proposed  borrowing  among  the  three  social  security 
funds — the  old-age  and  survivors'  insurance  fund,  the  disability  insurance  fund,  and 
the  hospital  insurance  fund — as  a  way  of  meeting  the  short-term  problem  in  old-age 
and  survivors'  insurance  between  the  end  of  1981  and  the  point  at  which  the 
presently  scheduled  1985  contribution  rate  increases  take  hold.  If  the  economy 
improves  rapidly  and  substantially,  this  provision  alone  might  well  make  the  pres- 
ent financing  of  the  cash  benefit  program  sufficient  for  the  next  50  years  and  the 
financing  of  the  hospital  insurance  program  under  Medicare  sufficient  at  least  into 
the  1990's.  Under  other  economic  assumptions,  however,  this  plan  would  be  inad- 
equate in  the  1984-85  period,  and  Congress  would  once  again  need  to  address  the 
question  of  social  security  financing. 

My  own  view  is  that  it  would  be  desirable  to  make  fundamental  changes  in  social 
security  financing  right  away  so  that  financing  of  the  cash  benefit  program  would 
be  assured  at  least  into  the  next  century  and  without  having  to  raise  the  tax  rate 
for  old-age,  survivors'  and  disability  insurance  for  at  least  the  next  25  years.  It  is 
very  disturbing  to  beneficiaries  and  contributors  alike  to  keep  running  into  these 
short-term  crises  because  of  an  insufficent  margin  in  the  short-term  rates.  And  it  is 
disturbing  to  contributors  to  keep  facing  a  series  of  rate  increases. 

What  I  would  propose  is  that  beginning  in  1982  the  rate  for  cash  benefits,  OASI 
and  DI  combined,  be  set  at  6  percent  of  earnings  rather  than  the  presently  sched- 
uled 5.4  percent.  During  1982,  hospital  insurance  under  Medicare  could  be  financed 
by  the  present  contribution  rate  of  0.65  percent  for  the  employee,  0.65  percent  for 
the  employer  and  a  drawing  down  of  the  hospital  insurance  trust  fund,  making  the 
overall  social  security  tax  rate  for  1982  6.65  percent  (the  same  as  1981)  rather  than 
6.7  percent  as  scheduled  for  1982  in  present  law.  Beginning  in  1983,  general  rev- 
enues would  be  introduced  to  pay  half  the  cost  of  hospital  insurance.  The  contribu- 
tion rate  for  hospital  insurance  would  stay  at  0.65  percent  through  1984  and  would 
be  increased  to  0.80  in  1985  (present  law  calls  for  an  increase  in  the  HI  rate  of  0.05 
in  1985  and  an  additional  0.10  in  1986). 

The  6  percent  rate  proposed  for  the  cash  benefit  program  would  stay  at  that  level 
for  at  least  the  next  25  years.  It  is  to  be  compared  with  the  present  schedule  for 
cash  benefits  of  5.35  for  1981,  5.40  for  1982-84,  5.70  for  1985-89,  and  6.20  from  1990 
and  thereafter.  The  scheduled  1990  rate  of  6.20  is  estimated  to  produce  very  large 
excesses  of  income  over  outgo  for  at  least  15  years  or  so  after  1990,  and  the  proposed 
6  percent  rate,  starting  in  1981,  would  finance  the  cash  benefit  program  from  1981 
well  into  the  next  century. 

The  idea  of  financing  half  of  hospital  insurance  under  Medicare  out  of  general 
revenues  is  not  original  with  me  but  has  been  advocated  for  some  time  by  Congress- 
man Barber  Conable  and  has  now  been  endorsed  by  the  National  Commission  on 
Social  Security.  The  proposal  has  widespread  support,  including  support  from  labor 
organizations  and  senior  citizens'  groups.  Perhaps  because  Part  B  of  Medicare 
already  has  the  major  part  of  its  cost  covered  by  general  revenue  financing,  and 
perhaps  also  because  the  benefits  in  both  parts  of  Medicare  are  not  geared  to  past 
earnings  as  they  are  in  the  cash  benefit  program,  there  has  been  less  reluctance  to 
move  away  from  total  reliance  on  an  earnings  or  payroll  tax  in  the  Medicare 
program  as  compared  with  the  cash  benefit  part  of  social  security. 

At  the  present  time,  the  hospital  insurance  part  of  Medicare  (Part  A)  is  financed 
almost  entirely  from  a  tax  on  employers'  payrolls  and  deductions  from  workers' 
earnings,  as  in  the  case  of  cash  benefits  under  social  security.  The  exceptions  are 
minor:  contributions  from  general  revenues,  for  example,  to  pay  for  non-contribu- 
tory credits  for  military  service,  and  for  hospital  insurance  benefits  paid  to  people 
uninsured  under  social  security  at  the  time  the  hospital  insurance  program  began. 
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On  the  contrary,  about  70  percent  of  the  costs  of  Supplementary  Medical  Insurance 
(Part  B)  under  Medicare,  which  reimburses  for  the  cost  of  physicians'  services  is 
paid  from  general  revenues,  and  the  rest  of  the  cost  is  met  from  premiums  paid 
currently  by  those  insured  under  the  program.  If  both  Parts  A  and  B  of  Medicare 
are  looked  at  together,  about  20  percent  of  the  revenues  for  Medicare  come  from 
general  taxes. 

Although  what  I  have  described  is  my  preferred  plan,  there  are,  of  course,  others: 

The  very  minimal  change  of  inter-fund  borrowing  proposed  by  the  Carter  Admin- 
istration would  under  optimistic  economic  assumptions  get  the  cash  benefit  program 
through  the  next  50  years  (and  the  hospital  insurance  program  into  the  1990's) 
under  the  contribution  schedules  provided  by  present  law.  If  necessary,  this  ap- 
proach could  be  supplemented  by  some  advances  from  general  revenue  during  the 
1984-85  period  should  they  be  needed. 

Another  approach  would  be  to  provide  for  inter-fund  borrowing  as  proposed  by 
the  Carter  Administration  but,  at  the  same  time,  move  the  1985  scheduled  increase 
in  the  contribution  rate  for  cash  benefits  to  1984.  This  again  would  be  sufficient 
only  under  optimistic  economic  assumptions. 

A  plan  which  would  have  the  same  financial  result  as  the  one  I  propose  but  which 
would  not  depend  on  any  general  revenue  financing  for  hospital  insurance,  would  be 
to  provide  for  a  direct  increase  of  0.65  percent  in  the  cash  benefit  rate  in  the  near 
future.  Such  an  increase  would,  of  course,  take  the  place  of  the  various  scheduled 
increases  for  the  cash  benefit  program  in  present  law. 

In  any  event,  there  is  no  need  to  turn  to  cutting  benefit  protection  to  meet  the 
short-term  financing  problem  in  the  OASI  part  of  social  security;  there  are  any 
number  of  satisfactory  ways  of  financing  the  benefits  protection  promised  by  pres- 
ent law.  What  I  have  proposed  has  the  advantages,  as  compared  to  the  first  two  of 
the  proposals  I  have  just  described,  of  not  depending  on  either  the  realization  of 
optimistic  economic  assumptions  or  an  infusion  of  general  revenues  for  the  cash 
benefit  program.  Compared  with  the  third  proposal,  it  would  not  require  an  increase 
in  social  security  taxes  for  the  cash  benefit  program  until  at  least  well  into  the  next 
century. 

LONG-TERM  FINANCING 

Mr.  Chairman,  I  have  so  far  addressed  the  issue  of  how  to  finance  social  security 
over  the  next  25  years  or  so  and  have  not  yet  addressed  the  implications  for  social 
security  costs  of  the  changing  demographic  composition  of  the  Nation  in  the  next 
century. 

In  discussing  these  implications  it  seems  to  me  of  the  first  importance  that  we  be 
clear  in  distinguishing  between  those  matters  we  can  be  quite  certain  about  and 
those  matters  which  are  more  speculative.  The  broad  outline  of  the  growth  in  the 
absolute  number  of  the  elderly  population  over  the  next  50  years  is  quite  certain — 
perhaps  a  600,000  a  year  average  increase  in  the  number  of  those  over  65  for  about 
15  years  in  the  future  then  a  considerable  slowing  down  in  the  rate  of  increase  for 
10,  followed  by  a  huge  increase,  averaging  well  over  a  million  a  year,  for  the 
following  25  years,  and  then  a  more  or  less  leveling  off  for  many  years  after  2030. 
The  people  who  will  become  65  between  now  and  2045  have  already  been  born,  and 
the  application  of  expected  mortality  rates  (which  include  a  substantial  allowance 
for  improved  mortality)  to  the  existing  population  produces  the  results  described.  In 
other  words,  give  or  take  a  few  million,  the  number  of  people  over  65  will  rise  from 
26  million  today  to  35  million  by  1995,  rise  relatively  slowly  for  the  next  10  years, 
and  then  be  followed  by  a  huge  increase  in  just  a  25  year  period  from  about  37 
million  in  2005  to  65  million  in  2030,  with  the  number  over  65  leveling  off  after 
that. 

It  is  a  fact  that  for  approximately  the  next  15  years  large  numbers  of  people  will 
be  reaching  age  65  because  birth  rates  were  relatively  high  in  the  period  from  1915 
to  1930.  It  is  also  a  fact  that  the  number  over  65  will  not  increase  as  much  for  the 
10  years  after  1995  because  of  the  low  birth  rates  during  the  great  depression.  And 
it  is  a  fact  that  the  baby-boom  generation  of  post  World  War  II  starts  to  reach  65  in 
the  early  part  of  the  next  century. 

Much  less  certain  is  the  widely  held  belief  that  shortly  after  the  turn  of  the 
century,  just  at  the  time  the  number  of  elderly  starts  to  increase  so  rapidly,  the 
growth  in  the  20  through  64  year  old  population — ordinarily  thought  of  as  the 
working  age  population — will  come  to  a  virtual  halt  and  remain  stable  for  many 
years.  It  is  the  possibility  of  the  relative  growth  in  the  number  of  retirees  compared 
to  those  at  work  that  causes  concern  about  long-range  financing  of  social  security. 
Between  now  and  about  2005  there  continues  to  be  a  major  growth  in  the  20  to  64 
year  group — again  a  near  certainty — so  that  the  ratio  of  those  over  65  to  this 
younge  age  group  changes  relatively  little  during  this  period.  Thus  there  is  no 
significant  demographic  problem  for  social  security  for  the  next  25  years  at  least. 
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The  proportion  taking  out  and  the  proportion  paying  in  will  probably  change  very 
little. 

In  the  longer  run,  however,  there  could  be  substantial  increases  in  the  cost  of 
social  security  cash  benefits  if  we  continue  to  have  low  birth  rates,  a  continuation  of 
immigration  rates  at  the  present  legal  level,  a  substantial  increase  in  the  rate  of 
disability,  and  a  workforce  that  retires  even  earlier  than  today.  These  are  the 
assumptions  made  by  the  Trustees,  and  on  strictly  a  pay-as-you-go  basis  (no  re- 
serves) these  assumptions  produce  a  need  for  a  contribution  rate  from  2025  on  of 
about  8  percent  of  earnings  as  compared  to  6  percent  or  less  for  the  rest  of  this 
century.  If  this  turns  out  to  be  the  case,  however,  it  is  of  great  importance  to 
recognize  that  the  very  assumptions  which  produce  an  increasing  ratio  of  older 
people  to  those  at  work  also  result  in  a  declining  ratio  of  children  to  those  at  work. 
If  instead  of  the  ratio  of  those  over  65  to  those  20  through  64,  we  take  what  has 
been  called  a  total  dependency  ratio,  the  ratio  of  those  over  65  plus  those  under  20 
to  the  group  20  through  65,  we  get  a  much  different  picture  than  if  we  look  only  at 
the  elderly.  It  just  isn't  true  that  reasonable  demographic  assumptions  show  a 
larger  number  of  dependents  for  each  worker  after  the  early  part  of  the  next 
century.  Instead  what  they  show  is  a  shift  in  the  composition  of  the  dependency 
group — fewer  children,  more  elderly. 

Today  we  have  about  75  people  either  over  65  or  under  20  for  every  100  in  the  age 
group  20  through  64.  Over  the  next  25  or  30  years  this  proportion  drops  steadily 
until  it  reaches  a  low  point  of  68  per  100  around  2010.  In  other  words,  up  to  that 
year  there  are  actually  fewer  dependents  per  worker  than  we  have  now,  and  it 
takes  until  about  2020  to  get  back  to  where  we  are  today.  Even  at  the  high  point  in 
the  total  dependency  ratio  in  2035,  we  get  a  ratio  of  only  86  per  100,  as  compared  to 
90  in  1970,  and  95  in  1965.  In  the  future  people  will  need  to  shift  some  of  the 
resources  that  were  once  spent  to  raise  children  to  building  the  kind  of  world  they 
want  for  themselves  and  others  in  retirement. 

In  spite  of  the  relative  stability  of  the  total  dependency  ratio,  under  the  Trustees' 
assumptions  there  would  be  increased  costs  for  the  social  security  system.  This  is 
true  because  about  80  percent  of  the  cost  of  social  security  is  for  the  elderly.  Under 
the  central  set  of  assumptions  used  by  the  Trustees,  some  50  years  from  now  only 
two  covered  workers  per  beneficiary  will  be  paying  into  the  system  as  compared 
with  3.2  today.  As  stated  earlier,  this  depends  on  assumptions  that  include  fertility 
rates  not  rising  above  the  rate  necessary  to  replace  the  population,  continuation  of 
the  trend  to  earlier  and  earlier  retirement,  immigration  held  to  the  present  legal 
limit  of  400,000  a  year,  and  an  increase  in  the  incidence  of  total  disability  to  a  level 
substantially  higher  in  the  future  than  it  is  today.  These  assumptions  can  be 
defended  but  they  can  also  be  questioned.  The  result  of  these  assumptions  is  that, 
while  the  present  cash  benefit  program,  kept  up  to  date  with  wages  and  prices,  can 
be  financed  well  into  the  next  century  for  a  6  percent  contribution  rate  or  less,  in 
the  longer  run,  on  a  strictly  pay-as-you-go  basis,  a  self-financed  system  would 
require  about  an  8  percent  contribution  rate  because  of  the  shift  in  the  ratio  of 
beneficiaries  to  contributors. 

Now  an  8  percent  contribution  rate  is  not  an  overwhelming  burden.  German 
workers  already  pay  that  rate  for  old-age,  survivors'  and  disability  insurance  protec- 
tion and,  in  addition,  the  general  revenues  of  the  German  government  pay  for  19 
percent  of  the  cost  of  the  system.  But  an  8  percent  rate  for  the  United  States' 
system  is  in  sharp  contrast  to  what  would  be  required  under  a  different  and,  I 
would  think,  perhaps  as  reasonable  a  set  of  long-range  assumptions.  No  matter 
what  assumptions  are  made  about  fertility  rates,  immigration,  retirement  age,  etc., 
it  does  not  make  startling  differences  in  the  estimated  cost  of  the  social  security 
system  for  the  next  25  years.  In  the  near  term,  financing  problems,  if  any,  arise 
from  the  lack  of  an  adequate  contingency  reserve  to  see  the  system  through  major 
economic  fluctuations.  The  important  factors  in  the  short  run  are  the  depth  and 
length  of  recession  periods,  the  level  of  unemployment  and  inflation,  the  relation  of 
price  increases  to  wage  increases — that  is,  economic  factors.  But  in  the  next  cen- 
tury, predicted  costs  vary  widely  depending  on  demographic  and  other  factors  not 
primarily  economic. 

A  set  of  assumptions  developed  by  the  actuaries  which  are  more  optimistic  than 
the  central  set  shows  that  the  social  security  contribution  rate  for  cash  benefits 
might  not  need  to  rise  above  about  6.5  percent  for  the  next  75  years.  The  most 
pessimistic  set  of  assumptions,  on  the  other  hand,  shows  the  need  for  a  much  higher 
rate  than  called  for  by  the  intermediate  estimates.  What  is  crucial,  of  course,  is  how 
many  people  are  paying  in  compared  to  how  many  people  are  taking  out. 

My  main  point  is  that  we  don't  know  very  much  about  what  will  happen  on  this 
crucial  factor  some  25  to  50  years  from  now.  We  can  be  quite  certain  about  the  large 
increase  in  the  absolute  numbers  of  the  elderly,  but  we  really  don't  know  very  much 
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about  future  fertility  rates,  the  extent  to  which  women  in  the  future  will  work  in 
the  paid  labor  force  rather  than  as  homemakers,  the  extent  to  which  under  condi- 
tions of  fewer  new  entrants  to  the  labor  force  employers  will  offer  inducements  to 
workers  to  stay  on  at  their  jobs  longer  than  they  do  today,  what  our  immigration 
policy  will  be,  and  all  the  other  factors  which  will  affect  the  ratio  of  "payers-in"  to 
"takers-out."  We  just  don't  know  whether  social  security  costs  measured  as  a 
percentage  of  payrolls  will  significantly  increase  in  the  next  century  or  not. 

In  any  event,  it  can  be  expected  that  over  the  long  run  productivity  increases 
translated  into  higher  levels  of  living  will  make  any  increase  in  contribution  rates 
that  might  be  necessary  easier  to  bear.  Most  people  do  not  question  some  increase 
in  productivity  in  the  future.  The  argument  is  mainly  over  how  large  these  in- 
creases will  be.  Even  modest  increases  of  1%  percent  a  year,  on  the  average — for 
example,  the  Trustees'  assumptions  of  a  4  percent  annual  price  increase  and  a  5% 
percent  wage  increase  over  the  long  run  (a  much  lower  percentage  increase  than 
the  2  to  2.5  percent  which  up  until  recently  has  been  the  historical  average — 
translate  into  a  doubling  of  real  wages  after  social  security  taxes  by  about  2025.  As 
a  percentage  of  GNP,  social  cash  benefits,  according  to  the  intermediate  estimates  of 
the  Board  of  Trustees,  gradually  drops  from  5.05  next  year  to  4.30  by  2003,  and  then 
rises  to  a  peak  of  6.36  in  2030,  falling  again  to  5.82  in  2055.  It  seems  to  me  quite 
wrong  to  consider  making  reductions  in  social  security  protection  now  based  on  the 
notion  that  in  the  distant  future  the  costs  of  the  present  social  security  law  will 
somehow  become  much  more  difficult  to  support.  This  is  not  likely  to  be  the  case. 

I  am,  therefore,  completely  opposed  to  the  various  proposals  now  being  discussed 
that  would  shrink  the  future  role  of  social  security.  They  are  of  several  kinds: 

1.  Specific  benefit  cuts  such  as  a  reduction  in  the  cost-of-living  adjustment,  elimi- 
nation of  the  lump-sum  payment,  the  minimum  benefit,  students'  benefits,  further 
reductions  in  disability  protection,  etc.  These  changes,  unless  done  very  gradually 
and  over  a  long  period  of  time,  not  only  reduce  needed  protection  but  have  the 
effect  of  undermining  public  faith  in  the  promises  of  social  security,  an  exactly 
opposite  effect  from  what  is  needed — the  strengthening  of  public  confidence  in  social 
security. 

2.  A  shift  to  price  indexing  instead  of  wage  indexing  in  computing  benefits.  This 
proposal  has  the  effect  of  significantly  reducing,  in  the  long  run,  the  proportion  of 
recent  earnings  replaced  by  the  social  security  benefit.  As  an  example,  let  me  take 
the  proposal  made  in  1976  by  a  consultant  panel  on  social  security  to  the  Congres- 
sional Research  Service.  This  panel  proposed  that  benefits  for  future  retirees  be 
indexed  more  or  less  to  prices,  although  it  did  not  go  all  the  way  in  this  regard.  But 
even  so,  under  the  panel's  approach,  benefits  as  a  percentage  of  wages  in  the  year 
before  retirement  for  the  average  earner  retiring  at  65  dropped  from  about  42 
percent  today  to  30  percent  by  2010  and  to  25  percent  by  2050. 

3.  The  proposal  that  the  age  at  which  full  social  security  benefits  are  paid  be 
raised  from  65  to  some  later  age  such  as  68.  This  proposal  is  simply  another  way  of 
cutting  benefits.  Benefits  would  still  be  payable  at  65,  they  would  just  be  20  percent 
less  than  they  are  today  and  one  would  have  to  wait  until  68  to  get  the  amounts 
now  promised  at  65.  This  significantly  reduces  the  value  of  the  protection  that 
young  workers  are  now  paying  for.  There  would  be  many  people  who  could  not  get 
jobs  or  keep  jobs  after  65  who  would  be  forced  to  take  the  lower  benefit  even  if  the 
job  market  were  more  favorable  to  the  average  older  person  than  it  is  today. 

4.  A  somewhat  more  subtle  proposal  for  shrinking  the  role  of  social  security  is  to 
drop  the  weighted  benefit  formula  in  the  system  or  the  spouse's  benefit  (some 
proposals  would  do  both)  and  to  pay  all  workers  a  single  percentage  of  past  average 
earnings.  The  percentage  paid  would  probably  leave  higher-paid  workers  about 
where  they  are  today  under  the  social  security  system,  but  the  lower-paid,  without  a 
weighted  benefit  formula  or  dependents'  benefits,  would  in  large  numbers  be  forced 
to  turn  for  supplementation  to  Supplemental  Security  Income,  with  its  tests  of 
income  and  assets,  its  penalty  on  savings,  and  the  undependability  and  humiliation 
of  welfare  progams  in  general. 

The  most  recent  polls  that  I  have  seen  show  clearly  that  social  security  is  a 
popular  program,  that  the  majority  of  people  do  not  favor  cuts  in  benefits,  and  that, 
if  necessary,  they  are  willing  to  pay  higher  social  security  taxes  to  support  the  level 
of  protection  now  provided.  People  just  do  not  react  to  social  security  taxes  as  they 
do  to  other  taxes  since  social  security  taxes  are  earmarked  for  specific  protection, 
and  they  do  not  react  to  social  security  benefits  as  they  do  to  other  government 
expenditures  because  they  see  the  benefit  resulting  from  a  compact  between  the 
government  and  the  contributor. 
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A  FINANCING  PLAN  FOR  THE  FULL  75  YEARS  OVER  WHICH  THE  ESTIMATES  ARE  MADE 

I  think  it  would  be  a  good  idea,  as  the  last  Advisory  Council  on  Social  Security 
suggested,  to  have  a  social  security  tax  rate  put  in  the  law  that  would  fully  finance 
the  cash  benefit  program  according  to  the  official  estimates  of  the  Board  of  Trustees 
over  the  entire  75-year  period  for  which  the  long-range  estimates  are  customarily 
made.  But  we  ought  to  realize  that  such  a  rate  is  just  an  illustration  of  what  might 
happen  under  one  set  of  assumptions  about  what  the  world  will  be  like  in  the 
distant  future. 

The  Council  called  for  a  single  step  increase  early  in  the  next  century  based  on 
the  theory  that  it  is  the  absence  of  a  schedule  which  fully  finances  the  cash 
program  over  the  75-year  period  that  causes  journalists  and  editorial  writers  to 
emphasize  that  social  security  does  not  have  enough  financing  to  cover  all  costs  in 
the  long  run.  The  facts  that  under  the  present  assumptions  the  deficit  is  not 
estimated  to  occur  for  50  years  and  that  estimating  costs  some  50  years  from  now  is 
an  impossible  business  are  frequently  lost  on  the  reader;  the  story  just  comes  out 
that  social  security  is  underfinanced.  For  the  cash  benefit  program,  a  contribution 
rate  of  6  percent  into  the  next  century  and  a  rate  of  about  7.5  percent  from  then  on 
would  meet  the  cost  as  now  estimated  by  the  central  set  of  assumptions  over  the 
whole  75-year  period.  (A  rate  of  about  7.5  percent  is  sufficient  for  this  purpose 
rather  than  the  ultimate  pay-as-you-go  rate  of  8  percent  previously  referred  to 
because  the  7.5  percent  is  the  average  rate  needed  over  a  period  of  many  years.) 

I  believe  this  is  worth  doing  even  though  it  is  true,  of  course,  that  as  one 
approaches  the  effective  date  for  the  higher  rate  it  would  need  to  be  modified.  First 
of  all,  if  present  estimates  were  exactly  correct,  it  would  undoubtedly  still  be 
desirable  to  stretch  out  the  increases  in  terms  of  a  current  cost  financing  formula, 
just  as  we  have  in  the  past,  rather  than  have  such  an  abrupt  rise  in  rates  and  a  big 
jump  in  trust  fund  accumulations.  Secondly,  it  would  become  clear  as  one  nears  the 
turn  of  the  century  that  the  actual  long-range  costs  of  the  program  would  be 
somewhat  different  than  are  presently  estimated,  either  higher  or  lower. 

My  main  point,  though,  is  that  we  cannot  possibly  know  what  social  security  costs 
will  be  some  50  to  75  years  from  now.  This  point,  I  think,  is  well  illustrated  by  the 
fact  that  in  the  late  1930's  and  early  1940's  the  same  sort  of  dire  predictions  that  we 
are  now  hearing  were  projected  to  occur  in  the  year  1980.  The  National  Resources 
Committee  of  the  Federal  government  in  "The  Problems  of  a  Changing  Population" 
predicted  in  May,  1938,  in  an  estimate  that  gained  wide  currency,  that  by  1980  from 
13  to  17  percent  of  the  total  population  would  be  over  age  65.  Actually  the  figure  is 
about  11  percent  today  and  the  dire  predictions  then  made  about  the  "burden  of  the 
elderly"  and  all  the  other  changes  that  arise  from  such  a  huge  increase  in  the 
percentage  of  the  elderly  have,  of  course,  not  occurred.  It  seems  to  me  that  the  part 
of  wisdom  is  to  move  very  slowly  indeed  in  making  current  program  changes  based 
on  a  picture  of  how  things  are  going  to  be  some  25  to  50  years  from  today. 

In  summary,  there  is  no  reason  to  expect  that  in  the  long  run  the  economic 
burden  of  supporting  the  present  social  security  law  will  be  greater  than  it  is  today: 
I  (1)  It  is  not  at  all  clear  whether,  and  to  what  extent,  there  will  actually  be  an 
j  increase  in  the  ratio  of  those  drawing  benefits  to  those  paying  in.  (2)  In  terms  of  the 
basic  economic  situation  in  the  future,  there  will  not  be  more  dependents  per 
worker  than  there  were,  say,  in  1970 — there  will  be  more  older  people  but  fewer 
children.  (3)  It  can  be  expected  that  the  real  wage  level  will  be  much  larger  in  the 
long-range  future  than  it  is  today — perhaps  about  twice  as  high  by  2025  after  social 
security  taxes — so  that  any  increase  required  in  social  security  contributions  would 
be  much  easier  for  workers  in  the  future  to  bear.  (4)  Finally,  under  present  law, 
social  security  benefits  as  a  percentage  of  gross  national  product  (using  the  assump- 
tions in  the  middle-range  estimates  of  the  latest  Trustees'  report)  show  a  consider- 
-  able  drop  between  now  and  the  early  part  of  the  next  century  and  a  relatively  small 
j  increase  thereafter — in  the  range  of  5.05  next  year,  4.30  shortly  after  after  the  turn 
j   of  the  century,  6.36  in  2030  and  5.82  in  2055. 

SEPARATE  ADMINISTRATION  AND  BUDGETING 

I  believe  it  would  add  significantly  to  public  understanding  of  the  trustee  charac- 
j  ter  of  social  security  as  a  retirement  and  group  insurance  plan  if  the  program  were 
administered  by  a  government  corporation  or  board  directly  under  the  President, 
and  if  its  financial  transactions  were  kept  entirely  separate  from  other  government 
income  and  expenditures. 

Social  security  which  has  some  80,000  employees  and  some  1,400  district  offices 
across  the  country,  is  one  of  the  very  largest  direct-line  operations  of  the  Federal 
government.  It  accounts  for  nearly  60  percent  of  the  personnel  of  the  Department  of 
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Health  and  Human  Services,  and  paid  out  $1  for  every  $3  spent  by  all  the  rest  of 
the  Federal  government. 

It  does  not  make  sense  administratively  to  have  this  huge  program,  which  inti- 
mately touches  the  lives  of  just  about  every  American  family,  operated  as  a  subordi- 
nate part  of  another  government  agency.  The  management  of  social  security  could 
be  made  more  responsive  to  the  needs  of  its  beneficiaries  and  contributors  if  it  were 
free  from  the  frequent  changes  in  the  levels  of  service  to  the  public  which  grow  out 
of  short-term  decisions  about  employment  ceilings  and  the  varying  management 
value  systems  which  follow  the  frequent  changes  of  HHS  Secretaries  and  their 
immediate  staffs.  But  most  importantly,  an  independent  board  or  corporation  would 
be  visible  evidence  that  contributory  social  insurance  was  separate  from  other 
government  programs. 

Until  the  fiscal  year  1969  budget,  the  financial  transactions  of  the  social  security 
system  were  kept  entirely  separate  from  general  revenue  income  and  expenditures, 
except  for  purposes  of  economic  analysis.  Today  they  are  a  part  of  a  unified  budget, 
which  lumps  together  general  revenue  income  and  expenditures  and  the  separately 
financed  social  security  system.  This  is  leading  to  confusion  on  just  how  separate 
from  other  government  programs  social  security  really  is.  In  the  interest  of  protect- 
ing social  security's  long-term  commitments,  the  separateness  of  social  security 
financing  should  be  made  unmistakably  clear. 

The  purpose  of  the  annual  budget  is  to  make  choices  among  expenditures,  giving 
preference  in  the  budget  period  to  one  expenditure  over  another,  and  also  to 
determine  who  pays  what  and  how  much  for  the  expenditures.  Social  security 
promises — stretching  into  the  distant  future,  resting  on  past  earnings  and  contribu- 
tions, and  with  separate  financing — are  not  a  proper  part  of  this  essentially  compet- 
itive process.  The  obligations  of  social  security  should  be  "uncontrollable"  in  the 
sense  that  they  are  the  product  of  an  agreement  to  furnish  certain  protection  in 
return  for  certain  contributions. 

The  inclusion  of  social  security  transactions  in  a  unified  budget  is  bad  for  other 
reasons  as  well.  It  leads  to  distortion  of  the  decision-making  process  in  other 
programs.  Occasional  excesses  of  income  over  outgo  in  social  security  operations  in 
the  short  run  tend  to  be  used  as  an  excuse  for  financing  additional  general  revenue 
expenditures  since  social  security  income,  though  legally  reserved  for  social  security 
expenditures,  is  treated  in  the  budget  in  the  same  way  as  general  revenue  income 
and  shows  up  as  if  it  were  available  money.  Contrariwise,  short-run  social  security 
deficits  financed  from  the  reserves  lead  to  unwarranted  reductions  in  other  govern- 
ment expenditures,  because  everything  is  included  together  in  the  budget  ceilings 
set  by  the  Executive  Branch  and  the  Congress. 

Just  about  every  American  has  a  major  stake  in  protecting  the  long-term  commit- 
ments of  the  social  security  program  from  fluctuations  in  politics  and  policy.  The 
administration  of  social  security  by  a  separate  government  corporation  or  board  and 
the  separation  of  social  security  financial  transactions  from  other  government  and 
expenditures  would  strengthen  public  confidence  in  the  security  of  the  long-run 
commitments  of  the  program  and  in  the  freedom  of  the  administration  operations 
from  short-run  political  influence.  It  would  give  emphasis  to  the  fact  that  in  this  . 
program  the  government  is  acting  as  trustee  for  those  who  have  built  up  rights 
under  the  system.  ,  ' 

CONCLUSION 

All  in  all,  I  believe  that  the  social  security  system  that  emerged  from  the  1977 
amendments  is  a  good  one.  Our  major  task  is  to  strengthen  public  confidence  in  the 
system's  financing,  in  the  dependability  of  the  benefit  payments,  and  in  the  inten-  [; 
tion  of  the  government  to  honor  the  commitments  that  have  been  made.  Social 
security  continues  to  be  immensely  popular,  but  the  reports  of  financial  crisis  and 
bankruptcy,  the  proposals  to  suddenly  cut  back  on  benefits  that  people  have  been 
counting  on,  and  a  failure  of  government  to  make  clear  that  the  self-financed  . 
system  of  social  security  cannot  appropriately  be  manipulated  for  short-term  budget 
objectives  have  contributed  to  weakening  the  public's  confidence  in  the  system. 

The  changes  I  have  suggested  would  help  meet  this  problem.  In  addition,  there 
are  minor  changes  to  be  made  that  would  improve  the  system,  and,  over  the  long 
run,  I  believe  that  modifications  will  need  to  be  made  that  improve  protection  for  ' 
both  homemakers  and  women  who  work  for  market  wages.  But  I  would  suggest 
concentrating  now  on  strengthening  public  confidence  in  the  program..  This  does  not 
seem  to  me  a  good  time  to  propose  further  improvements  in  social  security,  and 
cutting  back  on  protection  already  promised,  I  believe,  carries  the  danger  of  further 
weakening  public  confidence. 

Mr.  Chairman,  I  have  great  confidence  in  you  and  in  the  members  of  this 
Committe  with  whom  I  am  acquainted.  I  know  the  great  responsibility  you  all  feel 
for  the  social  security  program. 

Thank  you  very  much  for  the  opportunity  to  present  this  testimony  to  you. 


115 


Mr.  Pickle.  We  thank  you,  Mr.  Ball. 

I  have  questions  for  you,  and  I  am  sure  other  panelists  do,  too. 
But  in  the  interest  of  getting  the  testimony,  let's  continue. 
Mr.  Ross,  would  you  now  proceed? 

STATEMENT  OF  STANFORD  G.  ROSS,  FORMER  COMMISSIONER 
OF  SOCIAL  SECURITY 

Mr.  Ross.  Thank  you,  Mr.  Chairman. 

I  also  have  a  prepared  statement,  which  if  you  would  agree  to  let 
me  insert  it  in  the  record,  I  would  then  just  briefly  summarize  in 
about  10  minutes. 

Mr.  Pickle.  That  will  be  done,  Mr.  Ross.  We  appreciate  your 
cooperation. 

Mr.  Ross.  I  would  start  out  by  making  two  overall  observations 
which  I  hope  would  guide  all  of  us  as  we  think  about  these  difficult 
problems. 

One  is,  I  think  it  is  important  to  take  a  comprehensive  approach 
to  your  work  and  to  view  social  security,  not  simply  as  an  isolated 
program,  but  as  part  of  an  entire  incomes  security  sector  of  the 
economy. 

I  think  some  of  the  errors  that  have  been  made  in  the  past  have 
been  to  regard  social  security  as  perhaps  having  to  do  the  whole 
job,  having  to  take  care  of  things  which  perhaps  people  should  take 
care  of  themselves  through  private  plans  or  private  savings,  or 
which  the  Government  needs  to  deal  with  through  welfare  pro- 
grams. 

I  think  that  it  is  important,  as  you  go  about  making  changes  in 
social  security,  that  you  see  not  only  its  strengths,  which  we  are  all 
very  well  aware  of,  but  its  limitations  if  you  try  to  push  it  into 
areas  where  it  should  not  be  pushed. 

Second,  I  would  urge  that  you  deal  with  the  problems  compre- 
hensively, if  you  can.  This  committee  has  done  very  valuable  work 
in  recent  years  in  preparing  itself.  We  have  had,  as  Mr.  Ball 
mentioned,  three  advisory  groups. 

It  becomes  time  to  deal  not  just  with  the  immediate  problem, 
which  is  that  the  OASI  fund  will  not  have  sufficient  funds  to  pay 
benefits  around  this  time  next  year  if  action  isn't  taken,  but  the 
entire  short-term  financing  problem  and  the  long-term  problem. 

I  would  also  say  address  the  growing  list  of  problems  which  the 
I  public  is  very  much  aware  of  now,  relating  to  the  retirement  age, 
1  the  earnings  test,  et  cetera. 

I  think  you  ought  to  try  to  do  a  whole  package  that  makes  good 
sense  in  terms  of  setting  the  system  on  a  sound  basis  for  the 
i  indefinite  future. 

i  Having  said  that,  I  must  say  that  I  think  you  face  a  very  difficult 
problem  because  right  beneath  the  broad  surface  of  support  for 
social  security,  there  are  sharply  held  views  which  are  in  conflict 
with  each  other,  and  which  would  lead  to  different  solutions  to 

j  these  problems. 

In  my  judgment,  the  only  kind  of  bill  that  will  pass  the  Congress 
|  will  be  one  which  compromises  these  sharply  conflicting  views.  I 
would  hope  that  people  will  pull  together  ultimately  and  see  that  a 
bill  that  contains  some  things  they  like  and  some  they  don't  like  is 
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the  best  that  can  be  done  to  fix  a  system  where  people  can  justifi- 
ably and  legitimately  view  it  in  different  ways. 

Basically,  there  are  three  points  of  view  that  have  to  be  compro- 
mised. One  is  the  traditional  supporters  who  are  for  an  expanded 
system,  as  large  a  system  as  is  feasibly  possible.  This  philosophy,  in 
effect,  guided  the  system  from  its  inception  in  1935  through  the 
1972  act,  which  increased  benefits  20  percent,  indexed  them  to 
inflation,  and  did  not  raise  1  cent  of  taxes. 

A  second  group  that  needs  to  be  taken  into  account  is  the  more 
conservative  view  that  would  say  we  have  to  begin  to  scale  back 
the  benefits  structure  in  the  long  run  to  the  level  of  payroll  taxes 
that  the  public  is  comfortable  with;  and  it  is  for  moderation;  and  it 
is  for  recognizing  that  something  must  be  done  to  increase  private 
savings  and  private  plans,  and  that  we  must  have  humane  means 
tested  programs  to  take  care  of  those  segments  that  social  security 
cannot  be  expanded  into. 

Finally,  there  is  a  growing  third  viewpoint  which  focuses  on  the 
fact  that  the  payroll  tax  on  the  one  side  is  part  of  tax  policy  and 
general  economic  policy,  that  increasing  payroll  taxes  at  some 
point  fuel  inflation  and  they  are  not  helpful  to  the  overall  econom- 
ic policy  of  the  Nation. 

It  is  also  a  view  that  on  the  benefits  side  sees  social  security  as  a 
social  program  with  other  social  programs,  where  it  must  be  so 
viewed,  and  if  there  are  things  in  it  which  do  not  make  sense 
because  there  are  other  social  programs,  they  must  be  changed. 

Now,  to  be  more  concrete,  I  would  just  briefly  sketch  the  package 
that  I  could  see  emerging  that  would  take  account  of  all  of  these 
different  and,  as  I  say,  justifiable  viewpoints. 

First,  I  think  there  should  be  substantial  benefit  restructuring.  I 
think  that  the  kinds  of  changes  which  are  presently  being  consid- 
ered by  the  Reagan  administration,  and  which  were  previously 
urged  by  the  Carter  administration,  are  things  which  could  be 
done,  such  as  phasing  out  of  the  college  student  benefit  and  the 
minimum  benefit  and  further  tightening  of  the  disability  program. 

In  the  longer  range,  I  think  that  there  is  a  need  to  slow  the 
growth  of  the  benefits  structure.  Let  us  be  clear.  It  will  grow  and 
grow  enormously  simply  because  of  the  demographics  and  decisions 
that  were  made  previously. 

It  is  a  question  of  how  far  and  how  fast  it  is  going  to  grow,  and  it 
seems  to  me  that  if  we  are  mandating  benefits  at  this  point,  we 
should  be  prudent  about  the  fact  that  we  are  also  mandating  taxes 
that  the  younger  generations  will  have  to  pay. 

Much  more  cognizance  must  be  taken  of  the  situation  of  younger 
workers  and  younger  people,  many  of  whom  are  still  to  be  born, 
who  will  have  to  pay  for  this.  It  seems  to  me  moderation  and 
prudence  in  the  size  of  the  benefits  structure  is  clearly  called  for. 

Finally,  there  are  some  special  features  as  you  do  benefit  restruc- 
turing that  should  be  taken  into  account. 

There  are  aspects  of  the  benefits  structure  that  discriminate 
against  women,  and  these  should  be  changed.  There  are  special 
needs  of  the  very  aged  that  will  become  increasingly  important, 
and  these  should  be  addressed.  Benefits  should  be  made  more 
proportional  to  taxes  so  that  everyone  does  get  their  moneys' 
worth. 
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Finally,  I  would  urge  that  you  consider  a  way  of  bringing  every- 
body into  the  system,  including  the  Government  workers.  I  think  it 
can  be  done  on  a  basis  in  which  the  people  brought  in  are  not 
harmed  and  then  everybody  would  know  that  they  are  all  under 
the  same  system.  It  would  help  the  public's  attitude  toward  Gov- 
ernment. 

I  would  also  urge  that  some  limitations  be  placed  on  payroll  tax 
financing,  and  that  we  begin  to  consider  the  introduction  of  some 
general  revenues.  There  are  various  ways  to  do  the  general  rev- 
enues. 

One  that  was  proposed  previously  would  be  to  provide  for  an 
amount  to  compensate  for  countercyclical  shortfalls;  in  other 
words,  shortfalls  in  the  revenues  that  are  due  to  having  an  econo- 
my that  is  not  working  the  way  it  should. 

It  may  well  be  that  philosophically  the  way  to  handle  the  gener- 
al revenue  issue  is  not  to  put  general  revenues  into  the  trust  funds, 
but  simply  to  take  parts  of  the  program  that  should  not  be  trust 
fund  financed  and  to  regard  those  as  outside  this  trust  fund  con- 
cept. 

That,  frankly,  is  how  I  read  the  proposals  to  begin  to  use  general 
revenues  to  make  medicare  payments.  I  think  the  national  health 
planning  area  increasingly  requires  a  separate  focus,  and  the  pay- 
roll tax  might  well  be  restricted  to  financing  the  cash  benefits 
program. 

I  would  also  support  the  borrowing  between  funds  as  a  method  of 
easing  financial  management.  I  would  urge  an  overall  statutory 
commitment  to  pay  benefits  that  are  legislated  so  that  the  public 
would  know  that  checks  will  always  be  paid  if  the  law  calls  for 
them  to  be  paid. 

Just  as  we  have  a  statute  that  guarantees  the  payment  of  inter- 
est on  the  national  debt,  we  ought  to  have  a  similar  statute  that 
guarantees  the  payment  of  social  security  benefits. 

I  think  you  ought  to  get  into  the  retirement  age  issue.  A  good 
number  of  groups  have  urged  that  it  be  moved  from  the  normal 
age  65  to  the  age  68.  On  this  subject,  I  believe  that  the  most 
important  part  of  the  problem  is  that  the  age  65  has  ceased  to  be 
the  normal  retirement  age. 

Something  like  three-quarters  of  recent  retirees  retired  age  62  to 
64.  If  something  could  be  done  to  restore  age  65  as  the  normal 
retirement  age,  a  good  part  of  the  problem  could  be  addressed. 

Then  you  might  also  consider  incentives  as  opposed  to  compul- 
sion for  people  to  stay  in  the  work  force  after  age  65.  You  might 
consider  things  like  eliminating  the  earnings  test,  giving  extra 
.credits  for  work  beyond  age  65,  and  perhaps  doing  something  to 
make  the  job  market  adjust  to  the  fact  that  there  are  talented  and 
experienced  people  over  age  65  who  would  rather  work  than  retire. 

I  also  believe  that  the  subject  of  indexing  should  be  reviewed.  It 
was  put  in  in  1972  before  anybody  really  believed  it  would  happen, 
i  and  it  was  not  put  in  correctly.  In  1977,  the  doubling  up  factor  had 
j  to  be  corrected. 

||  There  is  increasing  evidence  that  it  may  not  be  an  appropriate 
measure,  and  there  is  increasing  evidence  that  we  have  to  look  at 
indexing  in  terms  of  its  effects  on  the  entire  economy. 
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I  for  one  think  it  ought  to  be  a  no  holds  barred  review  where  the 
committee  gets  the  very  best  evidence  that  economists  can  produce, 
and  take  another  look  at  it. 

I  would  also  urge  that  you  lay  the  groundwork  for  some  continu- 
ing reform  in  this  area.  I  think  the  day  has  passed  when  advisory 
councils  can  do  the  job.  I  think  the  three  recent  ones  have  done 
very  valuable  work.  They  have  assembled  interesting  data  and 
recommendations . 

But  we  need  more  continuity,  and  I  would  urge  something  like 
the  GAO  proposed,  a  permanent  National  Commission  on  Income 
Security  that  collected  data,  developed  data  on  an  ongoing  basis, 
monitored  programs,  and  made  recommendations  to  the  Congress 
and  executive  branch  on  a  continuing  basis. 

I  think  that  the  problems  are  just  too  immense,  they  go  far 
beyond  social  security.  Unless  there  is  some  public  forum  that 
focuses  attention  on  this  whole  income  security  area,  it  is  difficult 
to  see  it  whole. 

That  does  briefly  summarize  my  views.  I  will  be  happy  to  answer 
any  questions  about  them  that  you  may  have. 
Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Stanford  G.  Ross 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  pleased  to  have  the 
opportunity  to  participate  in  your  hearings  on  social  security  financing  issues.  I 
served  as  Commissioner  of  Social  Security  during  1978-1979  and  was  Chairman  of 
the  Advisory  Council  on  Social  Security  prior  to  my  appointment  as  Commissioner.  I 
am  presently  a  partner  in  the  Washington,  D.C.  law  firm  of  Califano,  Ross  & 
Heineman  and  the  Chairman  of  the  Committee  on  Social  Security  and  Payroll  Tax 
Problems  of  the  American  Bar  Association's  Section  of  Taxation.  I  appear  today  in 
my  individual  capacity  and  the  views  that  I  state  are  personal. 

There  is  one  major  point  I  would  urge.  It  is  necessary  to  take  a  comprehensive 
approach  to  your  work,  and  by  this  I  mean  not  only  looking  at  all  aspects  of  social 
security  but  seeing  social  security  in  the  larger  context  of  income  security  programs 
generally.  Income  security  activities  are  the  single  largest  activity  of  government  in 
the  United  States,  accounting  for  about  half  of  the  entire  Federal  budget. 

Total  income  security  expenditures  in  the  United  States,  public  and  private,  are 
over  $500  billion  annually  or  about  18  percent  of  the  gross  national  product.  It  is 
vital  to  view  social  security  in  this  larger  context  as  reforms  are  undertaken. 

I  recognize  that  it  is  a  formidable  task  just  to  make  the  changes  that  are 
necessary  in  the  social  security  program.  But  it  will  not  be  possible  to  do  this  part  of  , 
the  income  security  job  appropriately  unless  the  more  comprehensive  viewpoint  is 
maintained.  The  foundation  should  be  laid  for  compatible  changes  in  tax  policy  and 
other  Federal  expenditure  programs  that  provide  for  income  security.  And,  finally, 
there  must  be  some  institutional  framework  created  to  provide  for  continuing 
reform  efforts  in  all  these  areas. 

Social  security  financing  is  a  critical  national  issue  and  its  solution  should  be 
given  top  priority  by  the  present  Congress.  The  most  immediate  problem  is  that  by 
early  1982,  about  a  year  from  now,  payroll  tax  revenues  will  likely  be  insufficient  to  I 
pay  social  security  benefits  unless  action  is  taken  to  prevent  that  occurrence. ' 
Beyond  that  immediate  problem  there  are  likely  to  be  deficits  in  social  security  j 
revenues  for  the  next  several  years.  Depending  upon  the  course  of  the  economy,  an 
additional  $50  to  $100  billion  dollars  may  be  needed  in  the  next  five  years  to  pay  I 
already  legislated  social  security  benefits.  The  entire  short-run  financing  problem  j 
should  be  addressed  as  quickly  as  possible  and  resolved  in  the  current  context  of 
budget  and  tax  cutting.  Social  security  financing  problems  are  a  key  aspect  of  the 
current  fiscal  scene  and  should  not  be  seen  as  a  separable  issue  to  be  taken  care  of  j 
later. 

It  would  be  a  mistake,  however,  to  try  simply  to  solve  the  short-run  financing  j 
problem  since  long-term  social  security  financing  problems  are  undermining  confi- 
dence in  the  very  viability  of  the  social  security  system.  Long-term  social  security 
financing  problems  should  also  be  addressed  at  this  time.  In  short,  the  present  !j 
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Congress  should  take  action  to  place  social  security  on  a  sound  financial  basis  for 
the  indefinite  future. 

The  basic  problem  in  seeking  solutions  is  that  right  below  the  surface  of  broad 
support  for  social  security  is  the  fact  that  there  are  strongly  held  views  as  to  how  to 
change  social  security  that  are  in  sharp  conflict  with  each  other.  Unless  a  good 
many  traditional  positions  are  modified  and  some  kind  of  reconciliation  is  reached, 
an  impasse  could  be  reached  in  seeking  the  short-  and  long-term  solutions  that  are 
needed.  I  would  venture  that  only  if  a  bill  emerges  that  is  a  compromise,  in  the 
sense  that  people  of  different  persuasions  see  some  good  and  some  bad,  will  any 
legislation  be  passed. 

Let  me  describe  briefly  those  major  points  of  view  about  social  security  that  must 
be  taken  into  account,  recognizing  that  the  views  of  particular  individuals  or  organi- 
zations may  not  fall  neatly  into  one  category  or  another.  First,  there  are  the 
traditional  supporters  of  social  security  who  guided  its  expansion  from  its  inception 
in  1935  through  the  1972  Act,  which  created  in  effect  a  new  social  security  program. 
That  Act  raised  benefits  20  percent  and  indexed  the  benefit  structure  to  inflation 
without  raising  taxes,  thereby  sowing  the  seeds  of  the  financial  difficulties  that 
have  plagued  the  system  ever  since.  This  viewpoint  will  generally  be  opposed  to 
benefit  restructuring  and  will  want  to  provide  general  revenues  to  cover  deficits. 
The  belief  here  is  that  the  most  expansive  social  security  program  that  is  feasible  is 
best  for  the  Nation. 

More  conservative  supporters  of  social  security  will  seek  to  bring  balance  to  social 
security  financing  by  restructuring  benefits  to  the  level  of  payroll  tax  revenues  and 
will  be  opposed  to  the  introduction  of  general  revenues.  The  conservative  viewpoint, 
in  a  distinct  minority  during  the  decades  of  expansion,  has  received  considerable 
impetus  since  the  mid-seventies  as  recurring  economic  difficulties,  particularly  infla- 
tion and  recession,  have  shown  that  the  benefit  structure  of  social  security  has 
dramatically  outmatched  the  tax  structure  that  supports  it. 

A  third  viewpoint  which  is  becoming  increasingly  prominent  sees  social  security 
as  a  social  expenditure  program  on  the  benefit  side  and  a  tax  program  on  the 
revenue  side.  There  is  concern  here  that  the  payroll  tax  contributes  to  inflation  and 
generally  is  an  undesirable  tax.  There  is  a  feeling  that  changes  in  the  payroll  tax 
should  be  based  on  tax  policy  and  general  economic  considerations  and  not  be  a 
reaction  to  the  need  to  provide  more  revenues  to  pay  for  social  security  benefits.  On 
the  social  program  side,  the  feeling  is  that  the  welfare  and  insurance  features  of 
social  security  should  be  clarified.  The  goal  would  be  a  more  appropriate  long-range 
benefit  structure  that  reflects  the  differences  in  social  purposes  that  are  blurred  by 
the  present  social  security  program. 

There  is  a  great  deal  of  strength  in  all  of  these  viewpoints  and  they  all  must  be 
taken  into  account  when  making  changes.  However,  they  almost  inevitably  lead  to 
different  types  of  solutions  to  problems  and  some  reconciliation  is  needed  if  broad- 
based  action  is  to  be  taken.  My  hope  is  that  sufficient  consensus  will  emerge  to 
allow  constructive  action. 

To  be  more  concrete,  let  me  sketch  a  possible  compromise  of  some  of  these  views. 
The  result  would  be  a  comprehensive  package  including  the  following  elements: 

1.  There  would  be  substantial  benefit  restructuring. — This  could  include  immediate 
benefit  changes  of  the  kind  previously  urged  by  the  Carter  Administration  and  now 
being  considered  by  the  Reagan  Administration,  such  as  a  phase  out  of  the  college 
student  benefit  and  the  minimum  benefit  and  further  tightening  of  the  disability 
program.  There  are  also  a  number  of  other  benefit  provisions  that  should  receive 
scrutiny.  For  example,  there  is  little  reason  for  the  social  security  burial  payments 
benefit.  An  SSI  benefit  could  be  provided  for  those  who  need  help  with  burial 
charges.  Removal  of  marginal  benefit  provisions  that  are  not  of  high  priority  in  an 
era  of  scarce  resources  could  save  very  considerable  amounts. 

In  the  longer  range,  we  should  consider  a  reshaping  of  the  social  security  benefit 
'  structure  to  clarify  the  welfare  and  insurance  aspects.  A  slowing  of  the  growth  of 
benefits  in  the  long  run  is  clearly  required  and  this  requires  forthright  action  now. 
Most  importantly,  a  better  targeting  of  the  benefits  could  help  eliminate  proverty 
and  ensure  that  every  American  has  a  basic  level  of  income  that  allows  a  dignified 
way  of  life. 

In  the  context  of  benefit  restructuring,  it  becomes  important  to  improve  the 
equities  of  the  benefit  structure.  There  are  at  least  four  aspects  to  this.  First,  those 
I  parts  of  the  benefit  structure  that  discriminate  against  women  must  be  changed. 
I  Earnings  sharing  or  other  proposals  must  be  considered  and  some  improvements 
!  made  both  on  a  short-term  and  long-term  basis. 

|  Second,  the  needs  of  the  very  aged  must  be  addressed.  As  people  are  living  longer 
and  are  in  retirement  longer  there  are  sub-categories  of  the  elderly  that  deserve 
special  attention. 
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Third,  benefits  must  be  made  more  proportional  to  taxes  paid  so  that  everyone 
gets  their  money's  worth  for  what  they  pay  in.  Younger  workers  in  particular  need 
to  be  reassured  about  the  basic  fairness  of  the  benefit  structure. 

Fourth,  government  workers  should  be  brought  into  social  security  on  an  equita- 
ble basis  so  that  there  is  universal  coverage  and  everyone  is  under  the  same  system. 
This  action  will  help  the  public  to  understand  that  government  workers  are  not 
receiving  preferential  treatment  and  can  be  done  without  harm  to  government 
workers. 

A  double  decker  system  is  worthy  of  serious  attention.  The  first  deck  could 
provide  a  basic  benefit  designed  to  meet  social  welfare  needs  and  the  second  deck 
could  be  proportional  to  earnings.  Clarifying  what  is  being  done  by  social  security 
would  help  to  identify  how  it  should  be  financed  and  to  restore  public  confidence  m 
its  financial  integrity. 

2.  There  would  be  some  limitation  placed  on  payroll  tax  financing  and  the  intro- 
duction of  some  general  revenues. — If  nothing  is  done,  the  payroll  tax  required  by 
the  benefit  structure  in  the  long  run  may  grow  to  20  percent  or  25  percent  or  and 
even  greater  percentage  of  payroll.  This  is  clearly  not  a  realistic  possibility  and 
something  must  be  done  to  avoid  it  even  being  a  specter.  We  need  to  reduce  the 
payroll  tax  increases  already  scheduled  for  the  rest  of  the  1980's  While  it  maybe 
difficult  to  reduce  payroll  taxes  below  present  levels,  we  certainly  must  seek  to  keep 
from  further  increasing  them. 

Benefit  restructuring  alone  can  not  restore  balance,  particularly  if  we  curtail 
reliance  on  the  payroll  tax.  Accordingly,  if  will  be  necessary  to  introduce  some 
general  revenues  into  the  system.  There  are  a  number  of  possibilities  here,  includ- 
ing the  proposal  for  an  amount  based  on  compensating  for  counter-cyclical  short- 
falls. Ultimately,  the  approach  should  be  one  that  is  most  acceptable  to  those  who 
are  of  a  conservation  persuasion  and  want  assurance  that  general  revenue  financing 
will  not  lead  to  further  expansion  of  the  program. 

Philosphically,  it  may  be  easier  to  move  parts  of  the  social  security  system  that 
should  be  financed  by  general  revenues  out  of  the  social  security  trust  funds  rather 
than  to  put  general  revenues  into  the  trust  funds.  Frankly,  this  is  how  I  regard  the 
proposals  to  provide  general  revenues  for  medicare  payments.  There  seems  to  be 
growing  recognition  that  national  health  planning  requires  a  separate  focus  from 
social  security  cash  payment  programs  and  that  to  the  extent  that  government 
programs  are  involved  in  providing  health  care  they  should  be  general  revenue 
financed.  The  payroll  tax  would  be  restricted  for  the  trust  funds  of  the  cash 
payment  programs. 

3.  Borrowing  authority  should  be  provided  and  a  firm  conmmitment  made  to  pay 
benefits  in  all  events. — There  is  a  problem  that  revenues  under  the  projected  payroll 
taxes  may  not  come  in  smoothly  enough  to  match  benefit  demands.  Borrowing 
among  the  funds  would  ease  financial  management  and  should  be  provide'' 

A  related  measure  would  legislate  the  concept  that  appropriations  would  be  made 
from  time  to  time  as  needed  to  pay  social  security  benefits.  Such  a  law  would 
reassure  the  public  that  no  matter  what  happened  the  government  would  stand 
behind  its  commitments  to  pay  legislated  social  security  benefits.  This  would  be  the 
same  kind  of  statute  as  that  which  presently  guarantees  that  interest  on  the 
national  debt  will  be  paid.  We  must  take  steps  like  these  to  restore  public  confi- 
dence in  the  financial  integrity  of  the  system. 

4.  Changes  would  be  made  in  the  retirement  age  provisions. — A  number  of  advisory 
groups  have  recommended  that  the  normal  retirement  age  be  raised  from  age  65  to 
age  68  in  the  long  run.  The  proposal  certainly  deserves  serious  consideration  and 
there  may  be  sufficient  consensus  to  support  its  enactment.  However,  I  would 
submit  that  the  most  important  aspect  of  that  proposal  is  the  effect  on  early 
retirement.  About  three-quarters  of  retirees  in  recent  years  have  retired  at  age  62 
to  64,  before  the  normal  age  65  retirement  age.  The  most  important  part  of  the 
retirement  age  issue  is  first  to  restore  age  65  as  the  normal  retirement  age  as  the 
program  originally  contemplated.  This  would  take  care  of  a  great  deal  of  the 
problem.  * 

It  could  well  be  that  it  will  be  necessary  to  modify  the  SSI  Program  to  provide  on 
a  means-tested  basis  for  those  persons  in  the  age  62  to  64  category  who  do  not 
qualify  for  disability  but  are  not  employable  and  who  now  take  early  retirement. 

As  for  moving  the  normal  retirement  age  from  age  65  to  age  68,  this  should 
depend  on  whether  more  adequate  jobs  are  available  for  the  elderly.  At  the  present 
time,  it  would  be  difficult  for  many  people  to  find  work  after  they  reach  age  65.  It 
could  well  be  that  it  would  be  better  to  seek  to  influence  people  to  work  longer  by 
providing  incentives. 

Another  aspect  of  the  problem  that  should  be  looked  at  is  that  raising  the 
retirement  age  to  68  is  simply  one  way  of  curbing  the  growth  of  benefits  in  the  long 
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run.  There  are  other  ways  to  accomplish  this  end,  including  directly  changing  the 
formulas  for  calculating  benefits  and  redoing  the  way  in  which  the  indexing  is 
handled.  Every  one  of  these  ways  will  have  different  categories  of  people  who 
benefit  or  who  suffer  detriment  and  a  very  careful  analysis  should  be  made.  As 
compared  to  other  ways  to  curb  the  growth  of  benefits,  the  proposal  to  raise  the 
retirement  age  to  age  68  would  tend  to  be  beneficial  to  those  who  can  stay  in  the 
mainstream  of  the  work  force  and  detrimental  to  those  categories  of  people  who 
may  have  shorter  or  more  uneven  working  careers.  A  final  decision  should  be  based 
on  providing  the  soundest  overall  program  for  all  Americans. 

5.  The  earnings  test  should  be  eliminated. — It  would  be  highly  desirable  to  tilt  the 
incentives  for  aging  people  to  continue  to  work  and  not  to  retire.  The  elimination  of 
the  earnings  test  would  help  to  do  this.  People  who  continued  to  work  would  pay 
additional  taxes  and  would  accumulate  funds  which  might  help  them  in  their 
retirement.  A  related  action  would  be  to  increase  the  credits  for  work  for  people 
over  age  65.  This  kind  of  a  compromise,  based  on  elimination  of  early  retirement, 
which  was  not  within  the  original  contemplation  of  the  system,  and  providing  more 
incentives  for  work  after  age  65,  could  well  be  an  alternative  to  lengthening  the 
retirement  age  to  age  68. 

It  is  important  to  recognize  that  the  entire  system  should  be  tilted  toward  encour- 
aging work  rather  than  retirement.  With  the  changing  demographics  of  the  country, 
the  elderly  represent  an  enormous  national  asset  of  talented  and  experienced  people 
who  can  contribute  to  the  overall  productivity  of  the  nation.  The  tendency  of  past 
government  policies  to  encourage  early  retirement  must  be  reversed.  There  must  be 
a  tendency  to  encourage  people  to  work  as  long  as  they  are  able  and  willing  to  do 
so.  Eliminating  the  earnings  test  and  providing  other  incentives  to  stay  in  the  job 
market  would  be  highly  desirable. 

6.  Taxation  of  social  security  benefits  should  be  phased  in. — As  sensitive  as  the 
subject  may  be,  we  would  remiss  not  to  consider  the  relationship  of  the  tax  system 
to  social  security  benefits.  If  social  security  benefits  were  subject  to  income  tax  like 
other  income,  including  private  pensions,  additional  funds  could  be  generated  which 
could  be  distributed  back  through  social  security  to  those  who  need  more  income. 
People  without  a  great  deal  of  income  would  not  be  taxed  on  their  social  security 
benefits  because  the  normal  exemptions  and  credits  would  eliminate  any  income 
tax.  Only  those  persons  who  had  substantial  income  in  addition  to  social  security 
would  be  subject  to  tax. 

In  order  to  make  the  tax  situation  clear  to  the  public,  it  might  be  desirable  to 
enact  a  provision  to  tax  social  security  only  when  it  with  other  income  was  over 
some  threshold  amount  like  $20,000  a  year.  This  kind  of  approach  was  taken  with 
unemployment  compensation  benefits  and  would  help  mitigate  the  problem  that 
many  of  the  elderly  react  fearfully  to  the  notion  of  social  security  benefits  being 
taxed.  Transitional  rules  would  also  be  helpful  in  this  regard.  Above  all,  proposed 
tax  changes  should  be  presented  as  improving  the  equities  of  the  social  security 
system  and  improving  the  targeting  of  benefit  payments  to  those  who  most  need 
them. 

7.  The  subject  of  indexing  should  be  reviewed  and  changes  made. — At  the  time 
indexing  was  enacted  in  1972,  it  was  not  well  understood.  We  now  have  almost  ten 
years  of  experience  and  there  has  also  been  significant  experience  in  other  advanced 
countries  plagued  by  high  inflation  rates.  Other  countries  such  as  West  Germany 
and  the  United  Kingdom  have  had  to  scale  down  their  indexing  in  recent  years.  We 
have  had  to  correct  the  indexing  once  in  1977  to  eliminate  the  "doubling  up"  aspect 
and  there  now  is  some  evidence  that  the  measure  of  the  benefit  indexing  by  the  CPI 
may  not  be  appropriate.  Moreover,  the  whole  subject  of  indexing  itself  should  be 
looked  at  to  be  sure  that  it  does  not  have  unfavorable  general  economic  effects.  We 
should  undertake  a  thorough  review  of  this  subject,  without  preconceptions,  and 
then  take  the  actions  that  are  in  the  national  interest. 

8.  Greater  encouragement  must  be  given  for  the  development  of  private  pension 
plans  and  individual  savings  for  retirement. — One  of  the  most  dangerous  trends 
ovar  the  past  45  years  has  been  to  get  the  public  addicted  to  the  notion  that 
governmental  programs  will  provide  for  their  retirement  and  income  security  needs 
regardless  of  their  individual  actions.  It  is  important  for  the  public  to  recognize  that 
individual  initiative  is  required  and  that  income  security  is  more  dependent  on  a 
person's  own  actions  than  on  the  actions  of  civil  servants  in  the  government.  The 
proposals  of  the  President's  Commission  on  Pension  Policy  that  would  provide 
additional  private  coverage  through  universal  mandatory  private  pensions  or  tax 
incentives  should  receive  careful  scrutiny.  An  increase  in  these  savings  mechanisms 
could  relieve  pressure  to  expand  social  security  and  make  a  contribution  to  the 
economic  well-being  of  the  Nation. 


76-484   0—81  9 


122 


9.  Some  sort  of  institutional  framework  should  be  set  up  to  continue  the  process  of 
reform  of  income  security  programs. — Some  program  changes  can  be  made  now,  but 
the  process  of  reform  must  be  a  continuing  one.  Changes  will  always  be  necessary  as 
society  changes.  The  issue  is  how  to  best  provide  for  orderly  and  timely  changes. 

Advisory  groups  no  longer  provide  the  continuity  required  to  deal  with  the 
problems  in  this  area.  We  will  have  had  in  a  very  short  period  the  reports  of  three 
official  advisory  groups:  the  1979  Advisory  Council  on  Social  Security,  the  National 
Commission  on  Social  Security,  and  the  President's  Commission  on  Pension  Policy. 
All  of  these  groups  have  done  valuable  work  and  provided  important  insights  into 
the  problems,  but  will  soon  fade  from  the  public  arena.  Something  along  the  lines  of 
the  recent  GAO  proposed  National  Commission  on  Income  Security  that  would 
provide  a  permanent  body  to  develop  data,  monitor  programs  and  provide  recom- 
mendations for  change  to  the  Congress  and  the  Executive  Branch,  should  be  consid- 
ered at  this  point  in  time.  The  problems  are  too  immense  not  to  have  a  high  level 
public  forum  on  a  continuing  basis. 

An  example  of  the  issues  that  a  National  Commission  could  begin  to  deal  with  are 
the  various  issues  of  the  overlaps  and  redundancies  in  programs.  It  is  clear,  for 
example,  that  in  periods  of  recession  and  high  inflation  that  the  limitations  of 
unemployment  compensation  programs  influence  the  numbers  of  those  who  apply 
for  disability  benefits.  It  is  simply  not  possible  to  adequately  make  changes  in  the 
retirement  income  provisions  and  the  disability  provisions  without  addressing  the 
questions  of  unemployment  and  unemployment  compensation.  Yet  no  one  in  the 
government  as  it  is  presently  structured  does  this.  We  need  a  mechanism  to  look  at 
income  security  issues  in  a  comprehensive  manner. 

There  will  clearly  be  no  easy  solutions  to  the  many  problems  presented  by  social 
security.  On  the  other  hand,  there  can  be  no  higher  priority  for  this  Congress  than 
to  make  those  changes  which  are  necessary  to  reshape  the  social  security  system 
and  to  put  it  on  a  sound  financial  basis  for  the  indefinite  future.  I  appreciate  the 
opportunity  to  contribute  to  your  work  and  will  be  happy  to  answer  any  questions 
you  may  have  for  me. 

Mr.  Pickle.  Well,  Mr.  Ross,  you  have  given  us  some  good  testi- 
mony and  many  specific  recommendations,  which  we  appreciate, 
because  the  purpose  of  this  session  today  is  to  gain  from  you 
gentlemen  who  have  actually  run  the  program  as  much  advice  and 
counsel  and/or  recommendations  as  we  can.  You  have  certainly 
done  that. 

Let  me  take  occasion  to  say  to  you  again,  we  appreciate  the 
leadership  you  gave  us  in  the  last  session  of  Congress  because  you 
and  your  predecessor,  Mr.  Califano  at  HHS,  made  it  possible  I 
think  for  us  to  pass  the  Disability  Amendments  of  1980,  which  I 
think  was  landmark  legislation.  So,  we  thank  you  again. 

Mr.  Ross.  I  thank  you  for  the  opportunity  to  have  helped  with  it.  | 

Mr.  Pickle.  Now,  Mr.  Cardwell.  You  are  not  as  old  as  Mr.  Ball, 
and  you  may  not  have  held  the  position  as  long.  Either  one  of  you 
aren  t  as  old  as  Mr.  Fred  Arner  on  our  committee.  He  has  been 
around  a  long  time. 

But  you  have  had  much  experience.  We  would  be  pleased  to  hear 
from  you  now. 

STATEMENT  OF  JAMES  B.  CARDWELL,  FORMER 
COMMISSIONER  OF  SOCIAL  SECURITY 

Mr.  Cardwell.  Thank  you,  Mr.  Chairman. 

I  would  start  by  apologizing  for  not  having  a  prepared  statement. 
I  will  be  very  frank  with  you.  I  prepared  one.  I  left  Chicago  on 
Sunday.  I  read  it  yesterday,  didn't  like  it,  and  tore  it  up  and  threw 
it  away. 

I  would  like,  with  your  permission,  however,  to  make  some  sum-  i 
mary  remarks  from  some  notes  I  put  together  in  my  hotel  room  s 
last  night.  I  will  also  be  happy  to  provide  you  with  a  prepared  [ 
statement  for  the  record,  should  you  want  it. 
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Mr.  Pickle.  Well,  Mr.  Cardwell,  I  would  hope  that  you  might  be 
able  to  give  us  a  statement  about  any  recommendations  you  want 
to  make.  We  are  not  looking  for  a  speech.  Some  of  the  best  speech- 
es I  have  ever  made  were  handled  just  like  you  handle  your  testi- 
mony this  morning. 

Mr.  Cardwell.  Very  well. 

Not  unlike  Mr.  Ball,  I  really  have  as  my  No.  1  priority  and 
would  identify  as  my  No.  1  concern  about  social  security  what  I  am 
quite  convinced  is  a  growing  decline  in  public  confidence  in  the 
system.  And  most  importantly  for  us  to  consider,  I  believe,  is  the 
decline  in  public  confidence  in  the  capacity  of  public  policymakers, 
the  Congress  and  the  executive  branch,  to  solve  the  systems  prob- 
lems. 

I  would  remind  us  all  that  as  we  go  about  an  examination  of  the 
problems  of  the  moment,  that  we  keep  that  very  much  in  front  of 
us.  I  am  also  concerned  that  we  not  approach  the  problems  of  the 
moment  as  we  have  those  of  the  last  two  or  three  times — merely 
what  we  identify  as  a  coarse  adjustment  in  the  systems  financing. 

I  join  with  Mr.  Ross  in  believing  there  is  a  need  to  take  a 
comprehensive  and  deep  look  at  the  program.  I  will  make  some 
suggestions  to  you  about  that  in  a  moment. 

I  don't  think  we  should  be  at  all  surprised  about  the  decline  in 
public  confidence.  Events,  including  some  events  that  we  ourselves 
perhaps  helped  perpetrate,  have  taken  the  public  on  a  veritable 
rollercoaster  ride  from  one  problem  to  another  and  from  one  disap- 
pointment and  disillusionment  to  another. 

We  should  not  use  the  budget,  including  the  budget  crunch  of  the 
moment,  as  a  device  or  as  an  excuse  or  as  a  justification  for 
deliberating  the  program.  Again,  I  come  back  to  my  concern 
about  public  confidence.  If  I  show  by  my  actions  to  today's  worker 
that  I  am  willing  to  compromise  the  program's  principles  for  a 
budget  expedient,  how  do  I  tell  him  that  I  won't  also  compromise  it 
for  some  other  purpose  when  his  time  comes  to  draw  a  benefit? 

In  other  words,  I  would  examine  the  program  on  its  merits,  and  I 
would  make  my  changes,  I  would  take  my  actions  based  on  my 
decisions  about  precepts  and  principles  for  a  proper  program.  I 
would  not  in  any  terms  make  them  against  the  backdrop  of  an 
annual  budget  or  even  a  near-term  budget. 

But  by  the  same  token,  I  believe  public  confidence  is  adversely 
affected  if  the  public  leadership,  including  the  stewards  of  the 
i  program,  continue  to  portray  the  idea  that  the  benefits  structure  is 
sacrosanct  and  is  never  to  be  changed.  I  think  that  this  would  be  a 
serious  mistake,  and  I  would  urge  you  not  to  make  it. 

This  brings  me  to  my  major  point. 

I  believe  the  committee  should  go  about  its  work  at  this  juncture 
in  terms  of  rethinking  and  reexamining  the  basic  principles  of  the 
program  and  the  framework  within  which  those  principles  are 
being  carried  out. 

What  do  we  want  its  primary  purpose  to  be — in  contrast  to  other 
i  Federal  income  maintenance  programs?  I  think  Mr.  Ross  makes  an 
extremely  valid  point  when  he  says  that  we  should  take  a  look  at 
social  security  in  the  broad  context  of  over  20  year's  worth  of  social 
program  development.  I  would  add  to  that  my  own  experience. 
Before  I  became  Commissioner  of  Social  Security  I  spent  almost  20 
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years  in  the  Department  of  HEW,  and  either  observed  or  actively 
participated  in  the  growth  of  much  of  that  social  concern  for  the 
poor  and  the  elderly  to  which  Mr.  Ross  points.  Now,  these  are 
concern  that  we  should  all  still  have.  I  still  believe  that  Govern- 
ment is  the  No.  1  protector  of  and  the  No.  1  ally  of  that  segment  of 
our  population.  But  I  think  we  also  need  to  examine  social  security 
in  contrast  to  the  taxpayer's  ability  and  willingness  to  meet  the 
costs  of  whatever  the  purpose  might  be.  I  think  that  has  to  be  kept 
in  mind.  I  believe  the  majority  of  the  public  are  not  prepared  to 
accept  an  increase  in  the  payroll  tax  at  least  at  this  time.  I  think 
you  have  to  give  them  a  lot  better  reasons  than  we  now  have  if  we 
were  to  consider  any  change  in  taxes  for  at  least  the  near  term. 

In  any  reappraisal  of  a  system's  basic  purposes,  I  would  put  first 
priority  on  preserving  the  retirement  and  disability  benefits  for 
workers  and  their  survivors — first  priority.  I  think  that  should  be 
the  principal  purpose  of  the  program,  and  I  would  put  the  second 
priority  on  other  aspects  of  the  program.  I  think  by  doing  this,  by 
reidentifying  that  basic  principle,  we  strengthen  the  connection 
between  the  program  and  the  payroll  tax,  and  we  strengthen  the 
identification  of  the  worker  with  the  program. 

I  am  not,  in  taking  this  position,  suggesting  that  we  should 
eliminate  the  weighted  benefit  per  se.  I  would  be  saying,  however, 
that  we  ought  to  be  prepared  to  examine  the  benefits  structure 
again  to  see  whether  it  is  doing  what  we  want  it  to  do.  Decide  first 
what  it  is  we  want  it  to  do,  and  then  examine  it  against  that 
conclusion.  As  I  say,  my  advice  and  recommendation  would  be  to 
center  the  program  on  retirement  and  disability  benefit  coverage 
for  workers  and  their  survivors. 

Let  me  go  to  my  next  point. 

Now,  if  I  assume  that  I  want  the  program  to  concentrate  on  and 
center  on  retirement  income  and  disability  income,  I  then  have  a 
basis  for  examining  and  questioning  several  other  provisions  of  the 
present  law.  I  am  not  saying  I  would  necessarily  take  action  to 
modify  those  provisions  in  today's  context,  but  I  certainly  would  be 
prepared  to  challenge  the  minimum  benefit,  the  student  benefit, 
and  the  death  benefit,  for  example. 

I  would  also  recognize  that  since  the  program  began  over  44  i 
years  ago,  the  roles  of  women  and  the  family  have  certainly 
changed.  We  have  ample  evidence  of  this.  The  subject  has  been  i 
studied  and  restudied.  I  think  it  is  a  mistake  to  postpone  or  prolong  j 
the  debate  of  whether  or  not  we  should  adjust  the  program  in  I 
recognition  of  those  changes.  I  think  if  it  is  to  continue  as  a 
program  with  integrity  before  the  public,  we  must  recognize  that  J 
societal  changes  do  indeed  occur,  and  these  are  significant  changes.  ; 
Since  I  left  about  SV2  years  ago,  I  gather  that  this  item  has  been  ' 
put  on  the  back  burner,  largely  I  suppose  because  of  the  alterna- 
tives identified  by  the  various  studies  imply  increased  costs.  I  have  j 
no  advice  as  to  how  to  deal  with  those  increased  costs,  but  I  would  1 
urge  you  not  to  forget  the  problem.  I  would  urge  you  to  consider  it  j 
in  any  evaluation  of  the  program.  j 

I  recognize,  as  Mr.  Ross  points  out,  that  there  has  been  a  trend  | 
and  a  tendency  within  the  American  work  force  for  workers  to  opt  j  | 
for  earlier  retirement.  Yet,  at  the  same  time  I  cannot  believe  that  \ 
the  65-year-old  worker  in  the  future,  if  not  the  65-year-old  worker  | 
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of  today,  will  be  the  same  kind  of  person,  will  have  the  same 
capacity  to  work,  the  same  attitude  about  work,  as  the  65-year-old 
that  we  identified  in  1937  when  we  elected  that  65  as  the  retire- 
ment age.  Again,  I  think  we  ought  to  be  open  to  a  recognition  of 
changes  in  societal  custom  and  need.  I  believe  that  the  work  force 
of  the  future  will  need  the  older  worker.  Thus,  I  would  be  quite 
prepared  to  gradually  increase  the  retirement  age  up  the  age  scale, 
consistent  with  morbidity  and  mortality  experience.  I  think  that  is 
something  that  would  not  be  too  difficult  to  reconcile. 

I  would  err  on  the  side  of  stiffening  the  requirements  for  disabil- 
ity benefits.  Although  I  cannot  prove  it,  I  am  quite  convinced 
that — and  social  security  is  not  alone  in  this — — 

Mr.  Pickle.  Social  security  is  not  what? 

Mr.  Cardwell.  Social  security  is  not  alone  in  this — that  Federal 
financial  assistance  for  the  disabled  in  this  country  have  uninten- 
tionally encouraged  significant  blocks  of  persons  who  would  other- 
wise work,  perhaps  unhappily,  perhaps  with  marginal  health,  but 
who  would  otherwise  have  worked,  to  come  on  and  stay  on  the 
social  security  and  other  disability  rolls.  I  believe  I  am  correct 
when  I  say  there  has  been  in  the  last  year  or  maybe  a  little  longer 
a  decline  in  the  number  of  new  applicants  who  have  been  brought 
onto  the  social  security  disability  rolls.  If  this  is  true,  and  I  think  it 
is,  I  personally  believe  it  is  because  we  began  to  challenge  the 
administrative  apparatus  for  adjudication  of  claims,  both  prior  ap- 
proval and  post  approval,  several  years  ago,  and  I  think  that  has 
had  its  effect.  I  would  continue  to  press  for  a  tighter  adjudication 
of  disability  benefits. 

I  would  also  urge  the  Congress  to  take  action  now  to  set  in 
motion  an  eventual  melding  of  the  retirement  systems  for  the 
Congress,  for  Federal,  and  for  State  and  local  employees  into  social 
security.  Again,  I  think  the  integrity  of  the  system  before  the 
majority  of  the  people  demand  that  kind  of  integration. 

One  other  point.  I  would  examine  the  present  social  security 
indexing  system.  As  Mr.  Ross  points  out,  it  was  devised  some  time 
ago,  before  we  had  the  experience  we  now  have  with  indexing.  For 
that  matter,  I  would  examine  all  the  Federal  indexing  systems.  I 
think  the  jurisdiction  of  this  committee  permits  you  to  do  that.  I 
am  not  saying  that  I  do  not  recognize  the  importance  that  the 
index  holds  for  persons  on  the  rolls.  It  has  great  significance  for 
them.  But  at  the  same  time  I  have  a  feeling  that  it  can  overshoot 
its  public  policy  mark,  and  that  it  has  already  done  so  in  some 
I  instances. 

You  will  recall  I  started  out  by  putting  very  strong  emphasis  on 
a  review  of  the  principles  of  the  program,  and  suggested  to  you 
i  that  the  first  principle  should  be  continued  income  maintenance 
i  for  the  retired  and  for  the  disabled  and  their  survivors.  I  believe 
consistent  with  that  is  the  concept  that  the  payroll  tax  should 
continue  to  be  the  basic  financing  method  for  those  benefits.  Now,  I 
:  am  no  longer  a  purist  when  it  comes  to  relying  exclusively  on  the 
payroll  tax  for  each  and  every  social  security  activity.  I  confess 
I  there  was  a  time  when  I  was.  Not  unlike  others,  I  have  grave 
1  concern  about  the  prospect  of  various  advocates  and  even  the  Con- 
I  gress  and  our  political  system  running  away  with  benefits  under 
i  general  revenues.  I  think  that  could  still  happen.  But  I  think  we 
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have  some  new  devices  now  to  protect  and  check  against  that, 
particularly  the  congressional  budget  reform  activity.  Even  so,  I 
would  continue  to  rely  on  the  dedicated  tax  for  that  segment  of  the 
program. 

I  would  not  be  opposed  to  the  granting  of  authority  to  the  execu- 
tive branch,  to  transfer  between  the  several  trust  funds,  providing 
that  there  were  some  checks  on  it  so  that  it  could  be  applied  only 
in  what  are  clear  and  certain  temporary  circumstances.  I  think  it 
would  be  a  serious  mistake  to  set  up  a  transfer  system  which  would 
permit  an  administrator  to  solve  a  problem  of  the  moment  by 
creating  a  greater  problem  for  the  future.  I  would  be  careful  in 
setting  up  the  transfer  mechanism,  but  I  think  that  is  a  feasible 
prospect. 

With  those  fairly  brief  remarks,  I  thank  you  for  listening  to  me. 
As  I  say,  I  would  be  glad  to  give  you  a  prepared  statement,  should 
you  be  interested. 

Mr.  Pickle.  I  thank  you,  Mr.  Cardwell.  I  do  hope  you  will  give  us 
a  statement,  particularly  on  the  points  you  recommended,  or  the 
points  we  ought  to  consider  in  our  determinations. 

[The  following  prepared  statement  was  subsequently  received:] 

Statement  of  James  B.  Cardwell 

Mr.  Chairman  and  members  of  the  committee,  I  will  keep  my  remarks  brief  and 
will  try  to  center  them  on  what  I  see  as  the  major  issues  facing  Social  Security  and 
this  Committee. 

First,  a  word  or  two  about  my  background.  I  am  James  B.  Cardwell,  Senior  Vice 
President  for  Government  Programs  of  the  Blue  Cross  and  Blue  Shield  Associations, 
Chicago,  Illinois.  From  October  1973  until  December  1977,  I  served  as  Commissioner 
of  Social  Security.  Prior  to  that  time  I  spent  over  30  years  in  the  Federal  service, 
the  last  22  of  which  were  spent  in  various  positions  in  the  Department  of  Health, 
Education  and  Welfare  and  its  constituent  agencies.  During  that  time  I  either 
participated  in  or  was  a  close  observer  of  the  growth  and  development  of  the  many 
programs  and  activities  of  that  Department.  I  believe  that  experience  gave  me  an 
unusual  opportunity  to  observe  and  understand  the  unmet  needs  of  the  poor,  the 
disabled  and  the  elderly  as  well  as  the  Federal  effort  to  meet  these  needs.  Much  of 
my  thinking  about  Social  Secuirty  stems  from  that  experience. 

THE  STATE  OF  SOCIAL  SECURITY  FINANCING 

Although  there  is  less  than  full  agreement  on  the  exact  dimensions  of  Social 
Security's  financial  problems,  and  certainly  less  than  full  agreement  on  what  to  do 
about  them,  there  is  agreement,  I  believe,  that  public  confidence  in  the  program  is 
in  a  rapid  decline.  I  believe  that  confidence  in  the  capacity  of  public  policymakers  to 
solve  the  program's  problems  is  also  in  decline. 

This  should  come  as  no  surprise.  Since  the  early  1970's,  the  public  has  been 
subjected  to  one  alarm  after  another  concerning  the  systems  financing  and  whether 
it  will  fulfill  its  promises  on  into  the  future.  The  public  must  feel  that  it  is  being 
taken  on  a  veritable  roller  coaster  ride  from  one  problem  to  another  and  one 
controversy  to  another.  Near  mid  and  long-range  forecasts  of  the  system  suggest 
that  the  ride  might  go  on  indefinitely.  Most  such  forecasts  raise  questions  about  the  > 
adequacy  of  funding  of  cash  benefits  for  both  the  near  term  and  for  the  first  part  of  j 
the  next  century,  particularly  if  we  are  concerned  about  the  more  pessimistic 
demographic,  and  economic  assumptions. 

In  my  opinion,  whatever  this  Committee  does,  whatever  its  choices,  it  should  give  i 
first  priority  to  stabilizing  the  system  and  restoring  public  acceptance  and  support. 
Frankly,  I  do  not  believe  much  progress  will  be  made  toward  that  objective  if  all 
that  is  done  at  this  time  is  to  put  a  temporary  patch  on  the  system's  finances — to 
deal  only  with  the  underfinancing  of  the  old  age  and  survivors  part  of  the  system  in 
the  near  term.  There  are  clear  indications  that  problems  of  a  more  fundamental 
nature  face  the  system. 

One  fundamental  need  of  the  system  deals  with  how  to  better  forecast  income 
versus  benefits  under  various  future  circumstances  and  to  set  the  system's  reserves 
and  tax  structure  accordingly.  In  short,  forecasting  of  the  type  used  in  the  past — or 
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at  least  our  use  of  those  forecasts — account  for  much  of  the  anxiety  that  we've  all 
begun  to  feel  about  the  stability  of  the  system.  In  short,  more  realistic  treatment  of 
those  forecasts  need  to  be  adopted.  We  need  to  pay  more  attention  to  public 
perceptions  of  these  matters. 

NEW  STATEMENTS  OF  PURPOSE 

In  addition  to  a  search  for  new  ways  to  view  the  system's  financing,  I  believe  it  is 
even  more  important  to  revisit  the  program's  basic  structure  and  purpose.  The  time 
has  come  for  the  Congress  to  reconsider  the  program's  benefit  structure  in  terms  of 
worker's  willingness  and  capacity  to  pay  and  in  recognition  of  other  Federally 
assisted  forms  of  income  maintenance.  This  reevaluation  should  result  in  a  new 
statement — or  an  affirmation — of  the  program's  principles,  objectives  and  purpose. 

In  any  restatement  of  the  system's  basic  structure,  I  would  put  first  emphasis  and 
priority  on  benefits  for  retired  and  disabled  workers  and  their  families,  based  on 
income  replacement  rate  objectives  for  various  income  levels.  These  are  complex 
and  difficult  choices.  The  way  in  which  they  are  dealt  with  determines  not  just  who 
receives  what  from  the  system  but  how  much  the  system  will  cost.  The  way  in 
which  they  are  addressed  also  affects  public  understanding  and  the  connection 
between  the  worker,  the  payroll  tax,  and  the  program.  Emphasis  on  retirement  and 
disability  and  survivior's  benefits  and  on  replacement  rate  objectives  will,  I  believe, 
do  a  great  deal  to  strengthen  that  connection. 

I  am  not  suggesting  abandonment  of  the  weighted  benefit  formula  or  the  abrupt 
shift  of  beneficiaries  to  SSI  or  other  programs.  But,  I  am  suggesting  the  need  for  a 
new  rationale  for  the  relationship  of  the  Social  Security  benefit  structure,  to  other 
forms  of  income  maintenance.  In  suggesting  a  rationale  centered  on  primary  bene- 
fits, I  am  also  opening  to  question  the  consistency  of  a  number  of  current  benefits, 
including  the  minimum  benefit,  the  death  benefit  and  even  the  student's  benefit. 

BRINGING  THE  PROGRAM  UP-TO-DATE  WITH  SOCIETAL  CHANGES 

I  believe  restoration  of  public  confidence  and  support  could  be  influenced  favor- 
ably through  recognition  by  the  Congress  of  the  fact  that  the  system  has  not  always 
kept  pace  with  social  change.  An  example  of  this  is  the  way  the  program  deals  with 
women.  Its  present  arrangements  in  this  regard  are  over  44  years  old  and  clearly 
out  of  date.  Since  the  program  started  in  the  '30's,  the  roles  of  the  family  and  of 
women  have  changed  dramatically,  particularly  with  respect  to  work.  Neither  the 
tax  nor  benefit  structure  of  the  program  has  kept  pace  with  these  changes.  I  have 
the  impression  that  attention  to  this  problem  has  fallen  off,  although  it  was  receiv- 
ing high  priority  when  I  left  Government  over  three  and  a  half  years  ago.  I  assume 
that  this  is  because  most  of  the  alternatives  imply  increased  program  costs.  But  this 
aspect  of  the  program  cannot  be  put  off  indefinitely  if  public  confidence  in  Social 
Security  is  to  be  restored. 

Just  as  the  nature  of  women's  roles  in  work  has  changed,  so  has  the  question  of 
retirement  age.  I  assume  that  a  65  year  old  of  tomorrow  will  be  a  different  person 
than  the  65  year  old  of  1937 — at  least  in  terms  of  his  role  in  the  world  of  work. 
There  is  strong  evidence  that  we  will  need  more  older  workers  in  the  future  and 
that  more  of  them  will  have  the  capacity  to  stay  in  the  work  force.  We  need  to  shift 
Social  Security's  incentives  in  that  direction.  For  these  reasons,  I  would  not  hesitate 
to  gradually  move  the  original  definition  of  the  retirement  age  up  the  age  scale 
apace  with  morbidity  and  morality  experience.  I  would  also  examine  the  retirement 
test  and  other  features  of  the  program  that  now  encourage  people  to  retire. 

MERGING  FEDERAL  RETIREMENT  WITH  SOCIAL  SECURITY 

I  would  also  urge  the  Congress  to  take  action  now  to  set  in  motion  an  eventual 
melding  of  the  retirement  systems  for  Congress  and  Federal  workers  into  Social 
Security.  Nor  do  I  see  any  real  justification  in  giving  State  and  local  Government 
employees  the  option  to  move  in  and  out  of  the  system. 

TIGHTENING  THE  TEST  FOR  DISABILITY 

I  would  err  on  the  side  of  tightening  eligibility  requirements  for  disability  bene- 
fits, particularly  in  terms  of  who  stays  on  the  rolls  and  for  how  long.  While  I  can't 
prove  it,  I  believe  both  the  mechanics  of  administration  and  the  design  of  the 
Disability  Benefit  structure  encourage  people  who  would  and  could  otherwise  work 
to  come  on  and  stay  on  the  rolls.  I  believe  this  to  be  true  at  what  I  suspect  to  be  a 
!  significant  cost,  not  just  to  Social  Security  but  to  society  as  a  whole.  Recent  experi- 
1  ence  shows,  I  am  told,  a  drop  in  the  enrollment  rate  during  the  last  several  years.  I 
believe  this  is  a  result  of  the  tighter  adjudication  process  that  was  introduced 
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several  years  ago.  It  may  suggest  that  better  administrative  procedures  would 
suffice,  but  I  doubt  it.  This  needs  further  review. 

INDEXING 

Next,  Mr.  Chairman,  I  would  examine  the  program's  automatic  indexing  system. 
While  I  know  how  dependent  those  at  the  low  end  of  the  benefit  schedule  are  on 
these  increases,  I  must  say  that  I  now  believe  that  the  present  index  can  produce  a 
result  not  necessarily  intended  by  its  designers.  I'm  afraid  that  I  must  conclude  that 
given  the  method  by  which  it  is  calculated,  the  present  index  can  at  times  provide 
benefits  in  excess  of  the  actual  decline  in  the  standard  of  living  that  it's  intended  to 
cover.  If  we  want  to  do  this  for  this  segment  of  society,  as  well  we  might,  let's  do  it 
by  some  other  means.  Although  I  am  suggesting  reconsideration  of  the  index,  as  did 
the  National  Commission  on  Social  Security,  I  would  not  look  at  the  Social  Security 
index  by  itself.  Instead,  I  would  review  it  as  a  part  of  a  comprehensive  evaluation  of 
all  Federal  cost-of-living  adjustments.  We  should  have  learned  a  lot  about  how  they 
function  in  the  period  that  has  elapsed  since  they  were  adopted  in  the  early  '70's. 

THE  PAYROLL  TAX  VERSUS  GENERAL 

I  would  make  one  final  point.  You  will  recall  that  I  started  by  suggesting  that  the 
program's  purpose  be  concentrated  on  retirement  and  disability  income  mainte- 
nance and  a  strengthening  of  the  connection  between  benefits,  work  and  the  payroll 
tax.  To  be  consistent  with  this  idea,  any  use  of  general  revenues  should  not  be 
applied  to  this  line  of  benefits.  Given  the  way  the  modern  federal  budget  and  tax 
systems  are  now  structured,  I  am  no  longer  a  purist  when  it  comes  to  financing  the 
Social  Security  system  exclusively  through  a  dedicated  tax.  However,  since  we 
already  have  it  and  since  it  is  a  fairly  good  indicator  to  the  public  of  how  much  of 
our  national  resources  are  going  for  this  one  purpose,  I  would  stick  with  the  payroll 
tax  exclusively  for  all  primary  Social  Security  benefits.  I  would  urge  the  Committee 
not  to  be  lured  into  a  false  sense  of  accomplishment  by  turning  to  general  revenues. 

I  find  no  fault  in  shifting  monies  between  trust  funds,  providing  the  authority  to 
do  so  is  confined  to  temporary  circumstances.  Similarly,  I  would  be  open  to  the 
granting  of  authority  to  borrow  from  the  treasury  as  a  means  of  dealing  with 
temporary  swings  in  the  economy.  But,  again,  I  would  confine  such  authority  to 
temporary  and  extraordinary  circumstances. 

To  summarize,  Mr.  Chairman,  I  would  not  reduce  Social  Security  benefits  merely 
to  satisfy  either  the  system's  own  temporary  financing  needs  or  to  pay  tribute  to  the 
Federal  budget-cutting  effort,  as  important  as  both  needs  may  be.  On  the  other 
hand,  I  would  sharpen  the  focus  of  the  program  on  retirement  and  disability 
benefits  and  would  try  to  update  the  treatment  of  women  and  the  definition  of  an 
appropriate  retirement  age.  I  would  also  get  on  with  the  task  of  merging  the 
Federal  retirement  system  with  Social  Security  and  would  evaluate  the  appropriate- 
ness of  the  present  cost-of-living  index.  I  would  address  the  later,  however,  only  as  a 
part  of  a  comprehensive  review  of  all  Federal  indices.  Finally,  I  would  affirm  the 
principle  of  using  the  payroll  tax  for  cash  benefits. 

Mr.  Pickle.  Now  we  come  to  the  most  recent  Commissioner.  He 
had  only  a  1-year  tenure  roughly,  I  guess — I  mean  approximately, 
not  roughly.  I  hope  it  was  smooth. 

The  committee  has  certainly  enjoyed  working  with  Mr.  Driver, 
an  experienced  public  official,  for  veterans,  and  now  for  this  pro- 
gram. 

Mr.  Driver? 

STATEMENT  OF  WILLIAM  J.  DRIVER,  FORMER  COMMISSIONER 
OF  SOCIAL  SECURITY 

Mr.  Driver.  Thank  you,  Mr.  Chairman. 

I  also  want  to  thank  you  for  inviting  me  to  come  here  today.  I 
have  submitted  a  statement  for  the  record.  It  addresses  all  of  the 
recommendations  that  I  have  thought  fit  to  make  at  this  point. 

For  that  reason,  and  in  view  of  the  fact  that  so  much  has  already 
been  said  on  the  whole  subject  of  the  problems  that  social  security 
presently  faces,  and  many  of  the  solutions  that  seem  to  be  most  in 
vogue,  I  am  sure  that  the  members  of  the  committee  are  primed 
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with  questions,  and  therefore  I  won't  take  long,  but  would  like  to 
stress  a  few  points. 

I  would  like  to  hark  back  to  the  beginnings  of  social  security,  and 
to  recognize  the  fact  that  it  did  come  forward  as  a  form  of  social 
insurance;  that  it  indeed  has  fulfilled  its  promise  in  large  measure; 
that  the  basic  features  of  paying  more  to  those  who  contribute  the 
least  because  of  their  inability  to  do  so  through  their  employment 
meets,  in  my  eye,  a  real  test  in  terms  of  social  insurance. 

I  certainly  endorse  that  as  a  continuing  thing.  I  think  it  should 
be  kept  in  the  program.  I  think  also  the  idea  that  social  security  is 
an  earned  right  as  a  result  of  it  being  based  on  payroll  taxes  is  a 
primary  feature  of  the  program  and  one  that  the  working  public 
certainly  is  proud  of,  and  would  want  to  have  continued  in  the 
main. 

I  would  also  point  out  that  for  75  percent  of  all  the  people  who 
draw  social  security,  it  is  virtually  their  only  income.  Individuals  in 
that  75  percent  group  have  less  than  $500,  on  the  average,  from 
any  other  source  to  meet  their  economic  needs. 

Therefore,  I  think  it  has  to  be  considered  to  be  the  basic  econom- 
ic safety  net  for  the  average  worker  in  America,  and  from  the 
information  available  to  me,  even  considering  the  interim  report  of 
the  Pension  Commission,  there  doesn't  seem  to  be  much  hope  that 
that  is  going  to  change  much  in  the  future. 

Fewer  than  25  percent  of  the  working  population  are  able  to 
catch  a  private  pension  during  their  working  lives  that  will 
amount  to  anything  when  they  retire. 

Therefore,  I  think  it  is  extremely  important  that  social  security 
be  considered  for  what  it  is  and  what  it  has  been  in  the  past;  and 
that  this  success  is  true  despite  the  fact  that  there  are  questions  in 
the  public's  mind  about  its  solvency.  The  reasons  for  all  of  that  has 
been  very  adequately  covered  by  my  predecessors  in  office,  and  I 
certainly  endorse  what  they  have  said  on  that  subject,  and  the 
need  to  do  something  about  it.  Despite  all  of  that,  I  think  that  the 
average  worker  in  America  still  considers  social  security  to  be  a 
real  bargain  when  it  comes  to  the  programs  that  it  covers. 

The  most  recent  surveys  in  this  area,  the  Harris  poll,  the  Hart 
survey  done  for  the  national  commission,  for  example,  also  indi- 
cates that  the  public  does  have  the  confidence  in  it  sufficient  to  be 
willing  to  pay  more  in  order  to  keep  what  they  have  got,  and  to 
pay  more  in  order  to  get  more  in  the  future. 

So,  I  really,  based  on  the  experience  I  have  had  in  the  last  12 
months  in  visiting  all  parts  of  the  country,  talking  to  literally 
thousands  of  people,  looking  at  all  of  the  evidence  that  comes  in 
'  through  the  media,  and  through  people  who  are  thought  leaders 
around  the  country,  I  believe  there  is  the  solid  support  necessary  to 
back  this  program.  This  is  also  evidenced,  indeed,  by  the  actions  of 
the  Congress  in  the  past. 

I  think  also  that  I  would  stress  the  necessity  not  to  try  to  solve 
i  the  problems  of  social  security  on  too  long  term  a  basis.  The 
!  trustees  report  traditionally  looks  at  75  years  ahead,  I  certainly 
endorse  what  has  already  been  said  about  the  tenuous  nature  of 
the  economic  facts  upon  which  we  would  draw  negative  conclusions 
about  the  next  century. 
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I  think  it  extremely  important,  however,  that  permanent 
changes  be  introduced  that  will  meet  the  immediate  needs,  say  the 
next  25  or  30  years,  in  terms  of  revenues  to  carry  on  the  program. 

For  that  reason,  and  while  I  discuss  many  other  points  in  my 
statement,  I  would  underline  the  fact  that  I  endorse  the  idea  of  the 
interfund  borrowing.  I  think  that  this  is  a  good  administrative 
mechanism  that  should  be  available  because  it  will  meet  short- 
term  emergencies  and  prevent  the  kind  of  questioning  we  have 
seen  in  the  past  about  the  solvency  of  the  program. 

I  would  also  endorse  the  idea  of  financing  the  hospital  fund  out 
of  general  revenues  either  in  whole  or  in  part  and  diverting  por- 
tions of  the  payroll  tax  that  now  goes  to  support  that  program  to 
the  cash  benefit  programs.  I  think  that  this  basic  mechanism 
would  provide  the  needed  safety  net  in  order  to  relieve  the  tension 
that  arises  when  the  revenues  in  the  cash  funds  get  down  to 
dangerously  low  reserve  ratios.  So  I  do  endorse  that. 

In  my  text  I  discuss  the  question  of  increasing  taxes,  general 
revenue  contributions,  the  whole  idea  of  reducing  benefits,  and  I 
generally  come  down  on  the  side  of  not  going  into  these  areas.  I 
think  what  is  needed  now  is  not  another  attempt  at  reducing 
anything,  but  rather  one  of  stabilizing  the  program,  and  undergear- 
ing  the  basic  old  age  and  survivor  funds  to  the  point  where  the 
question  of  their  solvency  will  tend  to  be  dissipated. 

I  would  like  to  mention  briefly  the  question  of  age.  I  think  that 
since  the  younger  worker  and  the  midcareer  worker  are  the  ones 
who  would  be  most  likely  to  raise  the  basic  questions  about  will  the 
program  be  there  when  I  get  to  it,  I  think  the  question  of  raising 
the  age  probably  is  not  suitable  for  today's  legislative  program.  I 
certainly  have  heard  nothing  but  unfavorable  comment  from  the 
average  person,  and  I  think  it  would  be  construed  as  a  body  blow  to 
the  younger  worker,  particularly  at  a  bad  time  in  terms  of  making 
basic  improvements  in  the  program. 

That  basically  is  my  position,  Mr.  Chairman,  and  I  too  would  be 
glad  to  join  in  any  effort  to  answer  questions. 

[The  prepared  statement  follows:] 

Statement  of  William  J.  Driver 

Mr.  Chairman  and  Members  of  the  Committee,  I  welcome  the  opportunity  to  ! 
appear  before  you  today  to  discuss  Social  Security  financing  issues. 

In  the  past  year,  during  which  I  have  served  as  Commissioner  of  Social  Security,  I  : 
have  had  a  unique  opportunity  to  see  how  the  Social  Security  system  works  and  to 
make  certain  observations  which  I  hope  will  contribute  to  a  wide-ranging  debate  on  ' 
the  questions  of  how  best  to  continue  to  assure  an  adequate  income  in  retirement  < 
for  the  people  of  this  Nation.  I  should  point  out  the  the  major  issues  facing  the  \ 
Social  Security  system  are  basic  social  issues  of  the  greatest  importance  to  our 
country.  These  issues  involve  choices  that  are  so  broad  that  they  concern  not  only 
our  retirement  income  system,  but  also  basic  national  social  and  economic  policies- 
which  have  profound  implications  for  each  of  us. 

Social  Security  is  constructed  around  the  principle  that  active  workers  and  their 
employers  should  contribute  toward  the  cost  of  retirement,  disability,  and  survivor 
benefits  and  that  workers  should  subsequently  become  entitled  to  these  benefits  as 
an  earned  right,  not  on  the  basis  of  individual  financial  need  or  personal  circum-  a 
stances.  This  is  a  philosophy  that  emphasizes  the  work  ethic  and  individual  respon- 
sibility. It  is  a  philosophy  that  has  broad  support  among  liberals  and  conservatives 
alike  and  among  individuals  in  all  socioeconomic  groups. 

It  has  now  been  45  years  since  the  original  Social  Security  Act  was  signed.  In 
these  years,  the  program  has  matured  into  a  system  with  a  scope  and  reach  that  is 
remarkably  similar  to  that  envisioned  by  the  framers  of  the  original  legislation. 
This  year  over  114  million  people  will  work  in  employment  covered  by  Social 
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Security,  paying  Social  Security  taxes  on  their  earnings  and  accruing  rights  to 
future  Social  Security  benefits.  At  the  same  time,  monthly  checks  will  go  out  to  35 
million  beneficiaries,  the  vast  majority  of  whom  rely  on  Social  Security  to  provide 
the  mainstay  of  their  economic  support.  Ninety-five  percent  of  the  people  reaching 
age  65  this  year  will  be  eligible  for  Social  Security  cash  and  medical  benfits;  95 
percent  of  all  the  children  in  the  country  would  be  eligible  for  survivor  benefits  if 
an  employed  parent  were  to  die;  and  80  percent  of  working-age  adults  are  protected 
in  the  event  of  disability. 

As  a  measure  of  success  in  achieving  its  income  security  goals,  it  is  clear  that 
Social  Security  has  made  a  substantial  contribution  to  raising  people's  income  above 
poverty.  We  estimate  that  if  there  were  no  Social  Security  there  would  be  three 
aged  poor  persons  for  every  one  we  now  classify  as  poor.  Social  Security  thus  cuts 
the  incidence  of  poverty  among  the  aged  by  two-thirds.  Although  Social  Security 
goes  in  large  measure  to  the  aged,  payments  to  the  aged  and  non-aged  together  in 
1978  probably  kept  a  total  of  11.3  million  persons  of  all  ages  out  of  poverty.  Nearly 
seven  million  of  these  would  be  poor  persons  65  or  older. 

In  assessing  the  extent  to  which  social  security  benefits  are  fair  and  meet  the 
income  needs  of  our  Nation's  elderly,  it  is  important  to  reiterate  that  Social  Secu- 
rity combines  two  goals:  adequacy  and  equity.  Neither  of  these  two  concepts  can  be 
defined  with  precision,  but  it  is  clear  that  each  has  a  different  emphasis.  If  all  the 
emphasis  in  Social  Security  were  on  the  goal  of  equity,  we  would  be  moving  toward 
a  strictly  proportional  benefit  formula  which  would  tend  either  to  produce  benefits 
that  are  inadequate  for  low-wage  earners  or  to  produce  benefits  which  are  much 
larger  than  present-law  benefits  for  high-wage  workers.  Putting  more  emphasis  on 
the  adequacy  goal  would  weaken  the  link  between  benefits  and  earnings. 

This  deliberate  design — a  balancing  of  adequacy  and  equity — provides  higher 
benefits  and  a  higher  standard  of  living  to  lower  earners  than  they  would  have  if 
benefits  were  strictly  proportional  to  earnings.  Social  Security  explicitly  recognizes 
that  lower-paid  workers  are  less  likely  to  be  able  to  supplement  their  Social  Secu- 
rity benefits  substantially,  while  higher-paid  workers  are  more  able  to  save  for 
retirement  and  are  more  likely  to  have  worked  in  employment  that  provides  them 
with  private  pension  income.  The  Social  Security  program  encourages  private  ef- 
forts since  benefits  are  paid  in  full  regardless  of  the  amount  of  income  a  person  has 
from  source  ether  than  current  employment. 

Social  Security  Administration  studies  have  verified  that  workers  at  lower  earn- 
ings levels  have  consistently  lower  savings  and  less  in  the  way  of  the  pension 
income  than  do  higher-paid  workers.  Higher-wage  workers,  to  a  much  greater 
extent,  do  supplement  their  Social  Security  benefits  with  income  from  private 
sources.  The  Social  Security  benefit  formula  leaves  room  for  income  from  such 
private  supplements.  Then,  in  providing  supplementary  protection,  the  design,  fund- 
ing, and  operation  of  private  pension  plans  generally  take  account  of  the  Social 
Security  benefits  to  which  workers  will  be  entitled. 

SHORT-RANGE  FINANCING 

As  you  know,  the  Congress  recently  passed  legislation  (Public  Law  96-403)  that 
shifts  income  from  the  Disability  Insurance  (DI)  program  to  the  Old-Age  and  Survi- 
i  vors  Insurance  (OASI)  program  for  1980  and  1981,  without  changing  the  overall  tax 
for  Social  Security  cash  benefits.  The  effect  of  this  relatively  technical  reallocation 
of  income  to  these  two  trust  funds  is  that  the  OASI  system  is  not  expected  to 
encounter  cash  flow  problems  before  the  middle  of  1982,  rather  than  in  1981,  as 
projected  under  prior  law. 
Current  estimates  show  that  congressional  action  will  be  needed  in  1981  to 
i  strengthen  the  short-range  financing  of  OASDI. 

The  Carter  Administration  proposed  last  year  that  the  law  be  changed  to  author- 
ize the  borrowing  of  funds  among  the  three  pay-roll-tax  support  trust  funds — OASI, 
.  DI,  and  Medicare  Hospital  Insurance  (HI).  Such  a  plan  would  have  eased  the  cash 
'  flow  problems  faced  by  the  OASI  fund  without  impairing  the  ability  of  the  other 
I  two  funds  to  meet  benefit  obligations  during  the  1980s.  Although  current  estimates 
I  are  somewhat  less  favorable  than  those  made  at  the  beginning  of  1980,  such  an 
!  interfund  borrowing  authority  could  still  be  of  substantial  help.  In  particular,  with 
';  interfund  borrowing  authority,  cash  flow  difficulties  in  1982  could  be  avoided.  How- 
;  ever,  while  I  still  feel  that  interfund  borrowing  would  be  desirable,  on  the  basis  of 
j  current  economic  projections,  it  now  seems  fairly  clear  that  the  cash  benefits 
j  program  should  have  greater  security  over  the  next  four  or  five  years  than  inter- 
|  fund  borrowing  would  provide.  Additional  ways  of  avoiding  cash-flow  problems  and 
.  providing  for  temporarily  increasing  trust  fund  revenues  have  been  advanced.  The 
1  1979  Advisory  Council  on  Social  Security,  for  example,  dealt  with  a  range  of  financ- 
ing options.  One  of  the  Advisory  Council's  recommendations  would  provide  authori- 
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ty  for  trust  fund  borrowing  from  the  general  fund  in  certain  situations.  General 
revenue  and  interfund  borrowing  authority  together  would  provide  a  safety  net  that 
insures  that  beneficiaries  will  always  be  paid  regardless  of  temporary  economic 
downturns. 

The  National  Commission  on  Social  Security  endorsed  a  general  fund  borrowing 
authority  in  its  interim  report.  Both  the  Advisory  Council  and  the  national  Commis- 
sion proposals  featured  an  automatic-payback  provision.  The  requirement  that  loans 
be  repaid  guarantees  that  the  use  of  general  revenues  would  be  a  temporary 
measure  and  Social  Security  benefits  would  in  essence  still  be  financed  entirely  by 
the  payroll  tax.  The  provision  also  adds  a  guarantee  that  funds  will  always  be 
available  to  pay  benefits,  which  is  implicit  but  not  explicit  in  current  law. 

Three  more  basic  methods  of  increasing  trust  fund  revenues  or  reducing  trust 
fund  expenditures  are:  increases  in  payroll  taxes,  the  use  of  direct  and  substantial 
general  revenue  contributions,  and  actions  which  reduce  benefit  costs.  These  are 
generic  remedies  which  to  varying  degrees  can  be  applied  to  both  short-term  and 
long-term  financing  problems.  They  need  not  be  mutually  exclusive.  Before  consider- 
ing some  of  the  major  options  in  these  areas,  I  would  first  like  to  briefly  discuss  the 
nature  of  the  longer-term  issues  in  Social  Security. 

LONGER-RANGE  ISSUES 

As  to  the  longer-range  situation,  I  would  like  to  discuss  not  only  the  financing 
picture  but  also  the  role  of  Social  Security  in  the  future.  Obviously,  the  two  are 
related. 

Social  Security  is  part  of  the  Nation's  overall  effort  to  provide  a  humane  means  to 
deal  with  social  problems.  The  size  of  the  program  today  attests  to  America's 
commitment  to  these  goals.  Some  believe  the  program  is  mature  and  should  not  be 
further  expanded.  Others  believe  that  the  long-run  agenda  has  not  yet  been  com- 
pleted. For  example,  some  believe  that  the  continuing  problems  of  poverty  among 
certain  categories  of  our  population,  particularly  among  widows  need  to  be  ad- 
dressed. Twenty-two  percent  of  the  aged  widows,  are  living  in  poverty,  as  compared 
to  only  eight  percent  of  aged  married  couples. 

The  point  is  that  even  though  the  Social  Security  program  may  be  considered  to 
be  mature,  adjustments  will  continue  to  be  necessary  to  improve  its  equity  and  to 
respond  to  changing  social  and  economic  circumstances.  For  example,  the  Advisory 
Council  called  for  consideration  of  changes  in  the  way  Social  Security  treats  women 
and  recommended  a  new  benefit  formula  to  increase  benefits  for  long-term  low-wage 
workers  and  for  high-wage  workers. 

The  desire  to  make  the  program  more  equitable  leads  to  a  fundamental  debate  on 
the  allocation  of  Social  Security  benefits,  and  this  is  directly  related  to  the  whole 
question  of  Social  Security  financing.  Improvement  of  the  benefit  structure  can  only 
be  accomplished  by  either  reducing  other  benefit  categories  or  increasing  revenue.  : 

The  same  choice  is  posed  by  demographic  projections  showing  that  in  the  next 
century  the  Nation  will  have  a  very  large  retired  population  being  supported  by  a 
smaller  proportion  of  workers.  Current  projections  indicate  that  by  2030  there  will 
be  roughly  two  workers  per  Social  Security  beneficiary,  as  compared  to  three 
workers  per  beneficiary  today. 

This  change  in  the  age  structure  of  the  population  will  have  little  effect  on  Social 
Security  in  the  near  term.  Despite  cash-flow  problems  in  particular  years,  the 
Trustees  project  that  the  OASDI  system  will  have  a  surplus  of  income  over  outgo 
averaging  to  1.19  percent  of  taxable  payroll  over  the  next  25  years.  They  project  a 
deficit  of  1.17  percent  of  payroll  for  the  2005-2029  period,  however,  and  a  deficit  of 
4.58  percent  for  the  years  from  2030  to  2054.  Averaging  over  the  next  75  years,  they  i 
project  a  deficit  of  1.52  percent  of  payroll. 

There  are  two  points  to  bear  in  mind  about  these  projections.  First,  they  are 
projections,  not  certainties;  they  represent  the  best  guess  of  capable  actuaries  and  J 
economists  based  on  all  the  information  available.  Imagine,  if  you  will,  the  prospects  i 
of  people  in  1905,  76  years  ago,  preducting  what  social  and  economic  conditions  | 
would  be  like  in  1980.  This  gives  you  some  idea  of  the  uncertainties  we  face  when  j 
we  make  Social  Security  projections  for  75  years  into  the  future.  The  second  point  is 
that  if  circumstances  in  the  next  century  do  turn  out  to  be  anything  like  those  we 
are  currently  projecting,  the  issue  will  not  be  just  a  Social  Security  issue.  We  will  be 
faced  with  a  fundamental  shift  in  the  make-up  of  our  society,  with  broad  social, 
economic,  and  political  implications. 

Despite  these  many  uncertainties,  there  seems  little  doubt  that  a  major  demo- 
graphic shift  is  underway.  It  is  therefore  important  for  us  to  consider  what  might  be 
done  to  provide  adequate  retirement  income  for  a  relatively  larger  aged  population 
in  the  21st  century.  One  thing  is  clear:  if  we  are  to  preserve  present  standards  or 
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retirement  income  adequacy,  the  costs  to  society  will  be  the  same  whatever  mecha- 
nisms— public  or  private — are  used. 

Other  societies  have  already  experienced  the  demographic  shift  we  are  projecting 
for  America's  future.  European  countries,  when  faced  with  similar  Social  Security 
financing  problems,  have  generally  opted  for  paying  higher  taxes  rather  than  reduc- 
ing benefits.  West  Germans,  for  example,  already  facing  a  worker/retiree  ratio  of 
one  to  two,  now  pay  a  combined  employer-employee  tax,  similar  to  our  payroll  tax, 
of  18  percent  (compared  with  10.16  percent  in  the  United  States).  The  Swedes, 
Dutch,  and  Italians  pay  over  20  percent.  Of  course,  we  need  not  take  the  particular 
route  chosen  by  the  European  countries.  It  is  worth  noting,  however,  that  a  survey 
sponsored  by  the  National  Commission  on  Social  Security  showed  that,  given  the 
choice  of  higher  Social  Security  taxes  or  lower  future  retirement  benefits,  63  per- 
cent of  the  American  people  chose  higher  taxes. 

An  alternative  to  raising  the  payroll  tax  is  to  infuse  general  revenues  into  the 
Social  Security  system.  This  would  not  change  the  overall  cost  to  our  society,  but 
would  to  some  degree  redistribute  it  among  the  tax-paying  population. 

GENERAL  REVENUE  FINANCING 

The  Social  Security  program  has  always  been  financed  by  the  payroll  tax.  Al- 
though somewhat  controversial,  the  payroll  tax  does  have  a  number  of  advantages. 
Since  the  amount  of  a  worker's  benefit  is  based  on  the  amount  of  his  or  her  prior 
earnings,  there  is  logic  to  the  idea  that  the  program  should  be  financed  by  a  tax  on 
the  same  earnings. 

The  payroll  tax  has  the  advantage  of  producing  in  each  contributor  a  sense  of 
paying  toward  the  benefits  he  and  his  family  will  get  and  permits  the  benefits  to  be 
paid  as  an  earned  right  without  a  test  of  need.  It  also  provides  a  form  of  fiscal 
discipline  on  the  program;  benefits  cannot  be  increased  without  a  corresponding 
increase  in  payroll  taxes. 

These  values  could  be  weakened  if  general  revenues  were  made  a  major  source  of 
financing.  Any  proposal  to  use  general  revenues  must  be  evaluated  based  on  the 
extent  to  which  it  would  undercut  the  value  of  payroll  tax  financing.  Ideas  on  how 
to  use  general  revenues  in  Social  Security  tend  to  vary  based  on  different  percep- 
tions of  the  advantages  of  the  payroll  tax. 

The  idea  of  using  non-payroll  tax  revenues  to  help  finance  Social  Security  is  not 
new.  It  has  been  around  since  the  beginning  of  Social  Security.  Many  European 
countries  supplement  payroll  tax  financing  with  contributions  from  general  fund 
revenues. 

Some  have  suggested  the  use  of  general  revenue  financing  for  a  portion  of  the 
overall  Social  Security  program.  Some  favor  using  general  revenues  in  the  cash 
benefits  programs  only  for  particular  purposes.  The  use  of  general  revenues  for 
Medicare  Hospital  Insurance  appears  to  have  more  advocates  than  other  ap- 
proaches. Proponents  of  general  revenues  for  Medicare  Hospital  Insurance  point  out 
that  the  payroll  tax  is  appropriate  for  cash  benefits  programs  because  benefits  are 
related  to  past  earnings  and  to  the  taxes  paid  on  those  earnings,  a  relationship  that 
does  not  apply  to  Hospital  Insurance  benefits.  Both  the  1975  and  1979  Advisory 
Councils  on  Social  Security  cited  this  as  a  reason  for  the  use  of  general  revenue 
financing  for  Hospital  Insurance.  I  favor  this  approach  with  a  diversion  of  a  portion 
of  the  payroll  tax  now  going  to  Medicare  payments  to  the  OASDI  funds. 

ALTERNATIVES  TO  INCREASING  INCOME  TO  THE  TRUST  FUNDS 

Consideration  might  also  be  given  to  reducing  the  cost  of  the  program.  There  is  a 
wide  range  of  ideas  about  selective  or  general  benefit  reductions  now  being  dis- 
cussed in  various  forums. 

RAISE  THE  RETIREMENT  AGE 

One  proposition  being  widely  discussed  is  to  raise  the  retirement  age  by  a  few 
;  years,  so  that  the  ratio  of  workers  to  retirees  would  be  higher  than  now  expected, 
j  Advocates  of  postponing  payment  of  retirement  benefits  generally  maintain  that 
1  this  is  a  fair  way  of  restraining  future  program  costs  because  of  increases  in  the  life 
j  expectancy  of  the  elderly.  A  normal  retirement  age  of  68  in  the  year  2000  would 
j  provide  future  retirees  with  the  same  number  of  years  of  full  retirement  benefits  as 
J  was  envisaged  for  the  first  Social  Security  beneficiaries  retiring  at  age  65  in  1940. 
Opponents  argue,  however,  that  raising  the  normal  retirement  age  would  break 
J  faith  with  persons  now  working  under  Social  Security,  since  even  the  youngest 
3  workers  have  made  contributions  to  the  system  in  the  expectation  of  retirement  by 
]  age  65.  It  is  also  suggested  that  workers  in  arduous  occupations  should  not  be  asked 
,  to  extend  their  worklives. 
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Proposals  advanced  so  far  to  raise  the  retirement  age  would  not  by  themselves 
solve  the  entire  long-range  Social  Security  financing  problem.  Furthermore,  if  the 
age  were  going  to  be  raised,  people  who  would  be  affected  should  have  years — 
perhaps  as  many  as  20  or  more — to  modify  their  life  and  work  expectations  in 
accordance  with  the  new  retirement  policies. 

Current  trends  continue  to  run  in  the  direction  of  earlier,  rather  than  later, 
retirement.  The  number  of  people  claiming  early  retirement  benefits  under  Social 
Security  continues  to  climb,  and  after  a  very  slight,  and  possible  insignificant,  drop 
in  1978  and  1979,  the  fraction  of  workers  who  claim  their  benefits  before  age  65 
appears  to  be  increasing  again  in  1980.  Moreover,  Labor  Department  statistics 
through  1978  show  that  labor  force  participation  has  declined  sharply  among  men 
60  and  61  years  old.  The  cause  of  this  latter  trend  is  not  yet  clear. 

However,  it  is  clear  that  the  trend  toward  early  retirement  is  deeply  entrenched 
in  our  society.  It  is  an  attitude  that  has  in  the  past  been  encouraged  by  labor, 
business,  and  government  for  various  and  sometimes  similar  reasons.  On  the  other 
hand,  many  people  are  concerned  that  older  people  should  have  the  opportunity  to 
work  if  they  want  to,  which  led  to  the  recent  increase  of  the  mandatory  retirement 
age  to  70. 

It  may  be  true  that  65  was  an  essentially  arbitrary  choice  for  retirement  age 
when  Social  Security  was  established,  but  the  fact  it  has  been  endorsed  for  so  long 
has  established  that  number  as  a  given  in  the  public  mind.  Before  any  decision 
about  changing  it  can  be  wisely  made,  a  great  deal  more  study  and  discussion  of  the 
issue  need  to  take  place.  This  will  require  cooperation  and  open  discussion  among 
government,  representatives  of  workers,  employers,  the  aged,  and  others.  At  this 
point  in  time,  I  oppose  changing  the  retirement  age. 

LOWER  REPLACEMENT  RATES 

Another  possible  way  to  hold  down  the  long-range  costs  of  the  Social  Security 
program  is  to  gradually  lower  future  replacement  rates — the  ratio  of  benefits  to 
previous  wages.  Under  present  law,  initial  Social  Security  benefits  for  each  year's 
new  retirees  rise  at  the  same  rate  as  average  wage  levels.  The  replacement  rate  of 
the  average  wage  worker  retiring  in  the  future  will  be  essentially  the  same  as  that 
of  the  average  earner  retiring  today,  so  that  benefits  will  be  kept  up  to  date  with 
rising  wages  and  standards  of  living. 

The  present  system  of  assuring  that  initial  benefits  keep  pace  with  wage  growth 
during  working  years  is  in  keeping  with  the  wage-related  nature  of  the  Social 
Security  system.  It  was  enacted  as  a  central  provision  of  the  Social  Security  Amend- 
ments of  1977.  You  will  recall  that  projections  made  in  the  mid  1970s  showed  that 
without  legislation  the  interaction  of  economic  factors  with  the  automatic  cost-of- 
living  adjustments  than  in  the  law  would  lead  to  increases  in  initial  benefit  levels 
that  would  have  outpaced  wage  increases.  The  necessary  adjustments  were  made  in 
the  1977  amendments  so  that  the  present  Social  Security  benefit  structure  is  stable 
in  relation  to  wages — that  is  on  average,  initial  benefits  will  bear  a  constant  ; 
relation  to  wage  levels. 

Before  1977,  and  indeed  today,  the  argument  has  been  advanced  that  this  assur-  J 
ance  that  initial  benefits  will  keep  pace  with  wages  is  more  than  we  need  necessar-  j 
ily  guarantee  over  the  long  range.  It  is  suggested  that  the  Social  Security  benefit 
formula  could  be  restructured  to  provide  that  initial  benefits  rise  at  something  less 
than  the  rate  of  increase  in  average  wages — say,  at  a  rate  closer  to  the  rate  of  j 
increase  in  average  prices.  Since  prices  generally  rise  less  rapidly  than  wages  over 
extended  time  periods,  Social  Security  benefits,  and  therefore  costs,  would  be  re- 
duced. 

With  proposals  of  this  type,  it  must  be  recognized,  however,  that  while  the 
purchasing  power  of  initial  benefits  would  be  maintained  over  time,  the  value  of  J 
initial  benefits  would  decline  in  relation  to  real  wage  growth  and,  thus,  in  relation  i 
to  the  improvement  in  living  standards  that  wage  growth  makes  possible.  Over  j 
time,  Social  Security  benefits  would  replace  a  smaller  and  smaller  percentage  of 
worker's  pre-retirement  earnings,  and  would  be  less  effective  in  helping  to  maintain 
his  or  her  pre-retirement  standard  of  living. 

In  any  event,  it  is  clear  that  the  method  of  computing  initial  benefits  for  workers 
who  retire  or  become  disabled  in  the  future  and  the  survivors  of  deceased  workers 
can  have  a  significant  effect  on  long-range  costs.  Methods  which  produce  a  decline 
in  average  replacement  rates  over  time  could — depending  upon  their  exact  nature — 
estimate  all  or  part  of  the  long-run  deficit.  Any  such  proposals,  however,  would  be  a  j 
substantial  departure  from  present  law  and  retirement  policy,  and,  in  view  of  the  l 
other  options  available,  I  oppose  any  such  change  at  this  time. 
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OTHER  AREAS  FOR  CONSIDERATION 

Before  concluding,  I'd  like  to  mention  other  areas  of  intestest  that  affect  Social 
Security  financing. 

MODIFICATIONS  IN  THE  EARNINGS  TEST 

One  of  the  most  controversial  aspects  of  the  Social  Security  program  is  the 
provision  that  most  directly  targets  Social  Security  to  those  who  are  retired — that 
is,  those  who  do  not  have  substantial  earnings  from  current  employment.  I  am 
referring,  of  course,  to  the  Social  Security  earnings  test.  This  test  is  often  criticized 
as  discouraging  work  among  older  people  and  as  penalizing  those  who  wish  to 
supplement  their  Social  Security  benefits  with  earings. 

It  is  important,  I  think,  that  public  retirement  programs  for  the  aged  not  inter- 
fere unduly  with  normal  work  incentives.  On  the  other  hand,  we  must  be  concerned 
about  the  adequacy  of  Social  Security  benefits  for  those  who  are  not  working.  The 
Social  Security  earnings  test  seeks  to  balance  these  concerns.  Social  Security  has 
always  been  viewed  as  an  earnings  replacement  program,  so  benefits  have  been 
designed  to  replace  in  part  earnings  that  are  actually  lost.  In  this  context,  it  has 
always  been  considered  appropriate  to  have  some  objective  measure  of  retirement. 
Many  believe  that  paying  Social  Security  benefits  regardless  of  a  person's  earnings 
is  not  consistent  with  targeting  Social  Security  funds  where  the  need  is  the  greatest. 
Moreover,  there  is  no  clear  agreement  on  precisely  how  the  earnings  test  may  affect 
the  work  patterns  of  Social  Security  beneficiaries. 

Thus,  the  very  existence  of  the  earnings  test  reflects  a  desire  to  restrict  payment 
to  those  who  have  actually  retired — to  target  benefits  so  that  they  are  as  adequate 
as  possible  for  those  who  need  them  the  most.  The  objective  of  the  Social  Security 
earnings  test  is  similar  to  the  objective  served  in  private  pension  plans  by  the 
requirement  that  an  individual  stop  working  in  employment  covered  by  the  pension 
system  before  receiving  benefits.  I  believe  that  this  principle  should  be  retained. 

UNIVERSAL  COVERAGE 

There  is  another  subject  that  is  sometimes  considered  in  conjunction  with  improv- 
ing Social  Security  financing — the  subject  of  universal  coverage.  In  my  opinion,  the 
substantive  arguments  which  would  support  extension  of  Social  Security  coverage 
are  not  ones  of  financing,  but  of  fairness  and  equity  in  eliminating  gaps  in  coverage 
and  reducing  windfall  benefits.  Nevertheless,  in  the  shorter  term,  universal  cover- 
age could  substantially  improve  the  financial  status  of  the  trust  funds,  and  over  the 
long-run  there  are  some  favorable  effects  on  Social  Security  as  a  result  of  universal 
coverage. 

Proposals  to  extend  Social  Security  protection  to  Federal  civilian  employees  have 
been  considered  many  times  over  the  years  by  the  Congress  and  by  the  Department 
of  Health  and  Human  Services,  but  these  proposals  have  proved  very  controversial 
and  never  were  enacted.  The  principal  obstacle  then  and  now  has  been  the  problem 
of  reaching  agreement  on  a  fair  and  workable  arrangement  for  those  workers  not 
now  working  under  Social  Security  who  are  covered  instead  by  their  own  staff 
retirement  plans.  In  this  regard,  I  believe  the  recent  report  of  the  Universal  Cover- 
age Study  Group  has  been  of  great  value  in  fully  delineating  the  range  of  coverage 
options  which  might  be  considered,  including  their  potential  effects  on  workers  and 
employers,  and  should  greatly  help  in  reaching  this  necessary  agreement. 

TREATMENT  OF  WOMEN 

Finally,  there  is  the  question  of  how  well  the  Social  Security  system  has  respond- 
ed to  the  changing  roles  of  men  and  women  since  the  system  began.  I  believe  it  is 
imperative  that  women,  who  represent  half  the  population  and  42  percent  of  the 
workforce,  have  a  Social  Security  program  that  accords  them  both  the  dignity  and 
ji  appropriate  treatment  that  is  due  them  as  equal  participants  in  society.  However, 
'  changes  to  the  system  must  be  framed  in  a  way  that  will  not  mean  that  women — or 
j1  men — lose  valuable  protection.  Ultimately,  it  becomes  a  matter  of  balancing  the 
1  needs  of  different  groups  and  finding  ways  to  accommodate  with  fairness,  those 

needs  that  are  most  pressing. 
5  The  problems  of  balancing  the  needs  of  our  aged  population  now  and  in  the  future 
|  with  the  resouces  available  to  this  purpose  will  require  serious  and  extended  debate 
with  the  broadest  possible  participation.  They  may  well  be  the  highest  priority 
;  social  issue  facing  the  country  in  this  decade.  I  am  confident  that  when  these  issues 
j  are  resolved,  the  Social  Security  system,  which  has  been  so  successful  and  so  widely 
3  accepted  by  the  public,  will  continue  to  be  the  mainstay  of  this  Nation's  policies  for 
economic  security. 
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Mr.  Pickle.  I  thank  you,  Mr.  Driver,  and  your  statement  will  be 
helpful  because  you  have  lived  through  a  period  that  is  most  criti- 
cal, and  you  are  as  sensitive  to  our  problem  as  any  of  the  commis- 
sioners. 

I  have  two  questions  I  want  to  ask  the  commissioners,  and  later 
we  will  have  specific  questions  about  some  of  the  recommendations 
you  made. 

I  want  to  ask  the  first  question,  and  you  can  comment  or  you  can 
submit  a  statement  in  writing  because  we  want  to  know  this  as  a 
matter  of  philosophy.  The  first  thing  that  concerns  us  is  the  diffi- 
culty we  face  now  because  of  the  economic  conditions.  In  the  past 
the  social  security  system  has  run  into  a  difficulty  because  the 
economy  has  performed  a  great  deal  differently  from  the  economic 
projections  upon  which  the  financial  decisions  were  made.  How 
important  is  it  that  we,  the  Congress,  protect  the  social  security 
system  from  unforeseen  economic  changes,  no  matter  what  the 
projections  might  be.  What  can  we  do  about  it,  how  can  we  go 
about  trying  to  protect  social  security  when  our  financing  decisions 
are  based  on  possibly  erroneous  economic  assumption?  Do  you  have 
any  specific  thoughts  or  recommendations  we  as  a  committee  ought 
to  adopt  in  this  regard?  Do  you  want  to  respond  to  it? 

Mr.  Ross.  I  do  not  see  how  you  can  avoid  dealing  with  it  because 
you  are  talking  about  a  system  that  alone  accounts  for  25  percent 
of  the  Federal  budget  on  the  expenditure  side.  You  are  talking 
about  affecting  roughly  36,000,000  beneficiaries,  a  very  substantial 
part  of  the  population.  Social  security  is  a  part  of  the  social  fabric. 
Therefore,  if  the  society  is  suffering  from  inflation  and  economic 
dislocations,  the  system  is  part  of  that  society.  It  is  going  to  have  to 
be  constructed  in  a  way  where  it  can  ride  it  out  just  like  other 
parts  of  the  system  and  the  world  ride  it  out.  I  think  the  way  you 
do  fix  it  is  that  instead  of  making  these  long-term  projections  that 
have  totally  unrealistic  assumptions,  at  times  you  assume  that 
nothing  in  life  goes  smoothly,  that  you  have  got  to  take  account  as 
you  set  up  the  system  that  there  will  be  many  ups  and  downs.  I 
think  to  somehow  feel  that  social  security  can  be  held  to  the  side 
and  allowed  to  work  itself  through  without  being  part  of  all  of  the 
problems  we  have  got  to  deal  with  just  would  not  work. 

Mr.  Pickle.  Mr.  Cardwell. 

Mr.  Cardwell.  I  think  I  would  be  saying  part  of  what  Mr.  Ross 
is  saying.  I  think  on  one  side  you  have  to  do  the  best  you  can  to 
anticipate  the  program's  requirements:  I  think  the  primary  prob- 
lem we  have  suffered  in  the  last  7  or  8  years,  if  the  actuaries  will 
forgive  me,  is  that  the  science  of  making  predictions  could  not 
anticipate  events  as  they  have  developed.  By  the  time  we  started 
into  this  decade,  predictions  based  on  past  experience  simply  would 
not  work. 

In  a  way,  part  of  the  problem  we  have  with  public  confidence 
comes  from  the  fact  that  we  kept  telling  the  public  that  never  fear, 
we  have  planned  this  program  for  75  years.  We  have  also  told  them 
never  fear,  we  have  these  trust  funds.  And  that  has  implied,  just  as 
the  word  suggests,  that  you  can  trust  us,  we  are  managing  these 
the  way  a  banker  might  manage  them,  or  whatever;  we  have  a 
fiduciary  responsibility  to  you.  I  think  that  way  we  set  the  stage  by 
emphasizing  those  points,  and  perhaps  at  times  by  overstating 
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them.  We  set  the  stage  for  part  of  the  public  reaction  that  has 
followed  so,  therefore,  I  would  shorten  the  period  and  I  would  not 
be  so  positive  in  telling  the  public  do  not  worry,  we  have  worked 
this  thing  out  in  finite  terms  for  75  years  to  come.  It  does  not  mean 
though  I  would  not  file  a  final  plan,  and  it  does  not  mean  I  would 
abandon  the  actuary.  I  would  certainly  use  him  to  help  me  devise 
that  plan.  So  I  would  work  in  a  way  on  both  ends  of  this  spectrum. 

Mr.  Ball.  Mr.  Chairman,  the  difficulty  here,  of  course,  has  been 
the  short  run.  We  do  not  know  whether  the  long  run  is  going  to 
turn  out  the  way  it  has  been  estimated  or  not.  In  the  short  run 
perhaps  one  thing  that  could  be  done  is  take  the  pessimistic  as- 
sumptions a  little  more  seriously.  The  estimates  and  the  financing 
for  the  short  run  have  always  been  based  on  the  middle  range.  I 
think  I  am  right  in  saying  that  the  actual  experience  has  not  fallen 
significantly  outside  the  pessimistic  estimates  for  the  short  run. 

I  am  a  little  concerned  right  now  that  we  may  be  in  the  situation 
of  getting  very  optimistic  estimates  of  the  near  term  economic 
situation  and  if  those  are  followed,  I  think  we  might  be  back  in  a 
difficult  situation  again,  Congress  might  itself  want  to  keep  a  hand 
on  what  kind  of  economic  predictions  are  made  and  lean  over 
backward  to  assume  that  the  economic  recovery  is  not  going  to  be 
as  fast,  perhaps,  as  the  administration  presumes.  That  is  one  thing. 

There  are  also  several  recommendations  that  have  been  made  to 
build  right  into  the  system  itself  protection  against  unforeseen 
economic  conditions — conditions  that  have  not  been  included  in  the 
estimates.  Both  the  National  Commission  and  the  last  Advisory 
Council  have  several  recommendations  that  go  to  the  issue  of,  for 
instance,  countercyclical,  borrowing  from  general  revenues.  If  un- 
employment were  to  rise  faster  than  had  been  anticipated  under 
the  assumptions  revenues  would  become  available.  The  Advisory 
Council  of  1979  also  made  very  careful  proposals  related  to  the 
possibility  of  general  revenue  borrowing  under  unforeseen  circum- 
stances with  a  formula  that  related  to  when  the  loans  should  be 
paid  back.  So  that  there  are  devices  that  can  be  built  right  into  the 
system  that  would  operate  automatically  in  the  event  that  the 
|  estimates  turned  out  to  be  incorrect. 

Mr.  Pickle.  I  appreciate  your  statement,  Mr.  Ball.  I  am  afraid 
each  administration  always  gives  us  the  rosiest  economic  picture 
I  and  we  hopefully  follow  that  because  we  just  know  it  is  going  to 
I  work  out,  and  usually  it  does  not  work  out  as  well.  Whether  or  not 
|  we  ought  to  take  the  pessimistic  view  we  certainly  ought  not 
|  automatically  to  adopt  the  more  rosy  picture,  because  invariably  it 
has  led  us  to  difficulties.  So  I  appreciate  your  statements.  I  want  to 
.  study  what  the  Commission  and  Council  has  suggested  with  respect 
j  to  long-range  protection  no  matter  what  the  economic  assumption 
may  be. 

Mr.  Driver.  In  my  paper  I  covered  this  question.  The  idea  of 
general  revenue  borrowing  with  the  pay  back  provision  it  seems  to 
me  would  be  the  kind  of  safety  device  that  would  be  called  for.  I 
think  the  way  your  question  was  formed,  Mr.  Chairman,  that  it  is 
extremely  important  to  protect  the  system  from  these  kinds  of  ups 
and  downs  because  that  is  what  gets  us  on  the  edge  of  our  chairs. 

Mr.  Pickle.  Yes,  but  we  have  to  use  it,  as  I  said,  as  a  base.  But 
\  what  else  can  we  do  to  try  to  put  in  some  kind  of  built-in  protec- 
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tion?  It  may  be  one  of  the  most  serious  matters  we  face  and  the 
more  difficult  to  handle,  but  it  is  important. 

Mr.  Cardwell.  Mr.  Chairman,  I  think  we  are  all  consistent  in 
saying,  all  four  of  us:  do  not  depart  from  the  basic  concept  of 
maintaining  a  reserve  sufficient  to  cover  the  situation  that  you  are 
able  to  predict. 

Mr.  Pickle.  I  understand  that. 

There  has  been  much  discussion  of  the  increase  in  retirees  per 
worker  in  the  next  century,  and  it  is  a  very,  very  serious  problem. 
Could  any  of  you  gentlemen  give  us  some  idea  of  the  total  depend- 
ents per  worker  at  that  time?  In  other  words,  there  will  be  more 
elderly  dependents,  but  will  there  not  also  be  fewer  young  depend- 
ents? I  do  not  want  to  go  into  lengthy  discussion  about  the  demo- 
graphics, but  if  you  have  any  comments  you  want  to  make  on  that 
question  about  the  number  of  people  dependent  upon  the  worker, 
and  the  importance  as  we  go  forward.  Anybody  want  to  comment 
on  that  aspect  of  it? 

Mr.  Cardwell. 

Mr.  Cardwell.  I  will  comment  on  it  very  generally.  I  have 
always  felt  that  we  ought  to  try  to  find  some  way  to  analyze  the 
shifts  in  dependency  costs  for  the  society  between  young  and  old. 
The  problem  is  that  we  lack  the  all-around  mechanics  for  such 
analyses,  and  as  a  result,  most  of  our  preoccupation  is  with  the 
social  security  side  of  the  equation. 

We  also  lack  any  mechanism  or  machinery  of  government  that 
would  permit  a  transfer  of  resources  back  and  forth  between  the 
two  generations  when  shifts  of  the  kind  we  are  now  predicting 
occur.  I  have  no  doubts  that  the  dependency  costs  for  young  people 
will  decline  in  the  future.  But  our  political  system  won't  be  able  to 
shift  the  savings  to  social  security.  That  system  functions  quite 
effectively  at  the  local  level  where  educational  resources  are  cen- 
tered and  the  educational  budgets  at  that  level  will  surely  move  in 
and  claim  whatever  savings  occur  from  those  shifts.  They  are  likely 
to  go  into  education  or  whatever  to  improve  the  quality  of  depen- 
dency support  for  young  people.  So  we  have  a  dilemma. 

Mr.  Ball.  Mr.  Chairman,  I  go  into  this  somewhat  in  my  state- 
ment— the  figures  are  there.  You  make  a  very  important  point,  Mr. 
Chairman,  and  that  is,  the  people  who  view  the  next  century  with 
alarm  have  focused  on  the  dependency  ratio  of  just  the  elderly  to 
the  say  20-  to  64-year-old,  whereas  if  you  look  at  the  total  depend- 
ent age  groups — those  over  65  plus  those  under  20— we  actually  for 
many,  many  years  in  the  future  have  an  improved  situation  as 
compared  to  today;  many  fewer  dependents  per  worker.  Even  at 
the  estimated  height  of  the  total  dependency  ratio,  around  2035,  we 
just  work  back  to  where  we  were  in  1970  and  1965.  So  that  from  a 
fundamental  economic  viewpoint,  to  put  it  the  way  you  sometimes 
read  it  in  articles  is  wrong.  There  just  is  not  going  to  be  a  huge 
increase  in  the  number  of  dependents  on  the  back  of  every  worker 
in  the  next  century.  The  same  assumptions  that  lead  to  the  in- 
crease in  the  proportion  of  the  elderly  in  the  population  lead  to  a 
decrease  in  the  proportion  of  children.  What  we  have  is  a  shift  in 
the  character  of  the  dependency  group,  not  an  increase  in  the 
actual  ratio  of  total  dependants  to  those  usually  thought  of  as 
being  of  working  age. 
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I  do  not  mean,  Mr.  Chairman,  that  it  is  a  simple  matter  to 
transfer  resources  that  people  now  use  in  bringing  up  children  over 
to  taking  care  of  their  own  retirement  and  other  people's  retire- 
ment, but  it  certainly  is  a  factor  to  take  into  account  for  in  the 
future.  Just  as  the  increase  in  the  level  of  living  in  the  future  will 
make  it  easier  to  pay  for  social  security  than  it  is  today,  so  too  will 
the  fact  that  there  is  less  need  for  the  ordinary  worker  to  care  for 
so  many  children  make  it  easier  for  him  to  pay  for  his  own  retire- 
ment. 

Mr.  Ross.  Mr.  Chairman,  I  want  to  strike  a  slightly  different 
note  here.  That  is  that  I  think  despite  being  able  to  look  at  the  fact 
there  are  going  to  be  fewer  young,  I  think  it  is  important  in  the 
long  range  as  well  as  the  short  range  to  take  account  of  the 
pessimistic  assumptions.  If  you  look  at  the  end  of  the  75-year 
projection,  if  you  do  not  change  social  security  now,  you  could,  with 
pessimistic  assumptions,  get  a  payroll  tax  that  is  about  25  percent 
of  all  payroll.  That  is  just  too  high.  I  think,  as  opposed  to  the 
attitude  that  let  us  not  worry  about  the  long  run,  maybe  things 
will  be  better,  maybe  this  will  be  better  and  that,  I  do  not  think  if 
you  wait  till  it  comes  that  you  will  be  able  to  do  anything  about 
the  size  of  the  benefit  structure,  because  people  will  be  depending 
on  it.  If  you  made  your  changes  now  and  scaled  the  thing  back  to 
more  modest  levels,  and  things  go  very  well,  if  the  economy 
straightens  out,  it  might  be  necessary  for  a  Congress  to  have  an 
opportunity  again  to  do  what  the  Congress  did  in  the  1950's  and 
1960's,  which  is  increase  benefits.  You  can  always  put  in  ad  hoc 
increases. 

On  the  other  hand,  to  mortgage  the  entire  future  by  an  expanded 
benefit  structure  means  that  you  have  got  yourself  almost  strait- 
jacketed. 

Finally,  I  would  like  to  hope  that  perhaps  we  would  not  have 
these  workers  so  straddled  to  handle  the  taxes  to  pay  all  of  these 
expanded  social  programs,  that  perhaps  there  might  be  another 
baby  boom.  These  things  are  cyclical.  I  just  think  it  is  much  more 
prudent  to  take  account  of  the  pessimistic  side  of  it  in  the  long  run, 
make  your  changes  now,  and  then  if  we  are  wrong  and  things  are 
much  better,  in  the  long  run  you  can  always  reexpand  things. 

Mr.  Pickle.  Mr.  Driver,  do  you  want  to  comment? 

Mr.  Driver.  Again,  I  have  the  feeling  infusion  of  some  general 
revenues  is  essential  in  this  area,  and  we  can  predict  pretty  accu- 
rately the  number  of  retired  people  that  will  be  depending  on  every 
worker.  When  you  get  to  the  fertility  rate  is  when  we  run  into 
difficulty.  I  think  when  you  look  at  the  30-,  40-year  projection, 
when  that  will  happen,  there  will  have  been  enormous  changes  in 
all  of  our  society,  and  if  we  start  cutting  back  now  nothing  could 
i  undermine  this  program  faster,  in  my  opinion. 

Mr.  Pickle.  Did  you  want  to  add  something,  Mr.  Ball. 
'  Mr.  Ball.  Mr.  Ross  really  opened  up  another  area  of  discussion 
beyond  your  question,  I  think,  Mr.  Chairman,  and  I  do  have  rather 
I  strong  feelings  in  opposition  to  what  he  said.  It  seems  to  be  based 
on  the  idea  that  social  security  has  promised  a  great  deal  and, 
therefore,  it  is  responsible  to  cut  back.  Social  security  is  actually 
not  an  overly  generous  system.  It  is  now  paying  an  average  benefit 
of  about  $340  a  month.  In  relative  terms,  the  system  is  designed  to 
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more  or  less  keep  up  with  wages  into  the  future.  I  would  like  to 
stress  that  social  security  is  one  part  of  a  four-tier  system,  that 
these  tiers  are  complementary.  You  have  the  underlying  compul- 
sory wage-related  social  security  system,  and  you  have  private 
pensions,  which  for  average  and  above-average  earners  have  a  role 
to  play  together  with  social  security.  Together  they  are  the  retire- 
ment system  for  many  above-average  earners.  Then  you  have  pri- 
vate individual  savings.  And  then  you  have  the  means-tested  sup- 
plemental security  income,  which  is  the  underlying  floor  for  the 
elderly  and  disabled  if  the  income  from  all  other  sources  is  not 
enough. 

The  point  of  that  introduction,  Mr.  Chairman,  is  that  if  you  cut 
back  on  social  security  or  keep  changing  it  around,  you  cannot  plan 
private  pensions  in  a  sensible  way.  They  need  to  know  what  pro- 
portion of  loss  of  earned  income  social  security  is  going  to  supply  in 
the  future,  and  then  they  need  to  be  built  on  that  with  confidence 
that  this  is  a  dependable  system  that  they  are  tying  themselves  to. 
To  reduce  long-term  commitments  because  of  reliance  on  the  pessi- 
mistic assumptions  does  not  necessarily  result  in  less  social  secu- 
rity. It  may  merely  mean — for  the  long  run,  I  am  talking  about — it 
may  merely  mean  continual  ad  hoc  changes  in  the  system  which  is 
disturbing  and  confusing  to  everyone  trying  to  plan,  and  may  come 
out  with  at  least  the  same  cost  in  the  long  run. 

Mr.  Pickle.  I  take  it  the  majority  of  you  are  saying,  though  the 
question  was  philosophic  in  nature,  by  the  turn  of  the  century  we 
will  have  more  elderly  dependents,  but  that  the  problem  may  not 
be  as  serious  on  the  face  of  it  because  we  also  would  have  fewer 
younger  dependents,  and  I  think  there  is  a  general  agreement  on 
this  by  all  of  you.  Mr.  Ross  is  simply  bringing  in  further  thoughts 
on  the  pessimistic  predication  by  saying  we  are  going  to  have  to  cut 
the  benefit  structure. 

Mr.  Cardwell.  I  think  three  of  us  said,  Mr.  Chairman,  we  lack 
the  capacity  and  the  mechanism  to  transfer  resources  equal  to  that 
redistribution  of  dependency,  and  it  really  then  does  not  help  you, 
it  seems  to  me,  to  plan  a  solution  to  the  social  security  problem. 

Mr.  Pickle.  I  want  to  call  on  the  members.  I  thank  you  gentle- 
men for  your  responses,  and  I  was  just  trying  to  get  a  general 
approach.  I  want  to  come  back  to  more  specific  questions,  but  I 
want  to  recognize  each  member  of  the  panel.  I  thank  you  for  your 
indulgence  thus  far. 

Mr.  Archer,  will  you  proceed. 

Mr.  Archer.  Mr.  Chairman,  you  are  welcome  to  the  indulgence.  I 
hope  you  will  be  as  generous. 

I  would  like  to  follow  up  a  little  bit  on  some  of  the  things  you 
have  said  to  the  chairman.  I  think  it  is  important  that  we  put 
things  in  perspective,  and  I  would  like  to  get  this  on  the  record, 
particularly  in  relationship  to  what  Mr.  Ball  just  said.  What  are 
the  benefits  today  in  purchasing  power  compared  to  25  years  ago? 

Mr.  Ball.  They  are  certainly  much  larger,  Mr.  Archer. 

Mr.  Archer.  In  purchasing  power  they  are  much  larger  today 
than  they  were  25  years  ago? 

Mr.  Ball.  Yes,  they  have  been  kept  up  to  date  approximately 
with  wages.  The  1977  amendments  still  continue  the  idea  of  in- 
creasing benefits  more  than  purchasing  power  because  the  benefits 
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at  the  time  they  are  computed  are  kept  up  to  date  with  wages,  so 
the  system  will  rise  with  the  level  of  living  of  the  community  as  a 
whole.  That  is  intended. 

Mr.  Archer.  Roughly  under  the  indexation  provisions  the  pur- 
chasing power  of  the  benefits  will  remain  relatively  constant  as  the 
years  go  on. 

Mr.  Ball.  Relative  to  wages;  not  to  prices,  but  wages. 

Mr.  Archer.  They  are  not  indexed  to  wages,  Mr.  Ball. 

Mr.  Ball.  Yes,  they  are,  Mr.  Archer.  At  the  time  the  benefit  is 
computed,  the  benefits  are  kept  up  to  date  with  wages. 

Mr.  Archer.  But  for  those  who  are  already  retired,  they  are  kept 
up  with  the  Consumer  Price  Index  and  not  with  wages. 

Mr.  Ball.  Exactly. 

Mr.  Archer.  All  right.  Now,  I  wish  you  gentlemen  had  this 
information  that  you  could  submit  to  us.  It  is  available,  but  there  is 
a  significant  increase  in  the  percentage  of  purchasing  power  in  the 
benefit  structure  today  compared  to  when  social  security  was  cre- 
ated initially,  or  25  years  ago,  or  any  time  that  you  want  to  look  at 
prior  to  indexation.  I  think  it  is  important  for  the  American  people 
to  understand  that  when  we  talk  about  keeping  the  outflow  in 
conjunction  with  the  amount  that  the  workers  are  able  and  willing 
to  bear,  we  should  keep  in  mind  what  beneficiaries  are  really  able 
to  buy  today  with  their  benefits  compared  to  25  years  ago.  I  think 
that  is  a  fundamental  premise  that  should  be  known  by  the  Ameri- 
can people.  Most  people  I  talk  to  today,  in  my  district  and  across 
this  country,  believe  social  security  benefits  today  buy  less  than 
they  would  have  about  25  years  ago,  and  that  is  totally  wrong. 

Mr.  Ball.  Mr.  Archer,  may  I  comment? 

Mr.  Archer.  Happy  to  have  you  comment. 

Mr.  Ball.  Although  I  do  not  have  the  exact  figure  for  25  years 
ago,  I  think  this  point  is  pertinent  to  your  line  of  questioning.  That 
is,  if  you  had  kept  in  effect  the  original  Social  Security  Act  of  1935, 
the  benefits  that  would  be  paid  today  as  a  proportion  of  recent 
earnings  would  be  very  close  to  what  would  be  paid  in  1981  under 
the  present  act.  The  system  has  not  been  significantly  liberalized 
over  what  was  originally  planned  measured  as  a  replacement  of 
wages. 

Now,  25  years  ago  in  terms  of  purchasing  power,  what  you  say  is 
true.  But  ever  since  the  system  has  been  in  effect  the  attempt  by 
the  Congress  and  by  the  executive  has  been  not  to  keep  up  to  date 
with  purchasing  power  only,  but  up  to  date  with  the  level  of  living 
of  the  population  generally,  up  to  date  with  wages  before  people 
come  on  the  rolls.  For  many  years  that  was  done  on  an  ad  hoc 
basis  roughly,  and  then  beginning  in  1977  it  is  done  on  an  automat- 
-  ic  basis — keeping  up  to  date  with  wages  before  you  retire  or  would 
otherwise  get  benefits,  and  then  with  the  cost  of  living  after  that. 
We  are  not  far  off  from  what  the  original  act  would  have  done  in 
terms  of  replacement  rates. 

I  owe  the  analysis  on  which  that  is  based,  Mr.  Archer,  to  my 
,  former  colleague,  Robert  Myers,  who  will  be  testifying  later  this 
morning  if  you  would  care  to  question  him  in  more  detail  on  this. 

Mr.  Archer.  The  point  is,  the  only  basis  on  which  you  can  judge 
the  relative  value  of  benefits  is  what  they  will  buy.  You  cannot 
judge  it  based  on  an  inflated  value.  You  can  only  judge  it  on  how 
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many  loaves  of  bread  it  will  buy,  how  many  pairs  of  shoes  it  will 
buy,  how  much  in  the  way  of  other  clothing  and  basic  staples  of  life 
it  will  buy,  and  it  will  buy  much  more  today  than  it  would  have  25 
years  ago.  The  recipients  of  social  security  today  are  receiving  a 
much,  much  higher  real  benefit  than  they  received  at  any  time 
during  the  program. 

if  we  had  indexed  this  program  to  the  cost  of  living  at  the  time 
social  security  was  put  into  effect,  the  social  security  program 
would  be  viable  today;  we  would  have  excess  funds.  We  would 
probably  have  2  or  3  or  4  years  worth  of  benefits  in  the  program. 
We  would  not  be  sitting  here  worrying  about  this.  But  in  any 
event,  I  want  to  get  it  on  the  record,  and  I  am  sorry  you  do  not 
have  the  percentage  figure.  But  at  least  we  got  it  out  in  the  open, 
and  time  is  short,  so  I  am  going  to  have  to  get  in  some  other 
things. 

Mr.  Ball.  Could  I,  Mr.  Archer? 

Mr.  Archer.  It  does  not  help  to  belabor  it  any  more.  I  need  to 
get  into  other  things,  because  I  am  going  to  be  cut  short  on  time 
shortly. 

The  chairman  asked  an  excellent  question:  How  do  we  make 
more  orderly  projections?  Some  one  of  you  said  well,  we  have  never 
had  any  projections  we  could  count  on.  My  opinion  is  that  is  just 
not  true.  Till  we  tampered  with  the  basic  method  on  which  we 
projected  all  of  the  social  security  program  in  1972,  the  fund 
always  had  more  than  enough  money  to  meet  what  the  projections 
were.  We  were  on  the  standard  level  earnings  concept,  before  we 
went  onto  this  so-called  dynamic  earnings  concept,  and  I  am  won- 
dering if  you  think  we  should  go  back  to  the  standard  level  earn- 
ings concept  so  that  we  can  project  with  a  degree  of  certainty  what 
is  going  to  happen  in  the  fund.  Then  if  we  have,  as  Mr.  Ross  said, 
excess  moneys,  as  we  did  in  the  past,  then  we  can  create  additional 
benefit  increases.  I  would  like  to  know  what  you  think  about  that, 
Mr.  Ross. 

Mr.  Ross.  My  view  of  the  projections  is  that  I  think  people  do  the 
best  they  can.  Actuarial  science  changes,  and  I  am  certainly  in  no 
position  as  a  lawyer  to  advise  you  as  to  what  the  state  of  the  art  is 
today.  Whatever  it  is,  it  ought  to  be  used. 

I  think  the  important  thing  is  that  the  Congress  and  the  public 
has  to  recognize  that  the  projections  are  not  necessarily  going  to 
come  true.  Real  life  is  more  complicated  than  you  can  factor  in. 
Therefore,  there  will  be  inevitably  situations  constantly  coming  up 
which  your  projections  have  not  prepared  you  for. 

I  think  all  the  projections  really  do  is  furnish  you  with  whatever 
the  best  information  is  at  the  time.  I  would  agree  with  you  about . 
one  thing,  though,  they  ought  to  be  done  cautiously,  conservatively, 
and  even  pessimistically,  because  the  trouble  we  have  had  for 
almost  the  past  decade  is  that  pessimism,  the  pessimistic  projec- 
tions came  closer,  the  optimistic  have  no  relevance  at  all  anymore, 
and  I  would  say  use  the  pessimistic  in  the  very  long  term,  too.  I  do 
not  think  it  is  any  different.  I  think  it  is  awful  easy  to  wish  away 
the  problems  by  making  assumptions. 

Mr.  Archer.  Were  not  the  projections  always  accurate,  though, 
from  the  1930's  till  the  middle  1970's  while  we  where  using  the 
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standard  level  earnings  concept?  Did  we  not  always  meet  the  pro- 
jections during  that  period  of  time? 

Mr.  Ball.  Mr.  Archer,  perhaps  I  could  help  on  this.  I  was  Com- 
missioner during  a  large  part  of  that  time,  and  also  a  chief  official 
before  I  was  Commissioner.  Before  the  automatic  provisions  of 
1972,  the  way  the  actuarial  estimates  were  made  was  to  assume 
that  wages  would  not  rise  in  the  future,  and  this  provided  not  an 
accurate  estimate,  but  a  cushion,  a  considerable  cushion  in  the 
system,  which  produced  surpluses  from  time  to  time  and  helped 
finance  benefit  increases. 

This  was  a  desirable  procedure  that  I  do  not  quarrel  with.  In 
1972  when  the  automatic  provisions  were  introduced  so  benefits 
rose  on  a  dynamic  basis  on  into  the  future,  it  seemed  really  bizarre 
to  continue  to  assume  under  automatic  provisions  that  everything 
would  remain  stable.  Consequently,  the  actuaries  at  that  time 
adopted  dynamic  assumptions.  But  they  made  an  important  condi- 
tion when  they  changed.  They  attached  to  their  new  estimates  on  a 
dynamic  basis  the  condition  that  the  Congress  have  actually  passed 
the  automatic  increases  tied  to  prices  before  relying  on  the  dynam- 
ic cost  estimates.  When  that  did  pass  then  the  actuaries  dropped 
what  had  been  a  dual  way  of  estimating  for  a  year  or  so  during 
congressional  consideration  of  the  legislature  and  went  over  to 
dynamic  assumptions. 

I  do  not  think  it  would  be  appropriate  now  to  use— with  the 
automatic  provisions  in  the  law — assumptions  that  assumed  that 
wages  and  prices  will  not  change.  I  think  we  have  to  do  the  best  we 
can  on  dynamic  assumptions,  and  for  the  short  term,  when  dynam- 
ic assumptions  were  always  used,  I  would  lean  toward  the  pessimis- 
tic. I  see  no  reason,  however,  to  make  changes  now  based  on 
whatever  someone  can  think  up  as  the  worst  possible  case,  save  50 
to  75  years  from  now. 

Mr.  Archer.  None  of  you  think  we  should  go  back  then  to  a 
standard  level  earnings  concept  with  adjustments  as  we  are  able  to 
do  them? 

Mr.  Ball.  I  do  not. 

Mr.  Ross.  I  think  you  have  to  go  forward.  I  think  the  problem  is 
;  that  the  method  of  projecting  that  has  been  used  since  1972  has 
obviously  not  been  adequate  for  the  needs  of  the  Congress  and  the 
management  of  the  program.  I  think  you  have  to  go  forward,  and 
!  try  to  figure  out,  if  you  can,  factor  in  more  cushions  against  the 
j  fact  that  we  have  got  an  economy  now  that  does  not  perform,  and 
is  not  performing  well.  In  other  words,  I  think  the  only  thing  you 
got  out  of  the  situation  before  1972  was  a  cushion  based  on  assum- 
ing things  were  less  than  they  were  going  to  be.  If  that  kind  of 
-  cushion  is  valuable,  which  it  obviously  was,  it  seems  to  me  you 
have  to  get  back  into  the  way  we  are  doing  it  now  and  see  whether 
the  state  of  the  art  cannot  complicate  some  of  the  facile  assump- 
tions we  have  been  making  with  inflation  and  recession  and  the 
other  things.  They  are  much  worse  than  we  have  been  taught  to 
j  handle. 

Mr.  Archer.  Let  me  ask  you  this,  inasmuch  as  there  is  absolute- 
ly no  tax  or  premium  as  it  were  for  survivorship  benefits,  none 
whatsoever,  what  would  be  your  view  about  having  an  extra  premi- 
um for  those  who  want  to  have  survivorship  benefits?  In  other 
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words,  a  separate  tax  that  would  be  levied  on  those  that  wished  to 
be  covered  by  survivorship  benefits. 

Mr.  Ball.  I  would  be  glad  to  comment,  Mr.  Archer.  I  do  not  want 
to  take  more  than  my  share  of  the  response,  if  you  have  someone 
else. 

Mr.  Archer.  That  is  fine.  I  would  like  to  get  a  view  from  each  of 
you,  if  I  can. 

Mr.  Ball.  It  seems  to  me  that  the  premise  is  not  entirely  correct, 
with  all  due  respect.  Although  the  survivorship  cost  is  not  sepa- 
rately identified  with  a  separate  rate,  as  is  disability,  for  example, 
it  nevertheless  is  included  in  the  overall  rate  for  retirement  and 
survivorship  protection,  and  everyone  who  pays,  pays  for  not  only 
retirement  protection  but  protection  for  dependents  and  for  any 
survivors  they  might  have.  So  that  it  is  just  as  much  as  retirement 
an  integral  part  of  the  basic  protection  for  which  people  are 
paying.  The  way  I  view  the  system  is  by  looking  at  an  individual 
starting  out  at  work  say  at  age  18  or  20,  and  facing  life's  risks, 
which  include  not  only  retirement,  but  include  protection  against 
disability  and  protection  for  one's  survivors  and  so  on,  so  I  think  it 
is  an  integral  part  of  the  system. 

Beyond  that,  I  would  be  concerned  about  any  voluntary  provi- 
sions of  a  major  kind  in  the  program.  If  you  just  let  people  select 
when  it  was  advantageous  to  them  to  take  survivors'  benefits,  you 
get  instead  of  averaging  over  a  very  large  group,  and  therefore 
relatively  low  cost,  you  get  a  selection  against  the  system  by  the 
people  who  feel  that  they  will  benefit  most  from  it.  And  social 
security  is  particularly  vulnerable  to  such  selection,  with  its 
weighted-benefit  formula  and  some  of  the  other  social  features.  I 
would  think  just  on  the  ground  of  the  voluntary  nature  of  it  there 
would  be  trouble. 

Mr.  Driver.  Mr.  Archer,  I  would  give  you  the  example  of  the 
military  where  that  was  possible  for  a  number  of  years  up  till  the 
middle  1950's,  for  the  member  to  decide  whether  or  not  at  some 
point  before  retirement  came  he  would  opt  for  a  higher  payment 
for  himself  or  a  lower  one  with  a  survivor  benefit.  Lots  of  them 
took  the  higher  payment  for  themselves  at  retirement,  with  disas- 
terous  results  when  they  predeceased  a  survivor. 

This  confronted  the  Congress  with  a  problem  that  was  solved  by  i 
requiring  something  quite  different.  Therefore,  I  feel  that  that  is  a  o 
perfect  example  of  why  a  retirement  benefit  should  have  as  an 
integral  part  of  it  a  survivor  benefit  also. 

Mr.  Archer.  Mr.  Ross. 

Mr.  Ross.  I  would  take  a  slightly  different  view  of  the  situation. 
The  survivor  benefit  was  put  in  in  1939  basically  to  help  women, 
because  women  were  viewed  in  the  category  that  they  would  not  be'; 
workers.  If  you  come  up  today  and  you  look  at  the  real  situation, 
women  are  something  over  40  percent  of  the  work  force,  well  over 
half  of  the  women  are  working,  and  those  trends  are  likely  to  grow. 
Therefore,  it  seems  to  me  a  way  of  approaching  this  for  the  future 
with  a  phase-in  would  be  to  go  to  something  like  earnings-sharing, 
where  every  person  would  have  an  account  in  their  own  name, 
where  they  would  build  up  their  own  benefits.  Everybody,  in  effect, 
who  paid  tax  would  get  benefits  back  for  the  tax  they  paid,  which 
does  not  happen  today  because  of  the  way  the  system  is  structured. 
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You  might  well  phase  in  a  system  where  everybody  had  their  own 
individual  social  security  account  and  you  did  not  need  survivor 
benefits  somewhere  out  in  the  future. 

Getting  from  here  to  there  is  going  to  take  time  because  the 
survivor  feature  is  very  much  a  part  of  the  present  structure.  But 
if  you  do  get  into  again  restructuring  of  the  benefit  structure  in  the 
long  run,  you  could  certainly  deal  with  the  problem  and  the 
changes  that  have  happened  in  this  country  over  the  past  40  years. 

Mr.  Archer.  Do  you  have  anything  to  add,  Mr.  Cardwell. 

Mr.  Cardwell.  I  guess  I  would  just  remind  you,  you  probably 
already  know  this,  I  am  sure,  that  there  are  private  pension  sys- 
tems that  do  offer  that  option,  offer  an  actuarially  adjusted  benefit 
;i  for  a  retiree  at  the  time  of  retirement.  The  Federal  retirement 
system  works  that  way,  and  I  think  the  one  for  Congress  works 
that  way. 

I  think  that  does  add,  the  idea  adds  a  prospect  of  an  added 
complexity  to  the  system,  and  I  guess  I  have  to  say  I  do  not  know 
enough  about  what  its  implications  would  be  to  offer  any  comment 
on  it.  At  this  time  I  would  look  at  anything.  But  again  I  come  back 
to  my  own  idea  that  I  think  we  need  to  adopt  some  fairly  firm 
precepts  for  the  program,  and  kind  of  stick  to  them.  I  would  also 
keep  that  in  mind  as  I  looked  at  that  option. 

Mr.  Ball.  Could  I  just  remind  Mr.  Ross  there  are  about  5  million 
children  receiving  survivor,  not  survivor's,  but  receiving  benefits 
every  month  of  which  a  major  portion  are  survivor's  benefits.  It  is 
not  just  for  women. 

Mr.  Ross.  I  would  factor  out  in  this  analysis  the  dependency 
j,  situation. 

Mr.  Archer.  That  really  is  sort  of  the  nub  of  what  I  am  getting 
fat.  If  I  am  a  single  person  in  our  society,  or  if  I  am  a  married 
person  and  I  know  I  can  never  have  children,  and  will  never  have 
children,  I  am  paying  the  same  premium  as  someone  who  has  10 
children,  the  same  tax.  I  know  that  benefit  will  never  be  applicable 
to  me. 

This  is  one  of  the  major  areas  of  welfare,  in  effect,  in  the  social 
security  program.  I  do  not  think  any  one  of  you  has  really  treated 
that  aspect.  Do  you  just  think  as  a  matter  of  social  welfare  it  ought 
i  to  continue  the  way  it  is? 

i     Mr.  Ball.  No;  I  think  it  is  a  matter  of  social  insurance,  Only 
about  5  percent  of  the  people  reaching  age  65  will  not  at  some  time 
have  been  married,  Mr.  Archer.  It  is  a  relatively  small  number. 
■Some  of  them  do  not  have  children,  looked  at  retrospectively,  but  if 
,j,you  are  looking  at  it  as  an  insurance  system  at  the  beginning  of 
i  ^working  life,  there  are  some,  but  not  an  alarming  number  of  people 
,  j  who  can  say  as  they  start  to  pay  social  security,  I  am  never  going 
r  fto  marry,  or  if  I  marry  I  am  never  going  to  have  children.  So  it  is 
part  of  a  huge  group  insurance  plan,  it  is  true,  some  people  get 
e  somewhat  more  protection  than  others. 

[,  Mr.  Archer.  But  why  should  a  single  person  who  is  not  going  to 
J,  have  a  family  pay  money  into  a  fund  so  that  that  money  can  go  to 
the  children  of  a  Rockefeller  who  does  not  need  any  help  under  the 
^dependent  survivorship  benefits,  because  the  person  who  is  ex- 
i  tremely  wealthy  happens  to  have  a  big  family  and  qualifies  all  of 
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those  children  in  case  of  death  for  that  benefit?  What  is  the  equity 
in  that? 

Mr.  Ross.  Mr.  Archer,  I  share  your  sentiment  that  it  presents  a 
problem.  My  only  thrust  was  that  you  have  to  kind  of  break  it 
down  more  to  get  at  it. 

For  example,  the  place  where  I  have  seen  it  being  the  most 
difficult  is  in  connection  with  the  disability  program,  because  you 
can  tell  when  somebody  is  65  and  entitled  to  benefits.  It  is  very 
often  hard  to  tell  if  somebody  is  disabled.  Therefore,  when  you 
have  these  extra  benefits  there,  these  dependency  benefits,  you 
build  the  benefit  up,  and  that  is  why  we  wound  up  with  the 
problem  that  you  had  to  correct  last  year,  which  was  benefits  in 
excess  of  what  a  person  made  while  they  were  working.  In  each 
one  of  these  programs  and  in  each  one  of  these  situations  it  is  a 
little  different.  My  own  judgment  is  the  big  piece  of  it  in  the  old- 
age  and  survivors  program  to  worry  about  is  in  connection  with  the 
treatment  of  women.  That  was  what  I  was  trying  to  say.  If  you 
return  me  to  the  disability  program,  I  would  say  the  big  problem  is 
it  builds  up  the  benefits  so  you  create  a  problem.  The  size  of  the 
benefit  being  set  up  creates  a  bad  incentive. 

So  to  me  you  have  to  go  at  it  in  each  kind  of  separate  context 
and  try  to  solve  it.  It  is  hard  to  treat  it  across  the  board.  That  is 
what  I  was  saying. 

Mr.  Pickle.  Let  me  proceed  with  the  other  committee  members. 

I  will  ask  members  to  try  to  stay  within  the  time  limit.  I  recog- 
nize there  have  been  some  exceptions  made  this  morning. 

Mr.  Jacobs. 

Mr.  Jacobs.  I  wonder  if  the  panel  might  comment  on  the  puni- 
tive suggestion  of  the  administration  with  regard  to  the  minimum 
tax. 

Mr.  Ball.  Minimum  tax? 

Mr.  Jacobs.  The  administration  says  they  oppose  repeal  of  the 
minimum  benefit — I  am  sorry;  they  might  have  interest  in  the 
minimum  tax,  too. 

Mr.  Ball.  Mr.  Jacobs,  I  think  what  the  Congress  has  already 
done  and  included  in  the  law  is  exactly  right  on  the  minimum 
benefit.  They  decided  in  1977  to  deemphasize  the  minimum  benefit, 
to  do  it  gradually  over  a  long  period  of  time,  so  people's  expecta- 
tions would  not  be  damaged.  What  happened,  as  you  know,  is  that 
the  $122  minimum  benefit  for  people  coming  on  the  rolls  under  the 
new  formula  will  be  frozen  at  $122 — although  it  will  keep  up  with 
the  cost  of  living  once  on  the  roll — and  since  other  benefits  in- 
crease with  wages,  the  minimum  will  be  effectively  phased  out;  it 
will  be  unimportant  over  time. 

The  proposal  to  recompute  benefits  that  people  are  already  re- 
ceiving and  are  counting  on,  which  I  understand  was  in  Mr.  Stock- 
man's memorandum  at  least,  seems  to  me  unconscionable.  To 
change  benefits  that  people  are  getting  or  are  about  to  get,  that 
they  are  counting  on,  so  that  instead  of  getting  $122,  they  would 
get,  1  do  not  know,  anywhere  from  $8  or  $9  to  something  else,  just 
seems  to  me  to  undermine  faith  in  the  system. 

Mr.  Jacobs.  Let  me  just  ask  you  at  this  point,  Mr.  Ball,  what  you 
think  about  the  assertion  that  has  been  made  in  some  quarters 
that  those  who  have  handsome  pensions  from  the  Federal  Govern- 
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ment  and  moonlight  precisely  for  the  calculation  of  achieving  not 
the  arithmetic  consequences  of  moonlighting  contributions  to  the 
social  security  program,  but  hitting  the  jackpot  with  a  charwom- 
an's nickel,  so  to  speak,  and  receive  minimum  benefits,  is  that  not 
just  a  tad  unconscionable,  and  medicare  has  insured  them? 

Mr.  Ball.  Let  me  say  I  favor  phasing  out  the  minimum  benefit.  I 
do  believe  too  much  of  the  money  of  the  system  has  gone  into  the 
minimum  benefit,  but  I  think  it  has  to  be  done  gradually  and  over 
time.  The  General  Accounting  Office  found  only  15  percent  of  the 
minimum  beneficiaries  were  getting  a  Federal  civil  service  benefit 
also.  Attacking  the  minimum  seems  to  me  a  blunderbuss  way  to  go 
about  the  problem  you  describe.  There  are  better  ways  to  get  rid  of 
the  overlap. 

Mr.  Jacobs.  Any  further  comment  knowing  our  time  constraints? 

Mr.  Ross.  Yes.  I  would  just  say  that  you  have  to  worry  about 
transition.  You  do  not  want  to  upset  somebody  on  the  roles,  but  the 
minimum  benefit  is  precisely  the  kind  of  thing  that  ought  to  begin 
phasing  out,  that  ought  to  be  done  because  it  does  not  make  sense 
under  the  present  system.  You  have  a  social  security  I  program.  It 
just  does  not  make  sense  to  have  that  in  the  social  security  pro- 
gram any  more. 

Mr.  Jacobs.  Mr.  Cardwell,  would  you  say  just  a  word  or  two 
about  the  transition  difficulty;  that  is  to  say,  locating  the  people 
who  now  perhaps  receive  minimum  benefit  on  behalf  of  the  social 
security  I  authorities? 

Mr.  Cardwell.  I  do  not  think  I  have  a  lot  to  say  that  would  be 
helpful  to  you. 

Mr.  Jacobs.  Is  that  a  problem?  Would  that  be  an  administrative 
problem? 

Mr.  Cardwell.  No;  I  do  not  think  so. 
Mr.  Ball.  I  do  not  think  they  could  find  them. 
Mr.  Cardwell.  Was  your  question  could  we  manage  a  transition 
from  social  security  to  SSI? 
Mr.  Pickle.  No. 

Mr.  Cardwell.  That  was  not  the  question.  I  thought  your  ques- 
tion was  do  I  see  a  transition  problem. 

Mr.  Jacobs.  Yes.  In  terms  of  locating  the  people  who  in  the 
absence  of  minimum  benefit  would  thereby  be  entitled  to  social 
security  I  benefits  and  might  not  know  it. 

Mr.  Cardwell.  I  do  not  think  we  have  any  way  of  tracking  those 
people  quickly  or  easily. 

Mr.  Driver.  It  would  have  to  be  a  case  analysis,  and  it  would  be 
very  expensive. 

Mr.  Pickle.  Could  I  interrupt  to  ask  do  you  all  agree  it  would  be 
.  very  difficult  and  very  expensive  to  locate  those  people  who  are 
already  receiving  the  benefit,  but  that  prospectively  we  should  give 
some  consideration  to  changing  it;  is  that  right? 

Mr.  Ross.  Right. 

Mr.  Jacobs.  To  interrupt  the  interruption,  the  panel  generally 
would  agree  it  should  be  phased  out? 
Mr.  Driver.  Right. 

Mr.  Ball.  Just  to  be  clean  on  the  record,  I  would  stick  with 
present  law,  which  is  phasing  it  out. 
Mr.  Jacobs.  I  yield  back  the  balance  of  the  panel's  time. 
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Mr.  Pickle.  Thank  you,  Mr.  Jacobs. 
Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  would  like  to  just  talk  about  two  items.  The  first  is  the  retire- 
ment age.  I  would  like  to  know  what  comments  any  of  you  may 
have  on  a  proposition  which  would  retain  the  option  to  retire  at  62 
but  make  68  the  age  at  which  the  so-to-speak  full  retirement  bene- 
fits would  be  obtained  and  simply  say  if  you  are  going  to  go  out  at 
62  or  you  are  going  to  go  out  at  65,  you  are  going  to  get  a  few 
actuarial  discounts,  or  maybe  even  a  little  more  taken  off.  My 
reading  of  the  way  the  system  works  today  is  that  it  is  beneficial 
for  most  people  to  go  out  at  62  rather  than  to  stay  on.  The  num- 
bers work  out  that  way.  The  system  is  tilted  in  that  direction. 
What  I  am  really  asking  is  how  would  you  feel  if  we  retained  the 
62  option,  but  tilt  it  so  there  would  be  a  slight  incentive  to  stay  in 
the  work  force  longer  if  one  could? 

Mr.  Ross.  Let  me  just  say  I  think  the  age  62  to  full  retirement  is 
the  big  problem  with  the  present  system.  I  think  you  ought  to  try 
to  move  back  to  65  being  normal.  The  problem  with  giving  people  a 
few  actuarial  discounts  is  that  they  wind  up  with  a  benefit  that 
may  be  very  inadequate  as  they  are  in  retirement  longer  and  living 
longer.  I  think  you  do  not  want  to  set  up  a  system  where  you  kind 
of  give  people  an  inducement  to  get  out  early  and  then  wind  up 
with  them  having  real  problems  later  on.  I  think  you  want  to  try 
to  develop  a  system  that  is  based  on  an  adequate  benefit  at  a 
normal  retirement  age,  and  trying  to  adhere  as  closely  to  that,  and 
giving  incentives  for  staying  in  longer. 

Mr.  Gradison.  One  way  that  could  be  done  might  be  to  have  a 
different  indexing  after  retirement,  if  you  go  out  early,  than  if  you 
stay  in.  I  mean,  there  are  a  lot  of  ways  we  could  make  staying  in 
longer  more  attractive — that  might  be  one — and  still  go  out  at  62, 
but  having  done  so  you  might  not  have  quite  as  much  to  look 
forward  to  as  if  you  stay  in. 

Mr.  Ross.  Except  you  know  the  reasons  people  go  out  at  62  are 
not  necessarily  reasons  where  you  would  seek  to  reduce  their  bene- 
fits. Presently  it  could  be  that  with  the  way  the  job  market  is 
structured  that  it  is  a  combination  of  health  and  declining  physical 
condition  with  an  inadequate  number  of  jobs  for  people  in  that  age 
level,  with  inadequate  unemployment  programs.  It  seems  to  me  , 
that  you  have  to  know  much,  much  more  about  who  is  being 
affected  and  when  you  look  at  that  data  you  may  not  want  to  leave 
those  people  with  a  lifetime  of  very  lowered  benefits,  which  may  be 
socially  counterproductive. 

Mr.  Cardwell.  I  think  I  subscribe  to  the  point  Mr.  Ross  makes. 
My  point  of  departure  in  the  whole  thing  would  be  to  try  to  make 
my  best  judgment  based  on  information  now  available  as  to  what  is 
going  to  happen  to  the  demand  for  workers  and  the  capacity  of 
people  to  work  at  given  ages  in  the  future.  I  think  there  are 
indicators  that  suggest  that  both  the  demand  will  go  up  and  the 
capacity  will  improve.  I  cannot  deal  with  the  question  of  whether 
jobs  are  going  to  be  there.  But  I  do  not  think  we  should  stick  with 
the  idea  that  62  is  a  nice  time  for  people  to  opt  out  of  work  or  that 
65  is  necessarily  the  right  ultimate  retirement  age.  I  suspect  that 
there  are  a  lot  of  indications  that  suggest  that  both  the  age  for 
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early  and  regular  retirement  should  be  raised  in  some  sort  of 
synchronization . 
Mr.  Gradison.  Thank  you. 

Mr.  Driver.  I  feel  that  the  raise  should  come  as  a  result  of  a 
push  that  the  worker  manufactures  rather  than  the  other  way 
around.  Make  it  desirable,  as  you  indicated,  for  him  to  work 
beyond  65.  Change  the  system;  for  example  now  there  is  a  3- 
percent  increase  per  year  after  65,  the  actuarial  increase  would  be 
about  7.  Make  it  more  attractive  for  them  to  stay  and,  therefore, 
have  them  do  it  willingly  rather  than  the  other  way  around.  Both 
business  and  Government  have  in  the  past  from  time  to  time 
provided  the  reasons  for  people  to  be  moved  out  early  because  of 
economic  conditions.  Those  things  will  happen  again.  Therefore,  I 
think  it  would  be  wrong  to  change  the  rules  at  this  point. 

Mr.  Gradison.  I  want  to  thank  you  all  for  those  comments.  Mr. 
Driver  has  picked  up  the  point  I  really  had  in  mind,  which  was  you 
would  not  change  it  on  a  mandatory  basis,  but  you  would  make  it 
more  advantageous.  If  you  want  to  go  out  early,  you  can,  but  if  you 
stay  in,  you  get  a  better  deal;  where  I  think  today  it  is  the  reverse 
the  way  the  numbers  work  out. 

Finally,  a  quick  question.  There  have  been  suggestions  of  the  use 
of  general  revenue.  As  you  all  know,  one  of  the  objections  histori- 
cally, traditionally  raised  to  the  use  of  general  revenue  is  that  it 
may  lead  to  putting  on  a  means  test  basis  whatever  is  financed  out 
of  general  revenue,  rather  than  an  earned-right  basis.  That  may  or 
may  not  prove  to  be  the  actual  fact,  but  that  is  the  fear.  I  would 
like  to  ask  those  of  you  who  support  the  use  of  general  revenues 
above  those  now  being  used  today  whether  there  are  any  parts  of 
the  present  social  social  security  program,  medicare  included,  that 
you  think  should  be  means-tested  which  are  not  now  means-tested. 

Mr.  Ball.  Mr.  Gradison,  I  would  say  no.  I  do  not  favor  increasing 
the  use  of  the  means-tested  system  as  compared  with  social  insur- 
ance. 

I  believe  that  there  are  two  possible  approaches  to  substituting 
some  general  revenue  funds  in  the  medicare  program.  If  we  can  for 
a  moment  focus  on  Mr.  Conable's  proposal,  which  I  support,  it 
seems  to  me  

Mr.  Gradison.  And  I  do  not,  as  you  probably  can  tell  from  my 
question. 

Mr.  Ball.  It  seems  to  me  if  you  go  no  further  than  one-half  of 
general  revenues,  that  the  danger  of  introducing  a  means  test  is 
greatly,  greatly  diminished. 

On  the  other  hand,  if  you  were  to  go  all  the  way,  as  the  advisory 
council  in  1979  suggested,  I  would  think  it  would  then  be  necessary 
to  earmark  a  source  of  revenue  as  they  propose.  They  proposed  an 
earmarking  of  a  portion  of  the  income  tax  specifically  for  medicare, 
having  in  mind  the  point  you  are  making. 
Mr.  Gradison.  Something  like  an  income  tax  surcharge? 
Mr.  Ball.  Something  like  that  or  a  proportion  of  it. 
■     Mr.  Gradison.  Any  other  views,  any  other  part,  or  do  any  of  the 
1  'panelists  feel  any  part  of  the  present  earned-right  program  should 
1  be  converted  consciously  to  a  needs-tested  program? 
1    Mr.  Cardwell.  I  guess  I  go  back  to  what  I  said  originally.  I 
r  would  reexamine  the  thrust  of  the  various  benefits  and  try  to 
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preserve  and  strengthen  the  connection  between  the  payroll  tax 
and  the  worker  on  the  retirement  and  disability  and  survivor's 
benefit.  If  you  are  not  willing  to  do  that,  and  if  you  are  not  willing 
to  raise  taxes,  then  eventually  it  seems  to  me  you  have  to  look  at 
those  benefits  that  people  complain  about  the  most:  The  minimum 
benefit  and  the  fact  that  people  with  income  other  than  from  work 
are  receiving  benefits.  That  takes  you  to  the  choice  of  how  to 
finance  such  benefits.  I  am  with  Mr.  Ball.  I  would  be  seriously 
concerned  about  any  move  to  work  into  the  social  security  system 
per  se  a  means-testing  apparatus.  Any  means-testing,  though,  if  it 
ever  is  to  be  adopted,  should  not  be  along  the  lines  now  used  for 
SSI  and  welfare.  If  we  are  to  do  it,  we  should  use  the  income  tax 
system  to  the  maximum  extent  possible. 

Mr.  Gradison.  I  did  not  understand;  it  should  be  along  what 
lines? 

Mr.  Cardwell.  They  should  not  be  the  kinds  of  means-testing  we 
now  employ  for  SSI  and  welfare.  The  SSI  and  public  assistance 
tests  are  inefficient.  They  create  great  public  tension,  and  they  are  j 
certainly  demeaning.  I  think  the  income  tax  system  offers  a  much 
better  device  should  we  ever  turn  to  income  testing.  I  am  not 
advocating  turning  to  them. 

Mr.  Driver.  I  am  against  introducing  any  means  test  into  any  of 
the  programs. 

Mr.  Gradison.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Shannon. 

Mr.  Shannon.  Thank  you,  Mr.  Chairman. 

I  would  like  to  ask  all  of  our  panelists  just  one  question,  and  that 
is  whether  you  could  comment  on  the  proposal  which  the  National 
Commission  on  Social  Security  has  presented  to  change  the  method 
of  indexing  so  it  tracks  wages  rather  than  prices.  First  of  all,  are 
you  familiar  with  the  specifics  of  that  proposal?  Could  you  each  j 
comment  on  it  briefly  and  particularly  from  your  perspectives  on  j 
its  administratability. 

Mr.  Ball.  I  do  not  think  that  it  would  be  particularly  difficult  to  \ 
administer.  It  would  be  difficult  to  explain.  The  catchup  provision  j 
is  quite  complicated. 

My  main  objection,  I  think,  Mr.  Shannon,  to  doing  that  is  that  ; 
even  though  there  is  a  catchup  provision  later  On,  people  for  aj 
period  of  time  are  asked  to  live  at  a  reduced  income — an  income  J 
that  has  not  kept  up  with  buying  power. 

The  idea  is  if  wages  are  below  prices,  as  you  know,  benefits  ; 
would  go  up  only  by  wages,  and  then  later  on  you  would  give  a- 
catchup  to  social  security  beneficiaries  at  a  later  time  when  wages 
once  again  went  ahead  of  prices.  The  problem  with  that  is  that  j 
different  groups  of  people  are  affected.  That  is,  new  additions  to 
the  rolls  would  get  this  catchup  that  would  be  beyond  what  present 
law  provides,  while  others  would  have  died  or  left  the  rolls  for 
some  other  reason,  marriage  and  the  other  terminating  events. 

So  it  certainly  is  not  a  complete  answer  to  the  problem  of  people 
who  have  to  have  their  level  of  living  actually  reduced. 

With  wage  earners,  which  is  the  analogy  usually  made,  they  will 
be  able  at  a  later  time  clearly  to  move  up  in  a  different  economic 
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period  and  have  their  wages  go  up  and  go  ahead  of  prices,  and  be, 
therefore,  better  off. 

There  is  no  guarantee  either  that  a  proposal  with  this  complicat- 
ed catchup  provision  would  survive  the  legislative  process.  Part  of 
the  problem  I  think  is  that  it  is  very  complicated,  and  the  quick 
response  of  wages  and  prices,  whichever  is  lower,  might  be  the  one 
adopted. 

Mr.  Shannon.  Well,  before  we  go  to  the  next  panelist,  let  me  ask 
is  there  another  proposal  that  deals  with  this  question  of  what  we 
do  with  the  CPI?  I  know  your  answer  would  be  that  maybe  we 
shouldn't  do  anything  with  the  CPI  and  that,  we  should  hold  the 
beneficiaries  completely  harmless  from  the  effects  of  inflation. 

But  if  we  find  it  necessary  to  deal  with  this  aspect  of  the  pro- 
gram, is  there  another  approach  to  deal  with  the  CPI  question  that 
you  would  find  a  better  approach? 

Mr.  Ball.  Well,  Mr.  Shannon,  if  your  question  is,  "You  have  to 
do  something  with  the  CPI,  and  the  committee  comes  to  that 
conclusion,  what  would  I  think  was  the  least  bad  of  the  current 
proposals,  without  my  supporting  it?"  Under  those  circumstances  I 
would  be  inclined  in  the  direction  of  the  wage  or  price  proposal  of 
the  National  Commission  with,  I  think,  some  additional  provisos. 

It  seems  to  me  that  what  they  are  suggesting  is  a  fail-safe  ar- 
rangement for  the  long-range  future,  and  it  ought  not  to  be  used  to 
reduce  people's  benefit  expectations  in  the  near  future.  And  I 
would  feel  somewhat  less  antagonistic  to  the  proposal  if  it  had  a 
later  effective  date,  say  to  the  time  it  is  estimated  that  wages  will 
again  be  ahead  of  prices,  and  then  it  is  clearly  a  fail-safe  arrange- 
ment, and  if  it  were  also  invoked  only  in  periods  when  by  using  the 
CPI  the  size  of  the  trust  funds  would  be  forced  below  what  would 
be  a  reasonable  protective  level  in  relation  to  the  next  year's 
benefits. 

Mr.  Shannon.  You  are  putting  an  additional  trigger  in. 

Mr.  Ball.  Yes.  You  understand  I  am  not  

Mr.  Shannon.  You  phrased  the  question  exactly  as  I  should  have 
'initially.  Without  supporting  it,  if  we  felt  the  need  to  do  something 
with  the  CPI,  what  would  your  response  be? 

Mr.  Ball.  I  would  favor  it  against  an  arbitrary  reduction  like  85 
(percent  of  the  CPI.  I  have  no  objection,  of  course,  to  redoing  the 
(CPI  if  on  an  objective,  as  nearly  a  scientific  basis  as  you  can  do  it 
ipeople  decide  there  is  a  better  measure.  I  don't  know  of  any  better 
measure. 

Mr.  Shannon.  I  don't  know  of  any,  either.  I  think  we  could 
^probably  debate  that  for  the  next  five  Congresses, 
j    Mr.  Ross. 

J  Mr.  Ross.  I  would  urge  a  slightly  different  approach,  which  is 
-that  I  think  you  have  to  reopen  the  whole  subject  of  indexing,  not 
\ just  in  social  security  but  in  the  budget  as  a  whole,  and  its  effects 

'  Icn  inflation.  It  seems  to  me  that  having  so  many  of  the  programs 
in  the  budget  indexed  may  itself  be  contributing  to  inflation. 

'■ 1  If  you  finally  geared  up  logically  where  everything  gets  indexed 
on  the  tax  side,  on  the  expenditure  side,  and  the  private  sector,  you 

J  | wind  up  with  situations  like  some  other  countries  had  where  the 

£  inflation  begins  to  go  from  double  digits  to  triple  digits. 
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To  me,  if  you  go  at  the  problem  too  narrowly,  and  it  is  simply  a 
question  of  what  the  appropriate  measure  is,  then  if  that  is  your 
focus,  then  you  have  to  hear  from  the  groups,  and  some  of  the 
elderly  groups  will  be  able  to  show  you  that  the  CPI  is  not  ade- 
quate to  keep  the  elderly's  market  basket  whole. 

My  own  viewpoint  is  that  the  indexing  issue  really  ought  to  be 
looked  at  again.  It  has  never  been  fully  resolved  what  we  are 
trying  to  do  with  it.  And  there  is  experience  in  other  countries. 

For  example,  West  Germany  and  the  United  Kingdom,  I  believe, 
have  cut  back  the  indexing  in  some  of  their  government  programs 
because  of  its  effects  on  inflation  and  budget  problems. 

Mr.  Shannon.  Mr.  Cardwell. 

Mr.  Cardwell.  I  would  not  favor  the  advisory  committee's  rec- 
ommendation. On  the  other  hand,  I  do  not  think  it  is  difficult  to 
administer.  I  would  favor,  an  objective  overview  of  all  Federal 
indexing.  I  think  the  need  for  such  an  examination  is  strong.  I 
would  certainly  not  discriminate  against  or  differentiate  the  elder- 
ly from  the  population  at  large. 

If  we  do  decide  we  want  to  continue  indexing,  I  think  our  objec- 
tive should  be  to  continue  indexing  social  security  as  a  general 
proposition.  Our  objective  should  be  to  restore  or  maintain  the 
standard  of  living  for  that  segment  of  the  population,  adjusted  to 
reflect  whatever  changes  are  occurring  in  the  standard  of  living  for 
the  population  at  large.  And  I  do  not  think  the  present  index  does 
that  effectively  and  consistently,  nor  do  I  think  the  advisory  com- 
mittee recommendation  would  either. 

Mr.  Shannon.  Thank  you. 

Mr.  Driver. 

Mr.  Driver.  I  favor  retaining  the  present  index  system  today.  I 
see  nothing  wrong  with  reviewing  indexes  generally  on  all  pro- 
grams. I  think  that  probably  ought  to  be  done  regularly,  on  an 
orderly  basis  by  the  Congress. 

I  also  see  nothing  wrong  with  the  Commission's  recommendation 
on  a  standby  basis,  certainly  as  a  mechanism  that  would  be  used 
and  triggered  by  the  Congress  specifically  at  a  moment  in  time 
when  the  decision  had  to  be  made.  I  think  on  a  standby  basis  that 
would  be  acceptable. 

Mr.  Shannon.  That  is  all.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  Thank  you,  Mr.  Chairman. 

There  was  discussion  concerning  a  limit  on  the  maximum  tax- 
able base,  and  in  the  Commission's  report  they  said  that  it  should 
go  to  something  like  $39,000  by  1984.  Inasmuch  as  this  is  a  social- 
program,  and  75  percent  of  our  people  which  you  testified  to,  have 
incomes  less  than  $500,  was  there  ever  any  consideration  given  toi 
making  social  security,  now  that  it  is  past  the  average  middle-class 
wage  earner,  a  program  across  the  board  regardless  of  the  amount 
of  income  a  person  is  making?  , 

Instead  of  limiting  it  as  we  have  to  $29,000,  $32,000,  let  it  be  a 
flat  tax  on  earned  income  all  the  way  up.  Because  for  all  other 
programs,  all  other  social  programs,  paid  for  out  of  our  Treasury, 
there  is  a  graduated  income  tax.  This  is  a  social  program.  Why 
should  this  be  different  than  the  others? 
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Mr.  Ball.  I  suppose  everything  has  been  considered  to  some 
extent.  But  I  don't  believe  that  was  ever  seriously  considered  in 
social  security,  because  the  base  on  which  you  pay  has  traditionally 
been  the  base  upon  which  benefits  are  paid.  And  the  connection 
between  contribution  and  benefits  has  been  considered  an  impor- 
tant part  of  protecting  future  rights  to  benefits,  and  the  way  people 
feel  about  the  system. 

Mr.  Guarinl  Mr.  Ball,  isn't  it  inconsistent,  though?  We  say  it  is 
a  social  insurance  program.  A  lot  of  people  out  there  in  the  real 
world  consider  it  the  only  pension  program  that  they  have.  It  is 
their  sole  means  of  survival,  more  or  less.  And  we  don't  use  actuar- 
ial tools.  We  give  them  a  choice  of  62  or  65.  It  has  no  connection 
with  the  real  actuarial  tables  an  insurance  company  would  use. 

At  the  same  time,  on  the  other  hand,  we  are  not  calling  it  a 
social  program,  that  we  are  willing  to  take  revenue  out  of  our 
Treasury,  as  we  do  all  of  our  other  programs.  So  we  really  have  a 
false  premise  upon  which  the  whole  program  is  based  to  begin 
with.  And  no  wonder  we  will  be  in  trouble,  we  will  always  be  in 
trouble,  we  will  keep  compounding  it. 

Mr.  Ball.  With  all  due  respect,  sir,  I  don't  agree  with  your 
premise.  The  benefits  that  are  paid  at  age  62  are  intended  to  be  an 
actuarial  reduction  of  those  payable  at  65. 

Mr.  Guarinl  When  we  are  borrowing  from  a  program  at  prime 
rates,  or  whatever  rates  we  are,  and  a  person  doesn't  have  to  pay 
any  more  into  the  program — 70  percent  of  our  people  I  understand 
opt  now  to  get  out  early  at  the  age  of  62.  We  are  not  a  65-year-old 
program  any  more. 

The  reality  is  that  people  take,  in  the  short  run,  what  they  can 
take  immediately  and  they  have  been  getting  out,  as  I  have  been 
informed  by  the  staff,  at  the  age  of  62. 

Mr.  Ball.  That  is  correct.  I  was  merely  objecting  to  the  idea  it 
was  not  related  to  an  actuarial  reduction.  It  is,  though  not  exactly. 
The  attempt  was  to  make  it  as  exact  as  possible. 

Now,  your  major  point,  though,  is  why  not  tax  the  entire  wages 
of  people  all  the  way  to  the  top.  The  closest  any  recommendation 
has  come  to  that  was  to  tax  the  full  payroll  on  the  employer's  side, 
which  was  in  the  Carter  1977  recommendations  which  the  Congress 
did  not  adopt,  partly  because  of  very  strong  objections,  as  you 
might  expect,  from  business  organizations. 

Mr.  Guarinl  Yet  corporations  only  pay  20  percent  of  the  tax, 
income  tax,  of  our  country.  Individuals  pay  80  percent. 

Mr.  Ball.  I  personally  would  not  object  to  taxing  the  full  payroll 
on  the  employers'  side,  though  I  don't  think  there  is  much  likeli- 
hood of  its  passing. 

On  the  other  hand,  instead  of  taxing  earnings  above  the  maxi- 
mum earnings  base  and  then  facing  the  issue  of  those  people  either 
not  getting  their  full  money's  worth,  which  would  happen  under 
present  formulas,  or  greatly  enriching  the  formula  for  high-paid 
people,  which  I  don't  think  is  appropriate  for  social  insurance,  if 
you  are  concerned  about  getting  support  of  the  program  from 
higher  earners  and  from  those  who  have  significant  income  from 
dividends,  interest,  and  other  sorts  of  income  rather  than  only 
wages  and  earnings,  I  think  the  proposal  of  Mr.  Conable  to  pay 
part  of  the  cost  of  hospital  insurance  out  of  general  revenues  meets 
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your  purpose.  It  does  not  have  the  problem  that  arises  in  the  cash- 
benefit  program  of  the  relationship  of  what  you  pay  on  to  what  is 
used  in  your  benefit  computations. 

Mr.  Guarini.  Well,  would  that  put  us  on  a  sound  actuarial  basis, 
then,  or  would  we  still  be  playing  catchup  all  the  time? 

Mr.  Ball.  If  you  paid  half  of  the  hospital  insurance  out  of  gener- 
al revenues  and  shifted  therefore  0.65  percent  of  the  contribution 
rate  on  both  the  employer  and  the  employee  over  to  cash,  you  get  6 
percent  of  earnings  from  each,  which  is  a  very  substantial  increase 
over  present  cash  rates;  I  think  you  would  be  safe  into  the  next 
century.  It  doesn't  deal  in  itself  with  whatever  problem  there  is 
about  the  aging  of  the  population  in  the  next  century.  That  is  a 
separate  issue. 

Mr.  Guarini.  Would  it  be  simpler  from  an  administrative  view- 
point to  take  the  program  completely  out  of  social  security  and  put 
it  into  another  part  of  our  Treasury  system  instead  of  keeping  the 
social  security  program  as  it  is  now,  and  have  an  improper  premise 
to  operate  out  of? 

Mr.  Ball.  I  don't  think  it  is  an  administrative  question,  sir.  I 
think  it  is  really  a  question  of  policy. 

Administratively  it  could  be  done  either  way. 

I  believe  that  either  part  or  all  of  the  hospital  insurance  should 
be  financed  out  of  general  revenue.  I  am  well  content  with  the 
proposal  that  Mr.  Conable  has  made  to  have  half  of  it  out  of 
hospital  insurance,  and  that  frees  up  a  6-percent  rate  for  cash 
benefits. 

Mr.  Guarini.  Once  you  open  that  door,  then  of  course  you  have 
all  kinds  of  new  ways  of  getting  money  in  that  particular  program, 
so  there  will  be  additional  political  pressures  on  Congress  to 
expand  that  program. 

Mr.  Ball.  I  know  that  is  the  traditional  way  of  looking  at  this.  If 
one  looks  historically  at  what  has  happened,  it  really  has  turned 
out  as  a  matter  of  fact  easier  to  raise  contribution  rates  for  social 
security,  which  is  a  relatively  popular  tax,  than  it  has  been  to  raise 
income  taxes,  which  is  a  relatively  unpopular  tax. 

Mr.  Guarini.  I  will  just  ask  one  last  question.  I  seem  to  be 
having  a  colloquy  with  you  alone,  Mr.  Ball. 

It  was  suggested  under  extensive  questioning  by  Mr.  Archer 
earlier  that  the  purchasing  power  today  was  the  same  purchasing 
power  as  what  an  elderly  person  may  have  gotten  originally  when 
the  social  security  program  was  first  implemented.  Is  that  right? 

Mr.  Ball.  No;  I  didn't  mean  to  say  purchasing  power.  If  that  was 
the  understanding,  I  misspoke.  The  point  I  was  making  is  that, 
contrary  to  popular  belief,  if  the  1935  act  had  stayed  in  effect,  the 
benefits  that  are  being  paid  today  would  be  not  significantly  differ- 
fent  than  what  would  have  been  produced  by  that  original  act  in, 
say,  1981. 

Mr.  Guarini.  As  far  as  real  dollars  are  concerned? 

Mr.  Ball.  I  believe  relative  to  wages,  sir.  But  I  better  check  that 
for  the  record  to  be  sure. 

[Note. — Mr.  Ball  checked  this  and  his  statement  is  correct.] 

Mr.  Guarini.  But  the  real  dollars  that  are  paid  into  the  program 
are  far  more  in  excess  than  were  paid  in  
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Mr.  Ball.  Yes.  There  is  greatly  increased  protection  in  the  social 
security  system  now,  in  that  disability  has  been  added,  survivor- 
ship has  been  added,  and  many  others. 

Mr.  Guarini.  Thank  you,  sir. 

Mr.  Jacobs.  Congressman  Rousselot  will  inquire. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Ross,  I  noticed  with  interest  page  13  of  your  statement.  You 
say  the  earnings  test  should  be  eliminated,  and  the  reason  is  that 
it  would  be  highly  desirable  to  tilt  the  incentives  for  aging  people 
to  continue  to  work  and  not  retire.  I  agree  with  that  sentiment. 
How  do  we  answer  the  problem  of  "loss  of  revenue"?  I  agree  with 
that  sentiment  very  much  and  have  a  bill  in  to  do  just  that. 

Mr.  Ross.  I  proposed  that  in  the  context  of  a  statement  where 
under  general  benefit  restructuring  I  would  be  doing  a  lot  of  things 
to  slow  the  growth  of  benefits  in  the  long  run.  And  so  I  am  actually 
contemplating  covering  the  cost  of  something  like  that  through 
some  reductions  elsewhere. 

Mr.  Rousselot.  So  you  reduce  the  benefits  side  enough  in  the 
rest  of  your  recommendations  to  accommodate  this  provision. 

Mr.  Ross.  Yes;  that  is  the  way  I  would  do  it. 

Mr.  Rousselot.  And  you  have  actually  balanced  it  out? 

Mr.  Ross.  No;  I  have  not  put  in  a  precise  set  of  numbers.  I  am 
not  in  a  position  to  do  that.  But  I  would  think  that  this  is  a  very 
desirable  aspect  of  benefit  restructuring,  where  there  will  be  some 
things  that  reduce  them  and  some  that  increase  them. 

Mr.  Rousselot.  Well,  I  agree  with  that  sentiment,  and  so  do  a  lot 
of  people  out  there  who  want  to  continue  to  work  and  figure  on 
paying  taxes  on  what  they  earn,  but  are  not  allowed  to  earn  above 
a  certain  amount  without  penalty  of  reduction. 

I  guess  what  I  was  asking  is,  did  you  actually  do  an  accountabil- 
ity to  determine  whether  in  fact  the  other  things  that  you  recom- 
mended on  the  reduction  of  benefits  

Mr.  Ross.  No;  I  did  not  do  that.  I  am  sure  your  staff  could 
develop  some  specific  numbers  on  that. 

Mr.  Rousselot.  The  next  question  I  was  going  to  ask  is  when  you 
were  there  in  the  position  as  Administrator,  did  you  ever  have  any 
of  your  staff  determine  that  we  could  introduce  this  idea  of  elimi- 
nating the  earnings  test  and  accommodate  it  somehow  by  slow- 
down of  benefit  increases? 

Mr.  Ross.  We  never  proposed  that.  I  testified  on  the  earnings  test 
at  least  a  couple  of  times.  We  did  have  data  which  was  furnished. 
In  terms  of  a  specific  proposal  about  how  you  would  cover  the 
costs,  we  never  made  one,  no. 

Mr.  Rousselot.  Do  any  of  the  rest  of  you  want  to  comment  on 
this?  Do  any  of  the  rest  of  you  favor  this? 

Mr.  Driver.  I  would  oppose  it. 

Mr.  Rousselot.  Wonderful.  Well,  I  don't  want  to  talk  to  you, 
then. 

Mr.  Ball.  You  wouldn't  want  to  talk  to  me,  either,  Mr.  Rousse- 
lot. I  am  opposed  to  spending  the  money  of  the  system  in  that  way, 
which  benefits  a  relatively  small  proportion  of  the  elderly. 

Mr.  Rousselot.  Then  it  wouldn't  cost  very  much. 
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Mr.  Ball.  Well,  it  depends  on  what  you  mean  by  much.  It  costs 
around  $2  billion  a  year,  which  in  social  security  terms  may  not  be 
a  big  percentage,  but  it  still  is  a  lot  of  money. 

Mr.  Rousselot.  I  know  $2  billion  is  a  lot  of  money. 

Mr.  Driver.  When  you  look  at  it  in  a  relative  sense,  there  always 
seems  to  be  a  better  place  to  put  that  much  money. 

Mr.  Rousselot.  So  even  though  they  are  paying  taxes  on  what 
they  earn,  that  means  nothing  to  you. 

Mr.  Ball.  They  are  paying  taxes  for  a  system  which  includes  the 
retirement  test.  If  you  eliminate  the  test  so  everybody  gets  the 
benefit  as  an  annuity  at  a  given  age,  obviously  it  will  cost  more. 
Now,  by  and  large,  the  program  can  be  thought  of  as  a  system  that 
pays  a  benefit  when  one  either  retires  or  significantly  reduces  one's 
earned  income. 

Mr.  Rousselot.  I  think  Mr.  Ross'  point — I  assume  this  is  only 
after  65,  Mr.  Ross. 

Mr.  Ross.  And  it  is  also  part  of  a  general  restructuring  of  the 
benefits  structure  to  try  to  induce  people.  For  example,  now  the  big 
problem  is  they  go  out  early  retirement  age  62  to  64.  I  think  if  you 
could  work  that  back  to  where  65  really  was  the  norm  and  then 
put  in  some  incentives,  it  might  be  an  alternative  to  raising  the 
retirement  age  to  68. 

Mr.  Ball.  I  wouldn't  object  to  an  incentive  approach  which  in- 
creased— as  you  know,  there  is  going  to  be  a  3-percent  increase  in 
benefits  for  every  year  one  works  after  65  up  to  70,  according  to 
the  1977  amendments.  One  might  raise  that  3  percent  as  an  incen- 
tive. 

Mr.  Rousselot.  You  mean  to  not  retire  at  65. 

Mr.  Ball.  Yes.  It  has  never  seemed  to  me  to  make  a  great  deal  of 
sense,  even  from  the  standpoint  of  the  individual  receiving  it,  for 
one  who  works  regularly,  say  at  63  or  64  and  still  has  the  same  job 
when  he  hits  65,  to  suddenly  get  both  the  wages  and  the  benefits. 
But  if  you  want  to  give  him  more  later  on,  when  he  actually  does 
retire,  by  reason  of  having  worked,  that  would  seem  to  me  some- 
what more  acceptable. 

Mr.  Rousellot.  So  you  would  accept  the  idea  of  the  earnings  test 
being  eliminated  if  they  did  not  actually  retire  at  65  and  were 
given  an  incentive  not  to  retire,  is  that  what  you  are  saying? 

Mr.  Ball.  I  guess  it  is  the  equivalent  of  eliminating  it  in  terms  of 
cost.  But  in  practice,  you  don't  get  the  benefit  until  you  actually  do  ' 
retire. 

Mr.  Rousselot.  Well,  Mr.  Ross,  I  was  glad  to  see  you  bring  this 
point  up.  Of  course  we  have  to  be  interested  in  how  we  accommo- 
date the  cost  increase  if  we  can.  And  your  thought  is  you  have  all  .1 
kinds  of  other  things  that  you  testified  to  in  reducing  the  benefit 
long  range  that  you  think  would  accommodate  it,  or  hopefully 
would.  But  you  are  not  sure. 

Mr.  Ross.  I  am  sure  you  could  do  it.  It  is  a  question  of  where  you 
do  it.  There  are  some  choices.  But  I  don't  doubt  you  can  do  it.  3 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Thank  you,  Mr.  Rousselot. 

The  committee  is  going  to  submit  to  you  gentlemen  some  ques- 
tions we  want  your  response  to  specifically.  I  want  to  ask  you  your 
feelings  about  the  proposal  made  that  we  might  reinstitute  the  6 
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out  of  the  last  13  quarters  with  respect  to  disability,  and  the 
overall  megacap  proposal  that  has  been  submitted.  I  want  your 
views  about  how  you  feel  the  computer  system  that  we  have  now  is 
working,  what  problems  or  dangers  we  have.  And  is  the  freeze  or 
the  pressures  of  operating  that  program  closing  in  on  us  and  going 
to  cause  us  other  great  difficulties?  And  there  are  other  questions 
that  I  want  to  submit  to  you. 

If  any  of  you  want  to  make  any  specific  response  to  those  two,  I 
would  receive  them  now.  Otherwise  I  want  you  to  give  me  your 
response  in  writing  as  quickly  as  you  can,  because  we  want  to  have 
your  position  before  us. 

Mr.  Ball.  Which  do  you  prefer? 

Mr.  Ross.  Let  me  say  one  thing  on  the  computer  matter,  because 
I  spent  a  great  deal  of  time  on  that  when  I  was  Commissioner. 

I  don't  think  there  is  a  higher  priority  in  the  country  than  doing 
something  to  improve  the  social  security  computer  system.  It  is  a 
tragedy  that  this  system  has  been  allowed  to  decline  over  the 
years,  and  a  great  deal  of  work  has  gone  into  planning  a  future 
system  that  could  deliver  more  efficient  and  better  service  to  the 
country.  It  just  has  been  a  bureaucratic  nightmare,  what  has  hap- 
pened in  this  area  to  the  social  security  program. 

Certainly  anything  your  committee  can  do  through  staff  mem- 
bers going  out  there  and  analyzing  it  carefully  and  bringing  it  to 
the  attention  of  the  full  public  so  that  you  can  get  some  action 
would  be  desirable. 

Mr.  Cardwell.  I  would  second  that,  Mr.  Chairman.  I  cannot  be 
too  strong  in  my  emphasis  that  this  receive  attention.  I  would 
submit  to  you  my  opinion  that  left  to  its  own  devices,  the  budget 
process  as  carried  on  within  the  executive  branch  will  not  permit 
attention,  the  necessary  attention  to  this  problem  to  occur  in  the 
foreseeable  future,  and  I  think  that  is  going  to  be  a  very  serious 
mistake  that  we  will  all  pay  for  downstream,  unless  we  do  some- 
thing about  it. 

Mr.  Rousselot.  How  far  are  we  behind  in  your  judgment  in 
updating  this  system? 
Mr.  Cardwell.  Years. 
Mr.  Rousselot.  Give  us  a  number. 

Mr.  Cardwell.  I  think  it  would  probably  take  5  years'  worth  of 
I   very  concentrated  and  expensive  effort  to  catch  up. 
Mr.  Rousselot.  Five  years.  Mr.  Ross? 

Mr.  Ross.  I  think  we  are  using  computers  and  systems  that 
probably  made  sense  10  to  20  years  ago.  To  get  to  the  state  of  the 
-  art  

Mr.  Rousselot.  Ten  to  twenty  years  ago? 

Mr.  Ross.  Yes.  It  is  that  antiquated.  To  get  to  the  state  of  the  art 
today  that  exists  with  computer  and  data  transmission  technology, 
i    to  have  a  system  up  that  was  equivalent  to  what,  say,  somebody  in 
.  |  the  private  sector  would  have  that  dealt  with  110  million  contribu- 
tors who  later  become  beneficiaries,  and  36  million  people  in  cur- 
rent payment  status,  they  are  just  way  beyond  where  the  social 
i-    security  system  is. 

r      Mr.  Rousselot.  You  said  No.  1  priority? 
6      Mr.  Ross.  Administratively,  yes. 
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Mr.  Ball.  Mr.  Chairman,  I  think,  too,  that  the  way  the  budget 
system  operates,  particularly  in  the  executive  branch,  and  the  caps 
on  hiring  people  that  are  continually  imposed  have  been  particu- 
larly damaging  to  keeping  the  computer  system  up  to  date.  It  is 
nothing  like  what  Mr.  Ross  is  saying,  though.  It  is  not  back  to  20 
years  ago.  People  who  know  anything  about  computer  systems 
know  that  in  1961  there  was  very  little  in  the  way  of  computer 
systems  like  the  present  social  security  system  around.  So  you 
don't  have  to  be  that  excited.  But  I  would  think  it  would  take  5 
years  to  do  a  good,  thorough  job  on  it.  And  you  need  a  special  way 
to  get  the  money  and  the  personnel  and  to  make  it  a  high-priority 
item.  I  agree  with  that. 

Mr.  Ross.  Let  me  just  correct  that.  They  are  still  using  teletypes 
in  some  of  those  offices. 

Mr.  Driver.  All  of  that  is  being  replaced. 

Mr.  Ross.  It's  being  replaced. 

Mr.  Driver.  Private  industry  would  have  replaced  the  whole 
system  about  6  years  ago.  And  I  would  say  also  that  with  the 
procurement  method  that  is  in  place  today — and  this  is  to  do 
justice  to  GSA  which  is  very  cooperative,  realizing  this  problem — 
the  procurement  system  in  place  today  with  the  budget  system  will 
mean  when  we  get  the  replacement  it  will  be  out  of  date. 

Mr.  Pickle.  I  raise  this  question  because  we  have  been  advised 
that  we  potentially  face  a  very  disastrous  situation  unless  we  both 
update  and  give  sufficient  manpower  to  the  computer  problems. 
The  committee  does  not  attempt  to  fault  anyone.  Perhaps  we  didn't 
plan  correctly.  Perhaps  we  have  not  made  enough  steps  for  moving 
the  headquarters  early  enough.  Perhaps  it  goes  basically  to  the  fact 
that  in  the  last  8  years  we  have  had  seven  different  Social  Security 
Administrators,  and  we  have  had  six  different  HHS  Secretaries  in 
the  last  8  years.  That  itself  may  have  meant  something. 

But  whatever  it  is,  we  must  find  out  the  extent  of  the  problem, 
the  potential  dangers  we  face  if  the  system  breaks  down,  and  do 
something  about  it  immediately. 

Now,  we  have  asked  our  committee  staff  to  give  us  a  quick 
appraisal  of  that  situation,  and  any  information  in  addition  you 
would  like  to  give  us  we  would  welcome,  because  we  must  not  let 
that  computer  get  jammed  to  where  the  checks  cannot  go  out.  It 
may  be  a  miracle  that  we  have  progressed  as  well  as  we  have.  We 
are  making  advancements.  Whether  it  is  5  years  or  not,  that  is 
immaterial.  It  does  not  help  to  try  to  nail  a  specific  time.  The  main 
thing  is  that  we  do  something  to  assure  the  proper  functioning  of  a 
modern  computer  system.  So  we  must  do  that. 

Mr.  Rousselot.  Did  you  ever  make  any  estimates  what  the  cost 
would  be  to  bring  it  up? 

Mr.  Card  well.  We  made  one  in  1977.  I  think  we  estimated  it 
would  cost  about  $4  billion  at  that  time.  I  can  go  back  and  check 
the  record. 

Mr.  Rousselot.  To  put  it  on  stream  in  a  5-year  time? 
Mr.  Card  well.  That  was  a  5-year  program. 

Mr.  Rousselot.  Well,  we  can  take  that  out  of  the  foreign  aid 
program. 

Mr.  Pickle.  There  are  other  people  who  have  already  spoken  for 
that  money,  Mr.  Rousselot. 
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Well,  this  is  a  No.  1  administrative  problem.  We  must  address  it. 
You  may  have  addressed  that  to  us  in  years  past.  I  don't  remember 
you  coming  to  us  and  saying  we  have  a  great  emergency.  You  may 
have  had  other  problems  you  considered  more  important.  But  if  we 
let  the  computer  break  down  and  we  can't  get  out  the  checks,  we 
both  better  run  for  cover. 

Mr.  Card  well.  I  think  there  is  a  matter  of  jurisdiction  to  clear 
up.  This  sort  of  thing  does  not  come  normally  through  the  jurisdic- 
tion of  this  committee.  It  comes  through  two  other  jurisdictions — 
the  Committee  on  Appropriations  and  those  committees  of  Con- 
gress that  oversee  the  use  of  computers  in  the  Federal  Govern- 
ment. And  in  order  to  get  to  those  two,  a  proposal  has  to  get 
through  the  Federal  budget  process  within  the  executive  branch. 
And  as  far  as  I  know,  the  last  three  or  four  Commissioners  have 
paid  attention  to  this  problem  and  have  been  unable  to  get  the 
question  through  that  process  all  the  way  to  Congress. 

Mr.  Pickle.  Well,  Mr.  Cardwell,  I  am  not  going  to  argue  from  the 
jurisdiction  standpoint.  But  the  people  out  there  are  going  to  shoot 
this  committee.  We  haven't  got  time  to  explain  the  jurisdiction. 
They  want  the  protection.  And  I  say  we  must  give  it  a  top  priority 
greater  than  we  have  in  the  past  year  or  two. 

Well,  I  am  going  to  not  take  other  questions  at  this  point,  becaue 
we  want  to  get  to  the  next  panel. 

Now,  you  gentlemen  have  given  us  a  lot  of  food  for  thought. 
Though  you  had  to  summarize  your  statements,  the  committee  will 
examine  your  full  statements,  because  we  know  what  you  have  told 
us,  the  suggestions  you  have  made,  come  from  a  source  that  should 
be  the  most  authentic  of  any  people  in  America,  because  you  have 
been  there,  you  have  given  us  great  service  in  the  past. 

I  say  again  to  you  in  my  judgment  the  social  security  system  is 
the  best  program  we  have  of  all  the  social  programs.  And  you 
gentlemen  have  made  it  continuously  good.  So  we  thank  you  again 
as  a  group  and  individually. 

[Questions  and  answers  previously  referred  to  follow:] 

This  letter  was  sent  to  the  former  Commissioners.  Their  responses  follow  the 
letter. 

Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 
Washington,  D.C.,  February  26,  1981. 

Dear  :  The  Subcommittee  is  most  grateful  for  having  received  the 

benefit  of  your  views  on  social  security  issues  when  you  testified  recently.  As  you 
know,  the  public  hearing  record  forms  an  important  foundation  for  legislative 
action  by  the  Congress.  The  recommendations  and  analyses  of  invited  expert  wit- 
nesses such  as  yourself  are  particularly  important  in  this  process. 

Unfortunately,  because  of  the  sheer  number  of  public  witnesses  and  the  limited 
time  available  to  the  Subcommittee,  some  questions  were  not  asked  at  the  hearing. 
I  |J    It  is  important,  however,  that  we  explore  these  issues  fully  and  have  at  our  disposal 
answers  to  important  questions  about  the  future  of  the  program.  For  this  reason,  as 
Chairman,  I  asked  each  witness  to  submit  for  the  record  specific  responses  to 
certain  questions  not  raised  at  the  hearing.  Enclosed  you  will  find  those  questions  in 
which  the  Subcommittee  is  interested, 
d '       Since  the  Subcommittee  will  move  expeditiously  from  public  hearings  to  the 
mark-up  of  legislation,  the  timeliness  of  your  response  cannot  be  overemphasized. 
-r  |    The  public  hearings  are  tentatively  scheduled  to  conclude  on  March  17th  and  the 
receipt  of  your  response  by  that  date  will  be  necessary  in  order  to  facilitate  the 
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compilation  and  printing  of  the  record  of  the  hearings.  Your  every  effort  to  respond 
by  March  17,  1981  will  greatly  appreciated. 
Sincerely, 

J.  J.  Pickle, 
Chairman,  Social  Security  Subcommittee. 

Enclosure. 

Responses  of  Robert  M.  Ball 

Question.  Commissioner  Ball,  as  the  only  really  old  timer — you  are  almost  as  old 
as  Mr.  Arner — what  do  you  think  of  the  two  proposals  which  would  re-institute  the 
6  out  of  the  last  13  quarters  of  coverage  requirement  for  disability  eligibility  and 
provide  a  disability  Mega  Cap  which  would  reflect  all  disability  benefits,  not  just 
workmen's  compensation?  Weren't  both  these  original  acts  provisions  repealed 
during  the  late  Eisenhower  Administration  when  you  were  at  the  Bureau  of  Old- 
Age,  Survivors  and  Disability  Insurance?  Are  we  just  going  around  in  circles  or  does 
going  back  to  the  original  act  have  real  merit? 

MEGACAP 

Answer.  The  so-called  Mega  Cap  proposal  has  never  been  included  in  the  Social 
Security  Act,  but  the  6  of  the  last  13  quarters  requirement  was  once  part  of  the  law. 
Under  present  law  the  combined  amount  payable  by  social  security  and  by  work- 
men's compensation  cannot  exceed  80  percent  of  the  average  of  the  highest  5  years 
of  the  worker's  earnings  since  1950,  or  the  earnings  in  the  highest  year  out  of  the  5 
years  preceding  the  year  in  which  the  worker  became  disabled,  whichever  is  higher. 
The  earnings  in  these  tests  are  automatically  updated  as  average  wages  covered 
under  social  security  rise.  The  states  are  given  the  opportunity  to  reduce  their 
workmen's  compensation  benefits  to  a  point  where  the  combined  workmen's  com- 
pensation and  social  security  benefits  do  not  exceed  the  80  percent  test,  and  many 
states  have  taken  advantage  of  this  provision  to  do  so.  However,  if  the  states  do  not 
act,  then  the  social  security  benefit  is  reduced  to  accomplish  the  same  purpose. 

There  are  no  other  provisions  in  the  Social  Security  Act  for  adjustment  because  of 
the  payment  of  other  disability  benefits,  but  a  high  proportion  of  private  pension 
plans  do  adjust  their  disability  benefits  if  a  social  security  disability  payment  is 
being  made.  I  think  they  all  should,  but  it  would  be  a  considerable  departure  from 
previous  Federal  policy  toward  private  pension  plans  to  require  them  to  do  so  by 
Federal  law. 

There  is  an  argument  from  the  standpoint  of  incentives  to  have  an  overall  cap  on 
Federal  benefits  paid  for  the  same  disability,  but  there  is  certainly  also  a  strong 
point  to  be  made  on  the  other  side — that  is,  that  the  most  important  benefits 
affected  by  such  a  proposal  would  be  veterans'  compensation  and  payments  to 
miners  who  are  disabled  because  of  lung  disease.  In  both  of  these  cases  the  argu- 
ment is  made  with  considerable  merit  that  the  payment  is  designed  not  only  to 
make  up  for  a  loss  of  earning  capacity,  as  social  security  is,  but  is  also  an  indemnity 
payment  for  an  injury.  If  it  is  thought  of  as  an  indemnity,  there  is  not  the  same 
problem  in  getting  more  in  total  benefits  than  one  might  have  been  able  to  earn 
while  at  work. 

In  any  event,  if  such  a  cap  were  to  be  considered,  it  seems  to  me  of  great 
importance  that  a  test  of  earning  capacity  be  similar  to  that  in  the  present  law 
governing  the  total  of  workmen's  compensation  and  social  security  benefits  rather 
than  a  test  of  a  career  average  of  earnings  as  is  used  in  the  new  provision  limiting 
family  benefits  under  the  disability  program.  What  counts  from  an  incentive  stand- 
point is  the  worker's  demonstrated  recent  capacity  to  earn,  with  this  test  kept  up  to 
date  as  wages  move  up.  An  average  of  lifetime  earnings  or  even  the  highest 
earnings  stated  in  terms  of  wage  levels  of  many  years  ago  is  hardly  a  fair  measure 
of  what  would  currently  be  a  level  of  benefits  affecting  incentives  to  work.  It  also 
seems  to  me  that  if  any  such  cap  were  to  be  considered,  the  contributory  social 
security  benefit  is  the  one  that  ought  to  always  be  paid  in  full,  and  that  any 
adjustment  should  be  in  the  smaller,  non-contributory  programs  paid  from  general 
revenues.  Thus  even  if  such  a  cap  were  to  be  considered,  if  done  in  the  most  logical 
way,  it  would  have  no  effect  on  social  security  costs. 

SIX  OF  LAST  THIRTEEN  QUARTERS  REQUIREMENT 

When  the  program  was  first  passed,  in  addition  to  meeting  the  present  test  of 
fully  insured  status  plus  having  worked  20  quarters  of  coverage  out  of  the  40 
calendar  quarters  ending  with  the  quarter  in  which  the  individual  becomes  disabled, 
a  worker  had  to  meet  a  test  of  working  in  6  quarters  out  of  the  last  13.  This  test  of 
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recency  of  work  was  removed  from  the  program  by  the  Congress  in  1958  because 
this  test  was  preventing  many  totally  disabled  workers  from  getting  benefits  even 
though  they  had  paid  into  the  system  for  a  long  period  of  time. 

Many  total  disabilities  do  not  occur  at  a  precise  moment  in  time.  Unlike  the 
person  disabled  in  an  automobile  accident  or  by  a  stroke,  say,  a  worker  may  suffer 
from  a  degenerative  illness  that  just  gets  gradually  worse.  Since  the  definition  of 
disability  for  social  security  purposes  is  very  strict — inability  to  engage  in  any 
substantial  gainful  activity — a  worker  may  be  significantly  disadvantaged  in  the 
labor  market  for  a  considerable  period  of  time  before  he  meets  the  definition.  Thus 
it  is  not  unusual  to  find  workers  with  a  mental  illness  or  any  one  of  a  number  of 
progressive  diseases,  such  as  emphysema,  who  have  a  history  of  intermittent  em- 
ployment for  a  considerable  period  before  a  final  determination  of  disability  can  be 
made.  Thus  under  the  6  out  of  13  test,  by  the  time  the  individual  was  "disabled 
enough"  to  meet  the  strict  definition  in  social  security  they  were  no  longer  able  to 
meet  the  test  of  recent  employment. 

I  believe  the  decision  to  remove  the  test  of  recency  was  the  correct  one,  and  I 
believe  that  if  it  were  once  again  included  in  the  program  that  many  deserving 
people  would  be  made  ineligible  for  benefits. 

The  Congress  made  a  very  thorough  review  of  the  disability  provisions  of  social 
security  over  a  period  of  several  years  prior  to  the  1980  amendments.  I  see  no 
justification  for  opening  up  this  program  for  reexamination  once  again.  Many  of  the 
provisions  of  the  1980  amendments  have  not  even  been  given  a  chance  to  operate. 

Present  cost  projections  for  the  disability  program  show  the  system  to  be  well 
financed  and  there  seems  to  be  no  good  reason  for  cutting  down  on  the  protection 
now  provided  in  order  to  save  money. 

All  in  all,  I  do  not  think  social  security  policy  should  be  made  in  order  to  gain 
short-term  advantages  for  the  unified  budget,  and  this  proposal  seems  to  have  no 
other  merit. 

Question.  We  are  told  that  there  is  a  general  decline  in  morale  in  the  SSA.  What, 
in  each  of  your  views,  would  be  the  most  important  step  that  could  be  taken  to 
rebuild  an  esprit  de  corps  in  that  agency? 

Answer.  For  the  first  38  to  40  years  of  its  existence,  the  Social  Security  Organiza- 
tion was  an  elite,  pioneering  organization  with  high  morale — generally  agreed  to  be 
one  of  the  best  in  government.  The  recent  turnover  in  Commissioners  with  accompa- 
nying mixed  signals  to  the  organization,  the  increasing  control  of  management  and 
policy  by  the  Department  of  Health  and  Human  Services,  and  public  attacks  on  the 
program  have  undermined  the  organization's  sense  of  mission. 

I  believe  the  most  important  single  step  to  restore  morale  would  be  to  set  up  the 
Social  Security  Administration  (SSA)  as  an  independent  agency  under  the  Presi- 
dent, governed  by  a  bipartisan  Board  or  Government  Corporation.  Over  the  last  few 
years  SSA  has  lost  control  over  its  own  management  and  program  decisions.  What 
it  needs  most  is  the  strong,  continuing,  consistent  nonpolitical  management  that  is 
consistent  with  the  unique  nature  of  social  security  as  a  huge  contributory  group 
insurance  and  retirement  system.  It  would  also  help  morale  greatly  to  pass  legisla- 
tion solving  social  security's  financing  problem  and  thus  increasing  public  confi- 
dence in  the  system. 

Question.  Could  you  explain  how  a  hiring  freeze  affects  the  administration  of  the 
Social  Security  program? 

What  workers  are  affected  first  and  how  does  this  change  the  ability  of  Social 
Security  Administration  to  handle  its  responsibilities? 
I      Answer.  A  hiring  freeze  is  the  worst  possible  way  to  effect  economies.  No  business 
organization  with  responsibilities  similar  to  social  security  would  consider  such  an 
approach.  The  immediate  result  of  a  freeze  is  to  create  an  imbalance  within  the 
workforce  between  supervisors  and  rank  and  file  workers.  Lower  grade  employees 
.  have  a  higher  rate  of  turnover,  leaving  for  better  jobs  elsewhere  or  getting  promot- 
ed within  the  organization,  and  you  soon  have  too  many  chiefs  compared  to  a 
rapidly  declining  number  of  indians.  Social  security  can't  give  good  service  to  the 
;    public  unless  it  has  the  lower  grade  employees  needed  to  perform  mass  clerical 
j    operations  centrally  and  unless  it  has  a  continuing  flow  of  new  recruits  in  training 
,    to  take  the  place  of  those  leaving  essential  jobs  in  the  district  offices — taking  claims 
j  and  responding  to  the  needs  of  the  public  in  other  ways.  A  freeze  will  soon  mean  a 
I  pileup  in  claims  and  a  backlog  in  all  major  social  security  work,  with  a  consequent 
increase  in  public  dissatisfaction. 
Question.  Should  the  Social  Security  Administration  be  a  separate,  independent 
f    agency,  removed  from  the  Department  of  Health  and  Human  Services? 
[j      Answer.  I  believe  it  would  add  significantly  to  public  understanding  of  the  trustee 
I   character  of  social  security  as  a  retirement  and  group  insurance  plan  if  the  program 
j   were  administered  by  a  government  corporation  or  board  directly  under  the  Presi- 
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dent,  and  if  its  finacial  transactions  were  kept  entirely  separate  from  other  govern- 
ment income  and  expenditures. 

Social  security  which  has  some  80,000  employees  and  some  1,400  district  offices 
across  the  country,  is  one  of  the  very  largest  direct-line  operations  of  the  Federal 
government.  It  accounts  for  nearly  60  percent  of  the  personnel  of  the  Department  of 
Health  and  Human  Services,  and  paid  out  $1  for  every  $3  spent  by  all  the  rest  of 
the  Federal  government. 

It  does  not  make  sense  administratively  to  have  this  huge  program,  which  inti- 
mately touches  the  lives  of  just  about  every  American  family,  operated  as  a  subordi- 
nate part  of  another  government  agency.  The  management  of  social  security  could 
be  made  more  responsive  to  the  needs  of  its  beneficiaries  and  contributors  if  it  were 
free  from  frequent  changes  in  the  levels  of  service  to  the  public  which  grow  out  of 
short-term  decisions  about  employment  ceilings  and  the  varying  management  value 
systems  which  follow  the  frequent  changes  of  HHS  Secretaries  and  their  immediate 
staffs.  But  most  importantly,  an  independent  board  or  corporation  would  be  visible 
evidence  that  contributory  social  insurance  was  separate  from  other  government 
programs. 

Until  the  fiscal  year  1969  budget,  the  financial  transactions  of  the  social  security 
system  were  kept  entirely  separate  from  general  revenue  income  and  expenditures, 
except  for  purposes  of  economic  analysis.  Today  they  are  a  part  of  a  unified  budget, 
which  lumps  together  general  revenue  income  and  expenditures  and  the  separately 
financed  social  security  system.  This  is  leading  to  confusion  on  just  how  separate 
from  other  government  programs  social  security  really  is.  In  the  interest  of  protect-  j 
ing  social  security's  long-term  commitments,  the  separateness  of  social  security  j 
financing  should  be  made  unmistakably  clear. 

The  purpose  of  the  annual  budget  is  to  make  choices  among  expenditures,  giving  ! 
preference  in  the  budget  period  to  one  expenditure  over  another,  and  also  to 
determine  who  pays  what  and  how  much  for  the  expenditures.  Social  security  j 
promises — stretching  into  the  distant  future,  resting  on  past  earnings  and  contribu- 
tions, and  with  separate  financing — are  not  a  proper  part  of  this  essentially  compet- 
itive  process.  The  obligations  of  social  security  should  be  "uncontrollable"  in  the 
sense  that  they  are  the  product  of  an  agreement  to  furnish  certain  protection  in 
return  for  certain  contributions. 

The  inclusion  of  social  security  transactions  in  a  unified  budget  is  bad  for  other 
reasons  as  well.  It  leads  to  a  distortion  of  the  decision-making  process  in  other 
programs.  Occasional  excesses  of  income  over  outgo  in  social  security  operations  in 
the  short  run  tend  to  be  used  as  an  excuse  for  financing  additional  general  revenue  I 
expenditures  since  social  security  income,  though  legally  reserved  for  social  security 
expenditures,  is  treated  in  the  budget  in  the  same  way  as  general  revenue  income  ; 
and  shows  up  as  if  it  were  available  money.  Contrariwise,  short-run  social  security  i 
deficits  financed  from  the  reserves  lead  to  unwarranted  reductions  in  other  govern-  j 
ment  expenditures,  because  everything  is  included  together  in  the  budget  ceilings  J 
set  by  the  Executive  Branch  and  the  Congress. 

Just  about  every  American  has  a  major  stake  in  protecting  the  long-term  commit-  i 
ments  of  the  social  security  program  from  fluctuations  in  politics  and  policy.  The  j 
administration  of  social  security  by  a  separate  government  corporation  or  board  and  j 
the  separation  of  social  security  financial  transactions  from  other  government  and 
expenditures  would  strengthen  public  confidence  in  the  security  of  the  long-run 
commitments  of  the  program  and  in  the  freedom  of  the  administrative  operations 
from  short-run  political  influence.  It  would  give  emphasis  to  the  fact  that  in  this  i 
program  the  government  is  acting  as  trustee  for  those  who  have  built  up  rights! 
under  the  system. 

Question. — How  do  you  feel  the  present  computer  system  of  the  Social  Security  ( 
Administration  is  now  working? 

Answer.  I  left  the  Social  Security  Administration  in  March  of  1973  and  have  not  j 
attempted  to  keep  up  with  administrative  developments  since  that  time.  I  do  know; > 
however,  that  there  is  a  basic  difficulty  in  shifting  to  a  new  system  of  computer  | 
operations  while,  as  is  necessary  under  social  security,  continuing  the  operation  oi ; 
an  old  one.  It  is  impossible  to  switch  over  all  at  once,  and  working  toward  a  newj  j 
system  piecemeal  also  has  its  problems.  The  software  problem — that  is,  system, 
design  as  distinct  from  updated  hardware — is  a  very  difficult  one. 

The  present  software  system,  I  believe,  continues  to  be  essentially  an  old  systen  i  ; 
which  has  been  patched  many  times  to  accommodate  changes  in  the  law  thai  j  ; 
needed  to  be  carried  out  in  a  short  time  span.  It  has  also  been  modified  many  times 
to  improve  the  functioning  of  particular  parts  of  the  system,  but  it  has  not  beer  jj 
completely  redone.  There  is  no  doubt  in  my  mind  that  a  complete  redoing  of  th<  ? 
system  would  be  beneficial  although  I  do  not  have  an  opinion  on  the  most  practica  ? 
way  of  accomplishing  this. 


163 


I  have  also  been  told  by  people  whose  judgment  I  trust  that  since  1973  there  has 
been  considerable  hardware  difficulty,  from  time  to  time,  particularly  in  getting 
sufficient  numbers  of  modern  computers  to  perform  the  needed  work  promptly  and 
sufficient  trained  staff  to  redesign  systems. 

I  hope  this  Committee  can  help  the  Social  Security  Administration  take  the  steps 
necessary  to  bring  the  computer  operation  up  to  date.  It  seems  to  me  a  matter  of 
great  importance  to  everyone  who  is  now  eligible  for  social  security  benefits  or  who 
will  become  eligible  in  the  future. 


Responses  of  William  J.  Driver 

Question.  One  of  the  proposed  savings  noted  in  the  Reagan  Black  Book  is  a 
tightening  of  administration  through  a  "top  flight  management  team"  which  alled- 
gely  will  remove  many  ineligibles  from  the  rolls  at  a  savings  of  $200  million  a  year 
in  1982  and  rising  to  $900  million  in  1985.  Presumably  this  is  in  addition  to  the 
savings  already  estimated  for  the  re-examinations  called  for  by  the  1980  disability 
amendments.  As  the  two  most  recent  Commissioners,  how  realistic  are  such  claims? 
Don't  such  new  initiatives  take  considerable  lead  time  at  both  the  Federal  and  State 
level?  With  hiring  freezes  and  budgetary  restraints  isn't  it  possible  even  the  esti- 
mates in  the  1980  Amendments  might  not  be  realized? 

Answer.  SSA  is  already  committed  to  its  utmost  in  efforts  to  implement  the  1980 
disability  amendments.  During  the  OMB  final  review  of  the  1980  Budget  for  HHS, 
SSA  requests  for  people  and  money  to  increase  reexaminations  of  disability  cases 
was  drastically  reduced.  In  meeting  OMB  guidelines  for  1981  Budget  requests  this 
same  servere  limitation  on  money  for  this  type  of  activity  prevailed.  The  result  was 
that  a  bare  bones  implementation  of  reexaminations  as  planned. 

Other  factors  that  indicated  a  need  for  a  limited  approach  in  this  area  lay  in  the 
shortage  of  qualified  people  at  the  Federal  and  State  level  to  carry  out  these 
reviews.  Without  the  infusion  of  enormous  sums  of  money  and  the  addition  of 
hundreds  of  technicians  throughout  the  SSA  Federal  and  State  offices  to  do  this 
work  the  savings  projected  are  totally  unrealistic  in  my  opinion. 

Question.  Could  you  explain  how  a  hiring  freeze  affects  the  administration  of  the 
Social  Security  program? 

What  workers  are  affected  first  and  how  does  this  change  the  ability  of  Social 
Security  Administration  to  handle  its  responsibilities? 

Answer.  The  hiring  freeze  which  has  been  in  effect  for  many  months  in  the 
Federal  Government  has  had  a  very  depressing  effect  on  SSA.  As  employees  left  for 
whatever  reason,  replacement  of  the  limited  number  permitted  under  the  rules  of 
the  freeze  was  done  under  a  central  control  system.  First  priority  went  to  field 
offices  in  an  effort  to  limit  the  effects  of  the  freeze  on  the  public.  This  meant  that 
any  work  that  could  be  put  off  was  and  large  backlogs  of  unposted  records  and  the 
like  have  accumulated.  Of  course,  this  will  eventually  result  in  inaccurate  and 
delayed  service  to  beneficiaries. 

ROLE  OF  OMB  IN  SOCIAL  SECURITY 

Question.  It  appears  that  the  President's  budget  proposals  have  originated  to  a 
large  degree  in  OMB.  Now  that  you  gentlemen  are  more  free  to  comment  on  the 
subject,  what  was  the  role  of  OMB  in  the  formulation  of  social  security  policy  and  in 
determining  how  the  act  will  be  administered.  Specifically,  does  OMB  appreciate  the 
personnel  requirements  of  administering  SSA's  on-going  programs  and  the  imple- 
mentation of  new  changes  such  as  the  disability  amendments? 

To  what  degree  have  OMB  restrictions  on  the  purchase  of  computer  technology 
contributed  to  the  current  ADP  problems? 

Any  volunteers? 

Answer.  OMB's  role  in  the  formulation  of  Social  Security  policy  is  very  extensive. 
OMB  challenges  every  policy  that  requires  any  sizable  amount  of  resources  to 
implement.  The  staff  engaged  in  this  activity  at  OMB  is  limited  and  greatly  over 
extended.  Therefore,  the  usual  result  is  a  fairly  meager  ability  to  spend  the  time 
necessary  to  understand  the  complications  involved  in  administering  a  program  as 
sensitive  as  the  disability  program  of  SSA.  This  puts  a  heavy  burden  on  SSA  and 
HHS  to  pursuade  OMB  as  the  President's  surrogate  in  the  limited  time  that  always 
seems  to  be  available  in  the  usual  budget  review  phases. 

OMB  has  maintained  a  steady  fascination  with  the  idea  of  not  permitting  SSA  to 
increase  its  computer  capacity  in  recent  years.  This  has  tended  to  put  a  damper  on 
SSA's  ADP  activities  in  general.  The  evaluation  and  control  of  computer  technology 
from  the  user  agency  through  GSA  and  OMB  to  the  oversight  committee  in  the 
Congress  is  very  complicated.  I  am  not  able  to  say  that  it  needs  change  but  it 
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certainly  needs  a  greater  sense  of  urgency  and  better  understanding  among  the 
participants. 

Question. — We  are  told  that  there  is  a  general  decline  in  morale  in  the  SSA. 
What,  in  each  of  your  views,  would  be  the  most  important  step  that  could  be  taken 
to  rebuild  an  esprit  de  corps  in  that  agency? 

Answer.  The  Social  Security  Administraton  is  affected  by  the  negativism  toward 
the  Federal  Government  that  permeates  the  media  and  many  segments  of  the 
population.  This,  in  general,  and  the  personnel  freeze  in  particular  has  caused  much 
resentment  on  the  part  of  federal  employees,  especially  in  the  lower  to  middle 
ranks.  At  the  upper  levels,  the  cap  on  federal  pay  scales  is  a  particularly  sensitive 
area  that  is  greatly  resented. 

The  single  complaint  I  heard  the  most  in  my  talks  with  groups  of  employees  in 
SSA  at  dozens  of  offices  across  the  country  was  that  they  were  routinely  called  on  to 
master  and  perform  more  and  more  functions  with  fewer  people.  A  steady  and 
sustained  increase  in  employment  and  training  is  needed  at  most  levels  of  SSA. 

Question.  Should  the  Social  Security  Administration  be  a  separate,  independent 
agency,  removed  from  the  Department  of  Health  and  Human  Services? 

Answer.  Social  Security  funds  and  the  use  of  them  for  the  benefits  provided  by 
law  should  be  administered  and  considered  separate  and  apart  from  the  rest  of  the 
Government's  discretionary  programs.  SSA  revenues,  raised  as  they  are  by  a  sepa- 
rate tax  system  should  not  be  used  to  make  the  overall  federal  budget  look  good 
from  an  economic,  cosmetic  point  of  view. 

If  this  can  be  attained  only  in  a  regular,  non-partisan  way  by  a  separate,  inde- 
pendent agency  subject  to  easy  scrutiny,  then  I  believe  that  is  very  desirable. 


Responses  of  Stanford  G.  Ross 

Question  1.  Could  you  explain  how  a  hiring  freeze  affects  the  administration  of 
the  Social  Security  program?  What  workers  are  affected  first  and  how  does  this 
change  the  ability  of  Social  Security  Administration  to  handle  its  responsibilities? 

Answer.  A  hiring  freeze  generally  prevents  the  agency  from  engaging  new  em- 
ployees. With  an  agency  the  size  of  Social  Security,  some  80,000  persons,  a  hiring 
freeze  can  only  be  a  temporary  matter.  There  is  a  great  deal  of  attrition  and  an 
agency  this  size  must  constantly  recruit  new  people  in  order  to  maintain  itself.  A 
hiring  freeze  is  not  an  effective  way  to  reduce  the  number  of  personnel.  Rather  a 
long-term  management  plan  must  be  instituted  establishing  goals  as  to  the  size  of 
the  agency  and  the  allocation  of  personnel  among  functions.  Management  must  be 
given  flexibility  to  achieve  those  goals. 

A  hiring  freeze  is  costly  in  that  the  heaviest  turnover  is  generally  at  the  lower 
ranks,  and  it  is  necessary  to  be  recruiting  on  a  continual  basis  in  order  to  achieve 
proper  staffing  at  this  level.  A  hiring  freeze  is  also  harmful  in  that  with  highly 
specialized  personnel,  as  in  the  computer  and  systems  area,  it  is  important  to  be 
recruiting  in  a  timely  manner  to  fill  these  positions.  Further,  with  an  agency  whose 
workload  impinges  directly  on  the  public,  there  is  a  need  in  order  not  to  have  a 
disruption  of  service  for  certain  workloads  to  be  handled  in  all  events.  This  inevita- 
bly leads  to  overtime  and  shifting  of  personnel  from  other  vital  functions.  In  sum,  a 
hiring  freeze  is  wasteful  and  the  agency  should  be  provided  a  long-term  plan  which 
allows  management  flexibility  to  achieve  proper  goals. 

ROLE  OF  OMB  IN  SOCIAL  SECURITY 

Question  2.  It  appears  that  the  President's  budget  proposals  have  originated  to  a 
large  degree  in  OMB.  Now  that  you  gentlemen  are  more  free  to  comment  on  the 
subject,  what  was  the  role  of  OMB  in  the  formulation  of  social  security  policy  and  in 
determining  how  the  act  will  be  administered.  Specifically,  does  OMB  appreciate  the 
personnel  requirements  of  administering  SSA's  on-going  programs  and  the  imple- 
mentation of  new  changes  such  as  the  disability  amendments? 

To  what  degree  have  OMB  restrictions  on  the  purchase  of  computer  technology 
contributed  to  the  current  ADP  problems? 

Any  volunteers? 

Answer.  OMB  has  a  proper  role  in  the  functioning  of  government  in  setting  the 
overall  budget  for  an  agency  in  a  way  consistent  with  the  President's  priorities. 
OMB  has  a  role  to  play  in  the  formulation  of  Social  Security  policy  as  it  does  with 
any  government  policy.  Further,  OMB  has  a  responsibility  to  check  that  the  admin- 
istration of  programs  is  being  carried  on  in  accordance  with  the  budget.  One  issue  is 
how  well  OMB  discharges  these  legitimate  functions,  and  the  results  must  be  judged 
mixed  in  recent  years.  A  second  issue  arises  when  OMB  crosses  the  line  from  policy 
formulator  and  monitor  to  interfering  in  the  operation  of  programs.  OMB  at  that 
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point  becomes  disruptive,  since  it  is  not  equipped  to  manage  programs.  Judgments 
may  differ  on  when  the  line  is  crossed,  but  there  has  been  an  increasing  tendency 
for  lower  echelons  of  OMB  to  become  intimately  involved  in  day  to  day  activities 
which  should  be  the  responsibility  of  the  agency's  management.  Unless  the  agency 
is  given  the  resources  and  flexibility  to  discharge  its  responsibilities  properly,  the 
functioning  of  the  government  is  impaired  and  this  has  happened  all  too  frequently 
in  recent  years. 

With  respect  to  the  purchase  of  computer  technology  and  the  development  of  a 
modern  system  for  the  administration  of  the  Social  Security  programs,  OMB  is  only 
one  of  the  agencies  playing  a  role  and  the  problems  of  the  agency  cannot  be  laid  at 
the  hands  of  OMB  anymore  than  they  can  at  the  hands  of  SSA  itself.  The  problem 
here  is  that  the  government  as  a  whole  is  not  organized  to  allow  sound  decisions  to 
be  made  and  implemented  in  a  reasonable  and  timely  manner.  The  entire  system 
for  organizing  the  purchase  of  computer  technology  and  the  development  of  a 
modern  system  requires  review  on  a  priority  basis  at  the  highest  levels  of  govern- 
ment. 

Question  3.  Should  the  Social  Security  Administration  be  a  separate,  independent 
agency,  removed  from  the  Department  of  Health  and  Human  Services? 

Answer.  It  is  difficult  to  suggest  the  proper  placement  of  the  Social  Security 
Administration  outside  of  a  plan  for  the  organization  of  the  government  on  the 
domestic  side  as  a  whole.  Income  security  programs  account  for  about  half  of  the 
Federal  budget  and  Social  Security  alone  accounts  for  about  a  quarter  of  the 
Federal  budget,  but  these  programs  are  scattered  among  ten  of  the  twelve  Cabinet 
departments,  more  than  twenty-five  operating  groups  within  the  ten  departments 
and  at  least  seven  independent  agencies. 

A  consolidation  of  income  security  functions,  with  the  Social  Security  Administra- 
tion being  the  foundation  for  that  consolidation,  would  be  appropriate  in  the  context 
of  an  overall  governmental  reorganization  that  involved  creating  a  few  super- 
Cabinet  departments. 

Social  Security  has  some  things  in  common  with  other  Department  of  Health  and 
Human  Services  programs  but  in  basic  respects  its  programs  are  separate.  Creation 
of  a  separate  department  along  the  lines  of  the  Department  of  Education  would  not 
be  helpful  since  a  proliferation  of  separate  departments  does  not  increase  the 
President's  ability  to  manage  the  Executive  Branch. 

Separation  of  the  Social  Security  Administration,  making  it  an  independent 
agency,  would  not  be  desirable.  Social  Security  programs  are  too  much  a  part  of  the 
income  security  sector,  which  the  Executive  Branch  must  manage  better,  to  make  it 
desirable  to  move  towards  even  less  effective  control  over  these  programs. 

Creation  of  a  National  Commission  on  Income  Security  as  proposed  by  the  GAO  to 
develop  proposals  for  the  Congress  and  the  Executive  Branch  would  be  a  useful  first 
step  towards  deciding  how  to  reconstitute  the  way  the  government  handles  income 
security  programs. 

Question  4-  SSA  has  been  involved  in  three  reorganizations  since  1975,  one  under 
Mr.  Cardwell,  one  under  Secretary  Califano,  and  one  under  Mr.  Ross. 

Mr.  Cardwell  and  Mr.  Ross — could  you  comment  on  the  reorganizations  that 
occurred  during  your  tenure?  Did  they  achieve  what  you  wanted? 

Gentlemen,  and  I  am  now  asking  each  of  you,  from  your  experience  with  these 
undertakings,  do  you  have  any  advice  for  your  successor.  Are  there  areas  which 
need  structural  change  or  should  we  try  to  live  with  the  present  organization? 
Answer.  The  reorganization  that  I  instituted  as  Commissioner  was  carefully  de- 
i  signed  and  implemented  in  a  timely  manner  to  provide  the  Social  Security  Adminis- 
i  tration  with  a  modern,  functional  organization  that  would  clarify  responsibilities 
and  improve  the  administration  of  programs.  Historically,  the  administration  of 
programs  had  grown  up  with  the  growth  of  specific  programs  and  there  were  many 
J  overlapping  staffs  in  the  agency  engaged  in  non-productive  bureaucratic  strife.  One 
of  the  major  deficiencies  was  the  lack  of  a  consolidated  systems  staff  that  could  lead 
the  agency  to  the  development  and  implementation  of  a  modern  system  for  the 
future  to  meet  ever  increasing  workloads. 
The  organization  which  emerged  from  the  reorganization  I  instituted  enabled 
|  hundreds  of  duplicative  staff  positions  to  be  eliminated  and  permitted  substantial 
j  overall  reductions  in  personnel  without  the  loss  of  effectiveness.  It  generally  pro- 
j  vided  the  agency  with  a  flexible  and  clear  structure  for  conducting  its  operations. 
:  My  judgment  is  that  there  is  no  need  for  further  organizational  change  at  this  time, 
j  The  existing  structure  was  purposefully  designed  so  that  it  could  be  readily  adapted 
j  to  the  management  style  of  whomever  the  current  Secretary  of  HHS  and  Commis- 
i  sioner  might  be.  The  existing  structure  is  adequate  to  allow  the  present  administra- 
tion to  achieve  whatever  program  goals  are  decided  upon. 
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Finally,  I  would  note  that  reorganization  inevitably  involves  a  major  expenditure 
of  time  and  effort  on  the  part  of  everyone  in  the  agency,  from  the  Commissioner  on 
down  through  the  lowest  ranks.  That  price  was  paid  by  all  concerned.  What  is 
needed  now  is  a  consistent  effort  to  improve  operations  and  delivery  of  service  to 
the  public.  The  structure  that  will  facilitate  this  for  the  future  was  put  in  place 
during  my  tenure. 

Question  5.  We  are  told  that  there  is  a  general  decline  in  morale  in  the  SSA. 
What,  in  each  of  your  views,  would  be  the  most  important  step  that  could  be  taken 
to  rebuild  an  esprit  de  corps  in  that  agency? 

Answer.  It  is  hard  to  know  what  is  meant  by  saying  that  there  is  a  general 
decline  of  morale  in  the  SSA.  SSA  is  an  agency  that  grew  from  small  beginnings  in 
the  1930's  to  one  of  the  largest  agencies  in  government.  Many  of  the  phases  that  it 
has  gone  through  are  related  to  the  ups  and  downs  of  the  programs  it  administers 
and  the  ups  and  downs  of  government  generally.  While  there  is  a  tendency  on  the 
part  of  some  to  regard  SSA  as  a  unique  government  agency  because  of  the  special 
character  of  Social  Security  programs,  SSA  is  very  much  a  part  of  the  government 
and  its  problems  reflect  the  same  underlying  strains  that  cut  across  the  entire 
government. 

A  basic  problem  for  SSA  is  the  need  to  improve  its  physical  facilities  which  are 
deficient  in  many  respects.  The  heart  of  SSA  at  present  is  in  its  local  offices,  many 
of  which  are  substandard.  It  is  up  to  the  Congress  to  provide  more  and  better 
resources  to  improve  those  offices,  so  that  at  the  point  at  which  SSA  touches  the 
public  the  agency  can  properly  deliver  services.  Alternatively,  a  system  should  be 
developed  that  begins  to  dispense  with  such  offices  and  requires  more  business  to  be 
conducted  by  mail  and  telephone.  It  makes  no  sense  to  have  a  local  office  system 
that  is  not  properly  maintained. 

Fundamentally,  SSA  is  in  the  information  processing  business  and  needs  to  devel- 
op a  modern  system  based  on  the  state  of  the  art  in  computer  technology  and  data 
transmission.  If  SSA  secures  a  modern  system  for  the  future  that  would  be  the 
single  most  important  aspect  of  improving  its  delivery  of  service  to  the  public.  Also, 
the  employees  of  SSA  would  feel  part  of  an  advanced  and  well  functioning  agency. 
A  great  deal  of  the  employee's  problems  now  stem  from  the  fact  that  the  computer 
and  data  transmission  facilities  do  not  work  adequately. 

Finally,  I  would  guess  there  is  a  general  decline  in  morale  among  all  government 
workers.  For  too  long  there  has  been  a  denigration  of  government  service.  When  the  | 
public  once  again  begins  to  give  government  employees  the  proper  respect  to  which  ( 
they  are  entitled,  morale  will  improve  in  all  agencies,  including  SSA. 

Question  6.  One  of  the  proposed  savings  noted  in  the  Reagan  Black  Book  is  a 
tightening  of  administration  through  a  "top  flight  management  team"  which  alleg-  \ 
edly  will  remove  many  ineligibles  from  the  rolls  at  a  savings  of  $200  million  a  year  j 
in  1982  and  rising  to  $900  million  in  1985.  Presumably  this  is  in  addition  to  the 
savings  already  estimated  for  the  re-examinations  called  for  by  the  1980  disability  \ 
amendments.  As  the  two  most  recent  Commissioners,  how  realistic  are  such  claims?  ; 
Don't  such  new  initiatives  take  considerable  lead  time  at  both  the  Federal  and  State  I 
level?  With  hiring  freezes  and  budgetary  restraints  isn't  it  possible  even  the  esti-  j 
mates  in  the  1980  Amendments  might  not  be  realized? 

Answer.  There  is  no  question  that  the  administration  of  the  disability  program 
can  be  dramatically  improved  and  the  1980  disability  amendments  provide  the 
authorities  to  make  many  of  the  needed  improvements.  There  are,  however,  consid- 
erable difficulties  in  improving  the  administration  of  the  disability  program.  Lead 
times  are  long,  since  at  both  the  Federal  and  state  levels  hiring  freezes,  budgetary 
restraints,  and  other  inhibitants  to  sound  management  exist. 

Most  importantly,  the  program  has  within  it  inevitable  difficulty  in  that  the  J 
determinations  of  disability  are  not  easy  to  make  and  the  procedures  for  properly.' 
making  such  determinations  and  monitoring  the  rolls  to  see  whether  disabilities  no  j 
longer  exist  is  a  sensitive  matter.  A  long-range  management  program,  drawing  on 
the  experience  of  the  Federal  government  and  private  insurance  companies  that  ! 
administer  disability  programs,  should  be  developed.  Such  a  plan,  if  supported  j 
consistently  over  a  period  of  years  with  adequate  resources,  could  produce  large  j 
savings.  However,  the  experience  in  the  past  has  been  that  the  resources  for 
administration  have  not  been  forthcoming  and  the  savings  that  could  result  from  j 
improved  operation  of  the  program  have  not  been  realized. 

Finally,  it  is  not  easy  to  assemble  a  "top  flight  management  team"  in  the  govern- 
ment as  presently  constituted.  It  is  difficult  to  recruit  experienced  managers  and  it 
is  difficult  to  organize  them  in  an  effective  way.  Undoubtedly  better  management  of 
the  program  can  result,  but  it  will  require  concentrated  effort  over  a  long  period 
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and  consistent  reinforcement  by  policy  level  government  officials.  It  remains  to  be 
seen  whether  this  will  come  about. 


Responses  of  James  B.  Cardwell 

ROLE  OF  OMB  IN  SOCIAL  SECURITY 

Question.  It  appears  that  the  President's  budget  proposals  have  originated  to  a 
large  degree  in  OMB.  Now  that  you  gentlemen  are  more  free  to  comment  on  the 
subject,  what  was  the  role  of  OMB  in  the  formulation  of  Social  Security  policy  and 
in  determining  how  the  Act  will  be  administered.  Specifically,  does  OMB  appreciate 
the  personnel  requirements  of  adminstrating  SSA's  on-going  programs  and  the 
implementation  of  new  changes  such  as  the  disability  amendments? 

To  what  degree  have  OMB  restrictions  on  the  purchase  of  computer  technology 
contributed  to  the  current  ADP  problems? 

Any  volunteers? 

Response.  OMB  has  played  an  ever  increasing  role  in  determining  the  size  and 
character  of  the  SSA  administrative  expense  budget.  It  has  done  this  by  exercising 
final  say  within  the  Executive  Branch  about  the  so-called  administrative  expense 
line  in  the  annual  President's  budget.  It  is  not  so  much  a  matter  of  whether  they 
appreciate  what  resources  are  required  as  it  is  a  matter  of  OMB's  basic  mission  to 
hold  down  the  total  number  of  Federal  employees  and  the  overall  size  of  the 
President's  budget.  Both  objectives  have  been  dominant  during  the  last  7-10  years. 
This  has  lead  to  a  compression  of  SSA's  workforce  relative  to  its  responsibilities. 

The  trend  has  been  for  OMB  to  assume  productivity  gains  that  do  not  materialize. 
OMB  has  been  a  key  player  in  decisions  to  defer  systems'  improvements. 

Question.  Should  the  Social  Security  Administration  be  a  separate,  independent 
agency,  removed  from  the  Department  of  Health  and  Human  Services? 

Response.  No.  It's  much  too  late  for  that.  The  Government  needs  fewer  independ- 
ent agencies,  not  more.  No  matter  who  does  it,  Social  Security  matters  need  to  be 
coordinated  with  other  social  programs  and  with  overall  budgetary,  fiscal  and 
economic  public  policy.  If  this  coordination  is  not  placed  with  HHS,  it  will  fall  to  the 
intermediate  level  OMB  or  White  House  staff.  HHS  Cabinet  Officers  will  generally 
be  better  placed  and  have  better  access  to  the  President  and  the  Congress  than  staff 
at  either  OMB  or  the  White  House. 

Question.  Could  you  explain  how  a  hiring  freeze  affects  the  administration  of  the 
Social  Security  program? 

What  workers  are  affected  first  and  how  does  this  change  the  ability  of  the  Social 
Security  Administration  to  handle  its  responsibilities? 

Response.  The  problem  with  all  absolute  hiring  freezes  is  that  they  catch  organi- 
zations with  uneven  patterns  of  vacancies,  patterns  that,  at  times,  can  be  signifi- 
cantly out  of  line  with  workloads  and  priorities.  Absolute  freezes  are  indiscriminate 
in  terms  of  which  positions  are  affected  first.  If  Social  Security  is  caught  with  key 
jobs  open  for  too  long  it  can  adversely  affect  the  agency's  performance.  A  freeze  that 
allows  exceptions  in  such  cases  is  more  manageable. 

Question.  We  are  told  that  there  is  a  general  decline  in  morale  in  the  SA.  What, 
in  each  of  your  views,  would  be  the  most  important  step  that  could  be  taken  to 
rebuild  an  esprit  de  corps  in  that  agency? 

Response.  In  my  opinion,  morale  in  Government  is  lowered  with  each  passing 
year.  Perhaps  it  must  always  be  that  way.  As  a  general  proposition,  I  agree  that  it 
is  definitely  lower  in  SSA.  It  was  lower  in  my  time  and  I  believe  it  is  still  lower 
today.  The  reasons  are  complex  and  by  no  means  unique  to  SSA.  Many  of  the  same 
phenomena  exist  among  other  institutions,  both  inside  and  outside  of  Government. 

I  recently  spoke  to  this  subject  in  a  letter  addressed  to  the  National  Commission 
on  Social  Security.  I  submit  that  letter  at  this  time  in  the  thought  that  its  contents 
may  be  germane  to  this  and  other  questions  posed  by  the  Committee. 

Blue  Cross  Association, 
Blue  Shield  Association, 
Chicago,  III,  August  19,  1980. 

'  Frank  Crowley, 

!  Executive  Director,  National  Commission  on  Social  Security, 
I  UO  G  Street,  N.W.,  Washington,  D.C. 

Dear  Frank:  I  am  impressed  by  the  thoroughness  and  quality  of  Jack  Futter- 
\  man's  report. 

On  many  counts,  I  agree  with  Jack's  conclusions.  I  agree  that  SSA's  central 
;  computer  and  other  support  systems  are  struggling  to  keep  pace  (I  think  that  may 
■  be  putting  it  mildly),  that  SSA  is  probably  subject  to  too  much  outside  control  and 
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that  this  is  not  the  time  for  further  major  reorganization.  All-in-all  I  think  he  puts 
his  finger  on  many  of  the  Agency's  current  problems. 

While  I  agree  that  many  of  today's  problems  stem  from  the  three  major  reorgani- 
zations, one  on  top  of  the  other,  I  have  a  feeling  that  everyone  may  be  attributing 
too  much  to  organizational  shortcomings  and  instability  and  not  enough  to  other 
factors.  I  see  five  other  important  factors  as  having  an  adverse  affect  on  the  morale 
and  spirit  of  the  SSA  rank  and  file — and  at  times  even  on  its  leadership.  (I  would 
note  that  Jack  mentions  some  of  the  following  in  his  commentary.) 

1.  I  believe  the  present  situation  is  in  significant  part  the  result  through  the  years 
of  too  many  difficult  assignments  having  been  made  to  the  Agency  without  ade- 
quate planning  and  preparation.  Little  by  little,  the  struggle  to  keep  pace  through 
improvisation  and  "robbing  Peter  to  pay  Paul"  has  taken  its  toll  on  the  Agency's 
performance  and  self-confidence. 

2.  An  imbalance  in  the  distribution  of  work,  particularly  at  headquarters.  There 
is  a  significant  irony  of  two  classes  of  employees:  one  with  too  little  meaningful 
work  and  another  with  too  much.  This  may  appear  to  be  an  effect  rather  than  a 
cause,  but,  today,  it  is  surely  a  critical  cause  of  employee  dissatisfaction  and,  unless 
corrected,  will  continue  to  harm  morale  and  productivity. 

3.  The  Agency  is  subject,  as  is  most  of  Government,  to  too  many  layers  of 
authority,  too  many  players  and  too  many  kibitzers.  This  should  not  be  dismissed  as 
a  mere  protestation  expected  of  line  managers. 

It  is  a  development  that  has  long  been  out  of  proportion  and  is  now  at  a  point 
where,  in  my  opinion,  it  impares  opportunities  for  concise  decision  making  and 
effective  leadership  at  the  agency  level  and,  in  turn,  affects  operating  efficiency  and 
effectiveness  as  well  as  the  morale  of  the  work  force.  Operating  agencies  throughout 
the  Federal  Government  no  longer  control  enough  of  the  vital  elements  of  manage- 
ment: resource  allocation,  the  organization  and  placement  of  work,  the  selection  of 
and  assignment  of  employees,  the  determination  of  employee  compensation  rates, 
and  the  selection  of  methods,  procedures  and  systems.  In  each  of  these  areas, 
minions  and  their  superiors  among  many  quarters  have  much  too  much  to  say 
about  final  choices.  It  is  my  opinion  that  many  of  SSA's  problems  perceived  to  be 
organizational  in  their  origin  are,  instead,  at  least  in  part  the  result  of  this  phenom- 
enon of  an  ever  enlarging  federal  hierarchy. 

One  last  word,  I  would  emphasize  that  this  phenomenon  accounts  in  large  meas- 
ure for  the  protracted  implementation  periods  following  the  last  three  changes  and 
stands  as  a  formidable  obstacle  to  the  timely  and  effective  introduction  of  further 
change. 

4.  Next,  I  believe  the  morale  and  attitudes  at  SSA  have  also  been  affected  by  the 
uncertainties  and  doubt  that  followed  the  organizational  merger  in  the  early  70's  of 
SSI  with  OASDI  and  by  the  credibility  questions  that  have  since  arisen  around 
these  and  other  social  programs.  In  many  ways,  what's  happened  to  the  morale  and 
spirit  of  SSA  has  also  happened  to  many  other  American  institutions  dedicated  to 
helping  the  have  nots — including  other  parts  of  HEW/HHS. 

5.  As  Jack  points  out,  SSA's  basic  program  and  support  systems  are  outmoded.  I 
would  give  this  problem  first  priority — in  any  examination  of  administrative  effec- 
tiveness. I  believe  the  present  situation  will  worsen  with  time  and  the  natural 
growth  in  workload.  At  one  time,  SSA  was  a  poineer  and  leader  in  systems  design 
and  operations.  This  hasn't  been  the  case  since  the  late  1960's.  For  a  while,  it  was 
possible  to  offset  the  lack  of  advanced  systems  by  adding  manpower  and  substituting 
manual  labor — even  in  the  face  of  new  and  enlarging  workloads.  Beginning  in  the 
70's,  the  pressure  from  higher  authority  to  constrain  the  SSA  budget  began  to 
squeeze  the  manpower  growth  curve  to  a  point  where  the  use  of  manual  labor  as  a 
substitute  for  automation  started  to  fall  behind.  I  suspect  the  shortfall  has  worsened 
since  I  left  and  I'm  certain  that  if  something  isn't  done  to  invest  in  an  updating  of 
SSA's  systems,  the  problems  that  the  Commission  is  attempting  to  address  in  the 
areas  of  administration,  organization  and  morale  will  only  worsen.  In  no  event,  in 
my  opinion,  will  they  be  overcome  in  any  significant  way  by  another  reorganization, 
be  it  large  or  small. 

Coming  back  to  Jack's  recommendations  for  change,  I  believe  the  Commission 
should  exercise  restraint  in  urging  further  specific  structural  changes  on  SSA.  I 
would  err  on  the  side  of  leaving  basic  choices  about  internal  organization  and 
related  matters  in  the  hands  of  the  people  in  charge.  Also,  I  would  observe  that 
most  of  us  tend  to  favor  organizational  concepts  that  reflect  our  own  image  of 
ourselves  and  our  past.  For  example,  as  I  read  Jack's  report,  he  would  like  to  go 
back  to  an  organization  of  his  time,  one  centered  on  programmatic  and  statutory 
designations;  yet,  my  experience  tells  me  that  his  concept  may  now  be  outmoded, 
given  the  integration  of  programs  that  has  already  taken  place  and  given  the 
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potential  for  programmatic  control  of  a  functional  organization  through  the  use  of 
automation  and  strong  management. 

Finally,  I'm  not  certain  that  Jack  is  faithful  to  his  own  admonition  to  avoid  major 
change  at  this  juncture  and  to  essentially  allow  time  for  the  last  three  overhauls  to 
stabilize.  It's  possible  that  the  sum  of  his  recommendations  would  themselves  be  the 
equivalent  of  still  another  major  upheaval. 

In  short,  I  would  urge  the  Commission  to  think  carefully  before  recommending  a 
long  of  changes.  In  any  event,  I  recommend  against  further  reorganization  at  this 
time. 

Please  let  me  know  if  you  have  any  questions. 
Very  truly  yours, 

James  B.  Card  well. 

Question.  SSA  has  been  involved  in  three  reorganizations  since  1975,  one  under 
Mr.  Cardwell,  one  under  Secretary  Califano,  and  one  under  Mr.  Ross. 

Mr.  Cardwell  and  Mr.  Ross — could  you  comment  on  the  reorganizations  that 
occurred  during  your  tenure?  Did  they  achieve  what  you  wanted? 

Gentlemen,  and  I  am  now  asking  each  one  of  you,  from  your  experience  with 
these  undertakings  do  you  have  any  advice  for  your  successor.  Are  there  areas 
which  need  structural  change  or  should  we  try  to  live  with  the  present  organiza- 
tion? 

Response.  I  would  not  reorganize  SSA  again.  It's  not  a  matter  of  whether  the  one 
that  I  sponsored  achieved  its  goals  as  much  as  it  is  that  my  successors  set  different 
goals  and  changed  the  plan  before  the  ink  was  dry. 

Two  other  considerations  need  to  be  weighed.  First,  more  than  almost  any  other 
institutional  matter,  how  to  best  organize  is  in  the  eyes  of  the  beholder.  Also,  no 
Commissioner  can  any  longer  have  a  free  enough  hand  to  carry  out  change  quickly. 
He  has  to  obtain  the  approval  of  too  many  other  authorities.  This  drags  out  the 
process.  At  this  stage  of  the  Federal  Government's  evolution,  "less"  reorganization 
is  better. 

Mr.  Pickle.  Now  the  Chair  would  like  to  inquire  of  the  next 
panel  whether  you  would  want  to  proceed  now  through  the  lunch 
period  or  whether  you  would  want  to  come  back  after  lunch.  Will 
Dr.  Rita  Ricardo-Campell,  Mr.  Robert  Myers  and  Dr.  Michael 
Boskin  come  up  to  the  witness  table  and  let's  have  an  informal 
discussion  here. 

Let  me  ask  you  if  you  would  want  to  continue  through  or  do  you 
want  to  come  back  at  1:30  or  2  this  afternoon? 
Ms.  Ricardo-Campbell.  I'm  hungry. 

Mr.  Boskin.  I  have  a  slight  preference  for  continuing  through, 
but  I  would  defer  to  my  colleagues. 

Mr.  Myers.  I  will  do  either  one  at  your  pleasure,  Mr.  Chairman. 

Mr.  Pickle.  Let's  proceed  at  this  point  and  then  if  we  do  not 
cover  the  points  that  you  want  to  make  and  we  want  to  ask 
questions,  we  will  come  back  again  at  a  later  date.  So  let's  proceed. 
We  may  have  to  have  some  of  you  come  back.  If  you  have  a 
conflict,  Mr.  Boskin,  we  will  recognize  that. 

First  we  have  Dr.  Rita  Ricardo-Campbell,  senior  fellow,  Hoover 
Institution,  Stanford  University. 

The  two  gentlemen  with  us  are  Mr.  Robert  J.  Myers,  who  is  the 
former  chief  actuary  of  the  Social  Security  Administration,  and  the 
gentleman  in  the  center  is  Dr.  Michael  J.  Boskin,  professor  of 
'  economics,  Stanford  University. 

I  did  not  realize  both  Dr.  Ricardo-Campbell  and  Dr.  Boskin  were 
from  Stanford  University.  If  I  had  realized  that  I  might  have  had 
Wilbur  Cohen  here  from  the  University  of  Texas;  but  we  may  be 
able  to  get  the  hearings  concluded  shortly  since  he  is  not  here. 

Dr.  Campbell,  do  you  wish  to  make  an  individual  statement? 
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STATEMENT  OF  RITA  RICARDO-CAMPBELL,  SENIOR  FELLOW, 
HOOVER  INSTITUTION,  STANFORD  UNIVERSITY 

Ms.  Ricardo-Campbell.  I  will  make  a  few  points.  I  have  submit- 
ted a  prepared  statement. 

Mr.  Pickle.  Why  don't  we  let  each  of  you  give  a  summary  and 
we  will  go  right  along. 

Go  fight  ahead,  Dr.  Ricardo-Can^pbell. 

Ms.  Ricardo-Campbell.  First  I  would  like  to  say  I  would  not 
increase  taxes.  I  feel  that  when  Vou  divert  moneys  from  general 
revenues,  such  as  via  siphoning  loff  from  the  medicare,  part  A, 
hospitalization  fund,  it  implies  there  is  either  a  surplus  in  the  total 
U.S.  budget  or  it  implies  an  increase  in  taxes,  or  it  is  going  to 
increase  rather  than  decrease  the  inflation.  I  am,  therefore,  against 
that.  I  would  not  increase  the  payroll  taxes  more  than  they  are 
already  scheduled  to  increase  through  1987.  I  think  actually  they 
are  going  up  rather  fast.  They  are  creating  a  divisive  force  in  our 
society  between  the  young  and  the  old,  and  I  think  that  it  is  not  in 
the  interest  of  this  country  to  do  this. 

I  would  like  to  point  out  by  the  year  2025,  20  percent  of  our 
population  will  be  65  years  and  older.  Young  people  that  are  21 
years  old  today  will  be  65  in  2025.  Therefore,  they  are  the  ones  who 
are  worrying  about  whether  they  will  get  their  benefits,  possibly 
more  than  the  people  currently  receiving  their  benefits.  Nobody  I 
think  has  proposed  to  reduce  or  cut  out  existing  benefits  currently 
being  paid  to  the  aged. 

I  would  now  like  briefly  to  give  my  proposals  to  resolve  the 
short-run  imbalance.  My  prepared  statement  covers  them  in  detail. 

I  would  also  like  to  make  one  other  point  from  listening  to 
comments  of  the  previous  Commissioners,  and  that  is  the  perma- 
nent disability  program  should  be  looked  at.  I  realize  that  you  have 
no  time  to  do  this  today,  and  I  know  there  were  1980  amendments, 
but  there  is  a  great  deal  of  literature  indicating  that  there  are  a  lot 
of  people  on  those  rolls  who  are  not  necessarily  permanently  dis- 
abled even  though  they  are  collecting  as  such. 

Mr.  Pickle.  You  know  we  provided  for  an  annual  review  of  those 
disabled  persons. 

Ms.  Ricardo-Campbell.  I  know  you  have,  sir,  and  I  hope  it 
works,  and  these  people  that  are  on  the  rolls  that  should  not  be  are 
cut  off.  There  are  wide  discrepancies  in  the  rates  of  permanently 
disabled  people  among  the  States.  The  differences  are  so  great  that 
it  is  obvious,  unless  there  is  a  greater  concentration  of  disability  in 
some  States  than  in  others,  the  portion  of  the  law  governing  enti- 
tlement is  not  being  enforced  equitably  throughout  the  country. 

In  the  short  run,  I  agree  with  the  administration's  proposal  and 
also  the  past  administration's  proposal  that  survivor  benefits  to  18- 
to  22-year-olds  should  be  phased  out  over  a  4-year  period.  It  is  not 
equitable  to  ask  one  group  of  young  working  people  to  pay  taxes  to 
support  other  young  people  through  college.  One-half  of  my  mail 
on  social  security,  and  it  is  quite  extensive,  concerns  this  issue. 
Many  letters  state  that  this  benefit  is  destroying  the  initiative  and 
incentive  of  young  people  to  work. 

I  would  index  existing  benefits  by  the  cost-of-living  index  or  a 
wage  index,  taking  the  lower  of  the  rise  for  each  year.  This  would 
have,  in  1980  saved  $6.4  billion.  We  are  in  a  new  economic  period 
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in  which  for  the  first  time  the  Gross  National  Product  in  real 
terms  has  not  been  rising,  and  because  of  that  we  are  faced  with  a 
very  different  situation  in  economic  terms. 

I  recommend  using  the  lower  of  the  rise  of  the  two  indexes 
rather  than  correcting  the  cost-of-living  index  to  reflect  more  accu- 
rately the  actual  living  expenses  of  the  aged.  The  latter  approach 
will  end  up  in  technical  arguments  on  what  is  the  best  way  to  do 
it. 

Several  indexes  will  be  constructed.  Some  economists  will  de- 
crease the  weight  for  housing,  others  will  play  with  mortgage  rates, 
and  the  proof  of  that  is  in  the  January  issue  of  the  Social  Security 
Bulletin  of  HHS.  It  has  an  article  giving  three  different  indexes 
and  that  is  what  the  authors  get  involved  in. 

Additionally  I  would  cover  all  Federal  Government  workers  and 
both  State  and  local  government  employees  as  soon  as  the  details 
can  be  worked  out.  I  would  immediately  cover  the  Federal  workers, 
because  you  don't  have  constitutional  problems. 

There  is  a  March  1980  long  study  by  the  Universal  Social  Secu- 
rity Coverage  Study  Group  established  by  Congress  in  1978.  This 
report  has  a  compromise  position  of  covering  immediately  those 
Federal  employees  under  45  years  of  age.  In  the  first  year  $11 
billion  would  be  added  to  the  trust  fund  if  all  Federal  workers  were 
covered. 

I  realize  that  this  is  a  political  question.  But  the  people  who  are 
not  Government  workers  also  now  realize  that  there  is  a  large 
element  of  welfare  in  the  benefit  structure,  and  that  they  are  being 
taxed  on  their  first  dollar  of  earnings  and  they  don't  see  why 
everybody  else  is  not  taxed  on  it  too. 

It's  a  question  of  equity  and  the  concept  of  weighing  social  ade- 
quacy versus  individual  equity. 

Mr.  Pickle.  Is  the  administration  going  to  recommend  that;  do 
you  know? 

Ms.  Ricardo-Campbell.  No,  sir;  I  am  not  the  Social  Security 
Commissioner. 

Mr.  Pickle.  We  don't  have  one  now.  But  go  ahead. 

Ms.  Ricardo-Campbell.  I  was  chairman  of  the  Reagan  Task 
Force  on  Social  Security,  that  is  true.  I  know  what  I  recommended 
but  I  do  not  know  what  has  been  selected. 

I  would  create  an  economic  disincentive  to  retire  early.  It  is 
advantageous  now  to  retire  at  age  62  because  interest  rates  are 
around  19  or  20  percent,  therefore,  money  in  my  hand  today  is 
worth  more  than  it  would  be  in  the  future.  The  original  actuarial 
reduction  is  based  on  a  lower  interest  rate  structure. 

I  don't  think  that  this  has  been  changed,  but  I  may  be  wrong. 

I  would  postpone  ages  of  entitlement  to  64  and  67,  and  I  would 
like  to  take  a  few  minutes  to  explain  why  I  select  64  and  67  rather 
than  the  65  and  68  that  almost  all  of  the  other  economists  select. 

If  you  break  down  life  expectancy  at  age  65,  for  men  it  has 
increased  by  approximately  2  years  since  1940-41.  But  look  at  it  for 
women;  it  has  increased  dramatically  more;  and  that  is  what  gets 
the  average  up  to  the  3.5  years.  That  is  one  point. 

My  second  is  that  most  union  contracts  have  much  lower  age 
entitlements  and  they  usually  have  a  double  entitlement,  that  is, 
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for  example,  55  years  and  30  years  of  seniority.  This  is  the  same  I 
believe  as  under  the  Civil  Service  Retirement  System. 

May  I  point  out  that  most  of  the  intellectuals  who  have  been 
suggesting  65  and  68  have  gone  to  college  and  graduate  school  and, 
therefore,  enter  the  labor  force  probably  6  or  7  years  later  than  did 
the  average  worker  in  this  country,  who  has  paid  wage-related 
taxes  to  the  Social  Security  System  for  6  or  7  years  or  longer. 

I  think  you  need  for  political  viability  either  double  entitlement 
criteria  or  64  and  67  years.  I  don't  think  you  can  push  the  entitle- 
ment ages  to  65  and  68.  I  was  a  member  of  the  advisory  council  on 
social  security  when  the  trade  unions  objected  very  strongly  to  this. 

I  will  select  only  the  highlights  of  my  written  recommendations. 

I  have  a  package  proposal  that  I  have  been  making  since  1975  in 
recognition  of  the  socio-demographic  changes:  the  number  of 
women  who  work  and  the  decline  in  the  birth  rate.  The  proposal  is 
to  phase  out  some  of  the  welfare  elements,  that  is  the  spouses' 
benefits,  over  a  30-year  period  for  the  retired  spouse  and  over  a  50- 
year  period  for  the  surviving  spouse,  plus  2  or  3  years  of  earnings 
credit  for  each  of  the  first  two  children  born. 

This  was  always  a  package  proposal,  but  publicity  dropped  my 
third  part  of  the  whole.  I  am  taking  this  opportunity  to  stress  it 
because  the  objection  to  the  proposal  is  that  some  women  are  not 
in  the  labor  force  for  10  years. 

Most  women  who  are  not  in  the  labor  force  for  10  years  today 
either  have  exceedingly  large  families,  are  disabled — for  the  latter 
there  are  the  permanent  disability  payments — or  they  have  exceed- 
ingly wealthy  husbands. 

There  are  very  few  women  who  today  have  not  worked  10  years 
during  their  lifetime.  Over  40  percent  of  women  are  receiving  their 
social  security  benefits  "based  entirely  on  their  own  earnings,  which 
means  that  their  primary  benefits  are  higher  than  one-half  of  their 
husbands,  which  is  the  amount  of  their  secondary  benefit.  I  realize 
that  the  widows  would  be  hurt,  but  increasingly  less  so.  That  is  the 
reason  for  a  50-year  phaseout  of  the  surviving  spouses'  benefit  and 
meanwhile  there  is  the  supplemental  security  income  benefit  pro- 
gram. 

I  would  like  to  talk  very  briefly  on  the  major  assumption  of  the 
demographic  estimate  and  why  the  long-run  deficit  may  not  be 
erased  even  were  these  proposals  enacted. 

In  the  first  place,  any  75-year  estimate  is  a  very  difficult  thing  to 
make,  and  nobody  should  put  that  much  faith  in  it. 

May  I  point  out  if  you  look  at  OASI  alone,  that  the  "intermedi- 
ate estimate"  is  a  deficit  of  2.16  of  payroll,  not  the  often  cited  1.52 
percent  deficit.  The  latter  includes  disability  and  is  nowhere  near 
the  midpoint  between  the  low  of  0.89  and  the  high  estimate  of  6.17 
percent.  The  highest  deficit  for  the  OASI  trust  fund  alone  is  14.3 
percent  and  the  lowest,  minus  1.16  percent  in  the  25-year  period, 
2030-54. 

I  agree  with  the  testimony  that  was  just  given  that  the  pessimis- 
tic assumptions  have  turned  out  to  be  more  correct  than  the  inter- 
mediate or  the  lowv  optimistic  estimate  of  deficit.  I  think  that  is 
primarily  due  to  the  great  sensitivity  of  the  trust  fund  to  the 
demographic  factor,  the  fertility  rate.  What  bothers  me  about  the 
1980  trustees'  assumption  stated  in  their  reports  on  the  trust  funds 
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is  that  the  optimistic  ones  are  just  too  optimistic.  They  assume  2.5 
children  per  woman  ultimate  births  by  year  2005  and  for  all  subse- 
quent 50  years  ahead.  We  are  at  1.76  ultimate  births  per  woman  in 
the  United  States,  moving  toward  1.9. 

The  intermediate  assumption  is  2.1  ultimate  births  per  woman 
for  2005  and  latter,  and  the  pessimistic  one  is  too  pessimistic  1.5.  In 
the  United  States  the  birth  rate  has  been  declining  consistently  for 
200  years,  except  for  World  War  II,  and  if  you  look  at  the  secular 
trend  rather  than  just  that  little  bit  of  one  cycle  that  we  are  in  you 
cannot  assume  that  you  are  going  to  end  up  far  away  from  the 
secular  trend. 

Worldwide  I  do  not  know  many  countries  at  1.5.  But  there  are  at 
least  16  industrialized  countries,  including  Italy,  which  after  all  is 
a  Catholic  country,  that  have  2.0  births  per  woman  or  less,  and 
industrialized  countries  do  not  appear  to  be  having  increased  birth 
rates. 

I  stress  this  because  the  birth  rate  has  more  effect  on  the  long 
run  OASI  trust  fund  than  the  economic  assumption  about  interest 
rates. 

The  trustee's  report  assumes  that  the  fertility  rate  is  held  con- 
stant from  2005  on.  I  agree  that  birth  rates  are  difficult  to  predict. 
You  do  not  know  what  technological  changes  might  occur.  It  was  a 
technological  change,  I  believe,  that  upset  the  fertility  rate  assump- 
tions made  by  the  actuaries. 

I  would  like  to  close  now  with  my  suggestion  of  how  to  use  a 
balancing  factor  in  order  to  take  care  of  deficits  if  the  trust  fund 
appears  to  be  in  danger  of  running  out  of  money. 

My  suggestion  is  to  change  from  using  a  wage  indexing  formula 
to  compute  the  initial  benefit  to  a  price-indexing  formula.  This 
would  protect  the  initial  benefit  against  inflation,  but  does  not 
keep  it  up  with  the  increase  in  productivity  and  real  income. 

The  big  question  you  have  to  answer  is  how  much  of  the  increase 
in  productivity  or  real  national  income  should  go  automatically  to 
the  aged. 

If  you  do  it  this  way  then  Congress  has  the  leeway  later  on  if 
productivity  rises,  and  I  think  it  will,  to  increase  benefits,  which  is 
then  politically  a  very  happy  thing  to  do,  rather  than  decrease 
them.  Congress  could  vote  a  special  "catch-up"  increase. 

Maybe  the  time  has  come  when  we  are  in  this  short-run  deficit 
period,  which  is  the  1980's — in  the  1990's  because  of  the  demo- 
graphic factors,  the  trust  fund  will  run  a  slight  surplus — to  do 
something  about  the  anticipated  long-run  deficit. 

If  you  don't  do  something  in  the  1980's,  there  will  be  no  pressure 
-  to  do  anything  during  the  1990's.  But  by  the  year  2005  or  2010,  a 
more  serious  deficit  will  occur  than  exists  now.  By  using  a  price 
indexing  formula,  Congress  would  have  a  balancing  factor  to  con- 
trol both  surpluses  and  deficits. 

Thank  you. 
J     [The  prepared  statement  follows:] 
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Institution,  Stanford,  Calif. 

Thank  you,  Mr.  Chairman.  I  appreciate  very  much  the  oppor- 
tunity to  be  present  here  today.  I  have  been  a  member  of  the 
1974-75  Advisory  Council  on  Social  Security  and  most  recently 
chaired  President  Reagan's  Task  Force  on  Social  Security.  My 
testimony  today  is,  however,  in  my  capacity  as  a  Senior  Fellow  of 
the  Hoover  Institution,  Stanford  University. 

There  is  a  short  run  and  long  run  financial  shortfall  of  rev- 
enues to  expenditures  in  the  Old  Age  and  Survivors  Insurance 
(OASI)  part  of  the  social  security  program.  Although  the  short 
run  imbalance  is  imminent,  it  is  of  lesser  duration  and  depth  than 
the  anticipated  long  run  imbalance.  I  will  speak  briefly  to  the 
short  run  problem  that  persists  despite  the  large  increase  in  the 
social  security,  anticipated  tax  yield  in  1981  and  the  scheduled 
increases  in  the  tax  rates  and  the  base  through  1987.  I  would 
make  no  change  in  the  already  enacted  tax  schedule. 

Obviously  the  happiest  solution  would  be  if  unemployment  were 
reduced  substantially  so  that  the  payroll  base  and,  therefore,  tax 
revenues  would  rise  and  at  the  same  time  inflation  were  reduced  so 
that  benefit  payout  would  fall.  I  do  not  expect  that  these  two 
trends  can  occur  quickly  enough  and  in  sufficient  degree,  however, 
to  eliminate  the  anticipated  deficits  during  the  1980s  in  the  OASI 
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cash  benefit  payments. 

The  October  9,  1980  Amendments,  in  transferring  $9.1  billion  from  the 
Disability  (Dl)  trust  fund  for  1980  and  1981  have  only  postponed  the  problem. 
Because  of  the  current  economic  situation,  a  cash  flow  problem  could  develop  in 
1981  and  the  OASI  trust  fund  could  be  in  deficit  sometime  in  1982. 

Although  estimates  of  future  deficits  are  theoretical  after  the  OASI  trust 
fund  is  first  depleted,  they  clarify  the  extent  of  the  anticipated  deficit.  A 
November  1980  report  by  the  Congressional  Research  Service  of  the  Library  of 
Congress  estimates  that  the  deficit,  1982  through  1986,  will  be  about  $42  billion. 
Moreover,  the  transfer  of  money  from  the  DI  fund  may  draw  that  fund's  assets 
down  to  a  potentially  precarious  level  of  its  estimated  annual  out-go.  My 
proposals  to  ensure  payment  of  0 AST's  monthly  cash  benefits  during  the  1980s 
follows. 

L.  Early  mandatory  coverage  of  all  federal  government  workers  as  a 
first  step  to  coverage  of  all  workers. 

Federal  government  employees  have  a  pension  plan,  as  do  most  full-time 
employees  of  private  industry  and  unlike  most  nongovernment  employees,  their 
benefits  are  indexed.  Yet  federal  government  workers  do  not  pay  taxes  that 
support  the  social  security  benefits  that  have  a  substantial  welfare  component. 
Currently,  2.5  million  federal  employees,  3  million  state  and  local  government 
employees,  and  400,000  private,  nonprofit  organization  employees  do  not  pay  taxes 
into  the  system.  Mandatory  coverage  of  all  federal  government  employees, 
effective  January  1982,  would  yield  nearly  an  additional  $11  billion  that  year  and 
slight,  but  increasingly  higher  amounts  each  successive  year.  Short  run  dis- 
bursements resulting  from  their  coverage  would  increase  only  slightly.  The  long 
run  average  savings  would  be  about  0.35  percent  of  payroll. 
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employees  do  not  pay  taxes  into  the  system.  Mandatory  coverage  of 
all  federal  government  employees,  effective  January  1982,  would 
yield  nearly  an  additional  $11  billion  that  year  and  slight,  but 
increasingly  higher  amounts  each  successive  year.  Short  run  dis- 
bursements resulting  from  their  coverage  would  increase  only 
slightly.  The  long  run  average  savings  would  be  about  0.35  per- 
cent of  payroll. 

Federal  employees  should  be  treated  similarly  to  most  persons 
in  private  employment  who,  under  companies'  pension  plans,  accumu- 
late benefits  that  are  usually  directly  proportional  to  their 
earnings.  This  is  the  situation  under  the  Civil  Service  Retire- 
ment System  (CSRS)  with  its  unique  advantage  of  the  benefits  being 
indexed  twice  a  year.  There  are  various  methods  of  merging  CSRS 
and  Social  Security  and  some  phase-in  of  offsets  of  the  CSRS  ben- 
efit amount  against  the  social  security  primary  benefit  or  vice 
versa  should  be  expected.  Many  private  company  plans  reduce  their 
pension  payments  when  social  security  benefits  increase.  A  civil 
service  pension  under  the  1977  Amendments  acts  as  an  offset 
against  the  secondary  social  security  benefit  of  a  spouse.  There 
is  thus  a  line  of  argument  for  the  offset  approach. 

The  reasons  for  mandating  federal  employee  coverage,  possibly 
on  a  gradual  basis,  are  not  only  financial  but  involve  the  under- 
lying concept  of  the  social  security  system  that  there  should  be  a 
balance  between  individual  equity  and  social  adequacy  in  society's 
provision  for  its  aged.  Under  current  arrangements,  90  percent  of 
workers    in    nongovernment   employment   pay    taxes    that    support  the 
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federal  women  employees  had  annual  earnings  below  $10,000  while  only  7  percent 
of  men  employees  were  in  these  low  income  brackets.  Similarly,  minority 
employees  who.  are  concentrated  in  the  lower  civil  service  grades  would,  as  a 
group,  also  benefit.  ^ 
To  consider  the  elimination  of  the  "minimum  benefit"  of  $122  per  month^ 
to  be  a  substitute  for  coverage  is  illusory. 

It  would  decrease  only  some  of  the  windfall  gain  of  those  government  workers 
who  have  intermittent  work  at  very  low  wages  under  social  security.  It  would 
al.gn  decrease  the  minimal  benefit  of  many  older  women  who  have  been 
intermittent  workers  at  low  wages  over  their  lifetime.  However,  they  were 
intermittent  workers  not  because  they  had  other  higher  paying  jobs  but  because 
they  went  out  of  the  labor  force  for  long  periods  of  time  to  bear  and  rear 
children.  It  is  true  that  even  with  the  minimum  of  $122  a  month,  many  are 
already  drawing  a  Supplemental  Security  Income  (SSI)  benefit  because  they  are  in 
need  and  the  "double  dipper"  government  worker  would  not  be  eligible  for  this 
benefit  that  could  make  up  for  the  loss  in  their  social  security  benefit.  To 
eliminate  the  minimum  would  save  less  than  $1  billion;  to  cover  all  government 
workers  would  add  $11  billion  in  the  first  year  of  their  coverage. 

2.  My  second  proposal,  one  that  Congress  has  voted  down  in  the  past, 
is  to  eliminate  over  a  four-year  period  benefits  to  survivors  18  to  22  years  old 
who  go  to  college.  It  is  unfair  to  tax  other  18  to  22  year-olds  who  are  working 
and    may    want    to   go    to    college    in    order    to    support   college-age,  surviving 

|a/  .   

vThe  minimum  benefit  is  used  when  the  worker  meets  all  the  social  security 
,  requirements  for  a  primary  benefit  but  because  of  the  high  number  of  years  out 
,  of  the  labor  force  and  the  low  wage  rates,  the  computed  benefit  is  very  low, 
j  for  example,  $83  monthly.  Because  it  is  believed  that  the  concept  of  social 
1  adequacy  requires  a  higher  benefit,  a  minimum  (currently  $122  per  month)  is  set. 
i  3h  this  example,  the  elimination  of  the  minimum  would  "save"  $39  monthly. 
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social  security.  It  would  also  decrease  the  minimal  benefit  of 
many  older  women  who  have  been  intermittent  workers  at  lev;  wages 
over  their  lifetime.  However,  they  were  intermittent  workers  not 
because  they  had  other  higher  paying  jobs  but  because  they  went 
out  of  the  labor  force  for  long  periods  of  time  to  bear  and  rear 
children.  It  is  true  that  even  with  the  minimum  of  $122  a  month, 
many  are  already  drawing  a  Supplemental  Security  Income  (SSI)  ben- 
efit because  they  are  in  need  and  the  "double  dipper"  government 
worker  would  not  be  eligible  for  this  welfare  benefit  that  could 
make  up  for  the  loss  in  their  social  security  benefit.  To  elimin- 
ate  the  minimum  would  save  less  than  $1  billion;  to  cover  all  gov- 
ernment workers  would  add  $11  billion  in  the  first  year  of  their 
coverage . 

2.  My  second  proposal,  one  that  Congress  has  voted  down  in 
the  past,  is  to  eliminate  over  a  four-year  period  benefits  to  sur-  j 
vivors  18  to  22  years  old  who  go  to  college.  It  is  unfair  to  tax 
other  IS  to  22  year-olds  who  are  working  and  may  want  to  go  to 
college  in  order  to  support  other  college-age,  surviving  benefici- 
aries. A  large  part  of  my  mail  on  social  security  matters  criti-  I 
cizes  this  practice  primarily  because  it  also  destroys  the  desire 
of  young  people  to  work. 

3.  My  third  proposal  is  to  index  the  monthly  cash,  social  I 
security  benefits  by  the  lower  of  the  changes  in  the  consumer  : 
price  index  (CPI)  or  a  suitable  wage  index.  During  1S80,  social  ( 
security  benefits  went  up  14.3  percent  while  wage  rates  increased  a 
8  to  9  percent.     The  reason  for  "either/or"   is  because  those  years  tj 
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benefits,  there  should  be  a  standby  arrangement  to  shift  monies  among  the  three 
trust  funds.  This  is  to  assure  the  public  that  these  obligations  wilL  be  met 
without  additional  increases  in  the  presently  legislated  OASI  taxes. 

It  is  clear  to  me  that  the  long  run  financial  stability  of  social  security 
can  be  ensured  without  borrowing  and  without  increasing  the  tax  rates  and  the 
earnings  base  further  than  is  scheduled  by  the  1977  Amendments  which  carry 
through  1987.  Most  young  people  today  are  probably  paying  more  into  the  social 
security  system  than  they  would  like.  Over  one-half  of  the  people  are  paying 
more  in  social  security  taxes  than  in  personal  income  taxes.  The  tax  system  as 
presently  structured  is  creating  divisiveness  between  the  young  and  the  old  within 
our  society. 

The  demographic  basis  of  the  long  term  deficit  has  been  adequately 
explained  by  others.  The  difficulty  in  making  estimates  for  75  years  into  the 
future  as  well  as  the  wide  range  of  the  estimates  has  not  been  stressed.  The 
usually  quoted  deficit  is  1.52  percent  of  covered  payroll  for  the  OASDI  combined 
trust  funds,  but  the  range  in  the  1980  Trustees  Report  for  the  75-year  period 
was  a  surplus  of  0.89  percent  to  a  deficit  of  6.17  percent  of  payrolL  For  the 
OASI  fund  alone,  the  range  in  the  1980  Trustees  Report  is  from  a  deficit  of  .03 
percent  to  6.48  percent.  The  intermediate  assumptions  deficit,  comparable  to  the 
1.52  percent,  is  2.16  percent  of  payroll. 

It  is  interesting  that  the  for  the  sub,  25-year  period  20302054,  the 
predicted  deficit  for  the  OASI  trust  fund  ranges  from  1.16  to  14.3  percent  of 
payroll,  with  the  intermediate  assumptions  yielding  a  5.7  percent  deficit. 
Whether  the  economic  and  demographic  assumptions  of  the  intermediate 
|i  assumptions  are  the  most  viable  of  the  three  sets  of  assumptions,  I  do  not  have 
time    to    explore    fully    here.       Rather,    I    would   like    to    emphasize    that  the 
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It  is  clear  to  me  that  the  long  run  financial  stability  of 
social  security  can  be  ensured  v/ithout  borrowing  and  without 
increasing  the  tax  rates  and  the  earnings  base  further  than  is 
scheduled  by  the  1977  Amendments  which  carry  through  1987.  Most 
young  people  today  are  probably  paying  more  into  the  social  secur- 
ity system  than  they  would  like.  Over  one-half  of  the  people  are 
paying  more  in  social  security  taxes  than  in  personal  income 
taxes.  The  tax  system  as  presently  structured  is  creating  divi- 
siveness  between  the  young  and  the  old  within  our  society. 

The  demographic  basis  of  the  long  term  deficit  has  been  ade- 
quately explained  by  others.  The  difficulty  in  making  estimates 
for  75  years  into  the  future  as  well  as  the  wide  range  of  the 
estimates  has  not  been  stressed.  The  usually  quoted  deficit  is 
1.52  percent  of  covered  payroll  for  the  OASDI  combined  trust 
funds,  but  the  range  in  the  1980  Trustees  Report  for  the  75-year 
period  was  a  surplus  of  0.89  percent  to  a  deficit  of  6.17  percent 
of  payroll.  For  the  OASI  fund  alone,  the  range  in  the  1930  Trus- 
tees Report  is  from  a  deficit  of  .03  percent  to  a  deficit  of  6.48 
percent.  The  intermediate  assumption  deficit  of  OASI,  comparable 
to  the  1.52  percent,   is  2. 16  percent  of  payroll. 

It  is  interesting  that  the  for  the  sub,  25-year  period  2030- 
2054,  the  predicted  deficit  for  the  OASI  trust  fund  ranges  from 
1.16  to  14.3  percent  of  payroll,  with  the  intermediate  assumptions, 
yielding  a  5.7  percent  deficit.  V.Thether  the  economic  and  demo- 
graphic assumptions  that  lie  behind  this  deficit  are  the  most 
viable   of    the   three    sets   of   assumptions,    I   do   not  have    time  to 
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2.  I  recommend  that  the  entitlement  age  for  a  fall  benefit  should  be 
gradually  increased  to  67  years  by  year  2000,  and  for  an  actuarially  reduced 
benefit  to  64  .  years  by  year  1990.  If  life  expectancy  at  age  65  continues  to 
increase  substantially,  a  monetary  penalty  in  cases  of  receipt  of  OASI  benefits 
prior  to  age  67  should  be  introduced  in  the  year  2000.  A  5-year  notice  of  man- 
dating later  entitlement  ages  should  be  given  because  most  people  plan  five  years 
ahead  of  their  actual  retirement.  Also,  employers  base  their  pension  plans  on  the 
assumption  that  the  age  for  eligibility  for  the  full  social  security  benefit  is  65 
years.  These  contractual  arrangements  are  difficult  to  change  without  adequate 
notice  and  suggested  changes  in  OASI  benefits  could  be  costly  to  employers. 
During  the  5-year  grace  period,  voluntary  schemes  of  year-end  cash  bonuses  and 
doubling  the  current  3  percent  increase  in  the  OASI  benefit  for  each  year  that 
individuals  65  years  or  more  do  not  draw  an  OASI  benefit  should  be  explored. 

I  differ  from  most  economists  in  proposing  for  entitlement  the  ages  64  and 
67  rather  than  the  ages  65  and  68.  In  1939-41,  the  life  expectancy  of  men  at 
age  65  was  12.1  additional  years  while  in  1978  it  was  14  years,  a  gain  of  about 
two  years.  This  trend  is  continuing.  At  age  65  the  white  male  has,  on  the 
average,  13.9  more  years  of  life  and  the  black  male  has  14.0  additional  years. 
Women,  both  black  and  white,  have  about  18  more  years  of  life.  The  average 
gain  in  life  expectancy  for  all  persons  at  age  65  is  3.5  years.  However,  I 
believe  that  politically  65  and  68  years  will  be  very  hard  to  sell  to 
nonprofessional  workers.  The  idea  is  not  new  (Lt  was  recommended  by  the  1975 
Advisory  Council,  of  which  I  was  a  member)  and  has  been  pushed  primarily  by 
intellectuals,  many  of  whom  entered  the  labor  force  six  or  more  years  later  than 

*  (continued) 

(November  17,  1980)  for  expansion  of  this  and  several  other  of  my 
reco  m  m  enda  tions. 
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remaining  50  years  of  the  75-year  period,  the  rate  is  held 
constant.     My  long  run  r  ecommendations  follow. 

1.  The  already  discussed  coverage  of  all  federal  government 
workers  should  be  gradually  extended  so  that  all  workers  are  cov- 
ered .  * 

2.  I  recommend  that  the  entitlement  age  for  a  full  benefit 
should  be  gradually  increased  to  67  years  by  year  2000,  and  for  an 
actuarially  reduced  benefit  to  64  years  by  year  1990.  If  life  ex- 
pectancy at  age  65  continues  to  increase  substantially,  a  monetary 
penalty  in  cases  of  receipt  of  OASI  benefits  prior  to  age  67 
should  be  introduced  in  the  year  2000  .  A  5-year  notice  of  man- 
dating later  entitlement  ages  should  be  given  because  most  people 
plan  five  years  ahead  of  their  actual  retirement.  Also,  employers 
base  their  pension  plans  on  the  assumption  that  the  age  for  eligi- 
bility for  the  full  social  security  benefit  is  65  years.  These; 
private  contractual  arrangements  are  difficult  to  change  without 
adequate  notice  and  suggested  changes  in  OASI  benefits  could  bel 
costly  to  employers.  During  the  5-year  grace  period,  voluntary 
schemes  of  year-end  cash  bonuses  and  doubling  the  current  3  per- 
cent increase  in  the  OASI  benefit  for  each  year  that  individuals 
65  years  or  more  do  not  draw  an  OASI  benefit  should  be  explored. 

I  differ  from  most  economists  in  proposing  for  entitlement 
the  ages    64  and    67   rather   than   the   ages    65    and    68.      In  1939-41, 

*I  refer  you  to  my  appended  article,  "Financing  Social  Secur- 
ity: Short-Term  and  Long-Term  Proposals,"  that  appeared  in  tin 
National  Journal  Issues  Book  (November  17,  1S30)  for  expansion  o; 
this  and  several  other  of  my  recommendations. 
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phase-out  of  the  retired  spouse's  secondary  benefit,  now  one-half  of  the  primary; 
over  a  50-year  period  a  phase-out  of  the  surviving  spouse's  secondary  benefit,  now 
100  percent  of  the  primary,  and  additionally  for  each  of  the  first  two  children 
born  to  a  woman  there  be  given  two  "or  three  years  of  earnings  credit  towards  a 
social  security  benefit.  This  is  a  total  package  that  speaks  to  the  increasing 
burden  of  the  welfare-type,  benefit  payments  while  at  the  same  time  there  is  a 
growing,  general  revenues  supported,  welfare  system,  Supplemental  Security  Income 
(SSI).  My  plan  also  recognizes  the  major  socioeconomic  changes  of  the  last 

30  years:  the  revolutionary  increase  in  the  number  of  women  in  the  paid  labor 
force,  the  decline  in  the  marriage  rate,  and  the  increase  in  the  divorce  rate. 
My  proposal  also  speaks  to  the  contention  of  the  one-worker  family  that  a  non- 
working  spouse  should  have  social  security  credits  for  nonpaid  household  and 
diid-rearing  tasks,  as  well  as  for  child-bearing.  Credits  for  nonpaid  household 
tasks,  as  is  customarily  requested,  is  not  feasible  because  in  two-worker  families, 
and  they  are  the  majority  of  families  today,  the  same  household  and  child-rearing 
functions  are  performed  as  in  one  worker  families.  Working  men  and  women  shop 
for  food,  cook,  do  household  chores,  mow  lawns,  and  shovel  snow.  My  proposal 
speaks  to  the  unique  contribution  to  society  that  a  women  makes— bearing 
children.    Briefly,  my  supporting  arguments  for  the  plan  as  a  whole  iollow. 

In  1979,  69  percent  of  women  ages  20-24  years  were  in  the  labor  force; 
ages  25-45,  64  percent;  ages  45-54  ,  58  percent;  and  ages  55-64,  49  percent-  (En 
1950,  the  comparable  percentages  were  46  percent,  34-39  percent,  38  percent,  and 
27  percent.)  I  estimate  that  about  62  percent  of  women  20-64  years  are  in  the 
labor  force.  For  aU  women  16  years  and 'over  (which  includes  years  normally 
spent  in  -  school  and  in  retirement),  the  increase  in  the  labor  force  participation 
rose    from    34    percent   in    1950    to    51    percent   in    1979,    or    an   increase  of 
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of  males  over  64  years  are  working.  "Health"  dees  not  explain  why 
people  retire  early. 

Estimates  of  the  long  run  savings  from  postponing  entitlement 
to  ages  64  and  67  depend  on  how  the  delay  is  accomplished.  No 
matter  how  it  is  done,  some  person  will  receive  a  benefit  for  at 
least  one  month  which  is  denied  to  another  person  because  he  or 
she  was  born  one  day  later.  Thus,  a  month- by- month  phase- in  is 
most  commonly  suggested  in  order  to  minimize  inequities.  Also  of 
great  importance  in  estimates  of  savings  are  the  assumptions  made 
about  the  future  economic  trends.  Increasing  the  entitlement  ages 
to  64  and  67  on  a  month- by- month  basis  would  reduce  the  antici- 
pated long  run  deficit  by  approximately  1  percent  of  payroll. 

3.  I  again  recommend  what  I  proposed  in  my  dissent  to  the 
1975  Advisory  Council's  Report  (in  a  later  book,  articles,  and 
testimony  before  the  Senate  Finance  Committee,  June  1S77)  that; 
over  a  30-year  period  there  be  a  phase-out  of  the  retired  spouse's 
secondary  benefit,  now  one-half  of  the  primary;  over  a  50 -year 
period  a  phase-out  of  the  surviving  spouse's  secondary  benefit, 
now  100  percent  of  the  primary,  and  additionally  for  each  of  the 
first  two  children  born  to  a  woman  there  be  given  two  or  three 
years  of  earnings  credit  towards  a  social  security  benefit.  This 
is  a  total  package  that  speaks  to  the  increasing  burden  of  the 
welfare- type  ,  benefit  payments  while  at  the  same-  time  there  is  a 
growing,  general  revenues  supported,  welfare  system,  Supplemental! 
Security  Income    (SSI)  .      My  plan  also  recognizes   the  major  socio-) 
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one  primary  benefit  are  being  paid.  These  data  suggest  the.  increasing  admin- 
istrative problems  of  continuing  to  use  a  family's  earning  record  rather  than  an 
individual's  earning  record  as  the  base  of  the  social  security  system. 

Some  of  the  benefits  in  the  "social  security  system  are  already  on  an 
individual  rather  than  a  family  basis.  For  example,  in  a  two-worker  family,  each 
person  is  treated  individually  in  respect  to  permanent  disability  benefits,  surviving 
cfrO.drens'  benefits,  and  in  the  use  of  the  individual's  age  to  determine 
entitlement  to  retirement  benefits.     My  proposal  would  complete  that  process. 

The  proposal  would  also  remove  the  incentive  for  divorced  people  under  age 
60  to  live  together  without  marriage.  Persons  under  60  years  who  receive 
benefits  have  dependent  children.  IE  they  remarry,  they  lose  their  secondary 
benefit  based  on  the  previous  spouse's  primary.  Seventy  percent  of  divorced 
women  with  children  6  years  old  and  over  and  77  percent  of  those  without 
children  also  work  and  will  qualify  for  a  primary  benefit.  Many  others  have 
remarried. 

Because  women  are  paid  far  less  than  men,  some  women  would  receive 
under  this  proposal  a  lower  primary  benefit  than  a  widow's  secondary  benefit. 
However,  this  is  increasingly  less  true  for.  the  retired,  wife's  secondary  benefit 
because  it  is  one-half  of  the  husband's  primary.  For  this  reason,  it  is  proposed 
to  have  a  much  longer  phase-out  of  a  secondary  survivor's  benefit  than  of  the 
retired  benefit.  A  woman's  primary  benefit  is  often  lower  than  a  man's  because 
women  work  in  low-paid  occupations  and  leave  the  labor  force  to  bear  children. 
The  correction  for  women's  lo.w  earnings  does  not  lie  within  the  social  security 
system  but  in  opening  up  the  more  highly  paid  occupations  now  dominated  by 
men  and  increasing  wages  in  those  occupations  dominated  by  women.  Earnings 
credits  for  bearing  children  will  greatly  decrease  the  effect  that  bearing  children 
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result  of  our  double-digit  inflation  and  high  interest  rates. 

These  data  are  at  a  single  point  in  time.  If  all  paid  work- 
ers were  covered  over  a  lifetime,  90  percent  of  all  women  would 
have  worked  at  least  the  required  40  quarters,  or  the  ten  years 
that  gives  entitlement  to  a  primary  benefit.  Increasingly,  women 
are  continuing  to  work  after  the  birth  of  their  first  child  and 
they  are  bearing  fewer  children  than  in  the  1340s.  By  2000-2010, 
women  without  10  years  of  paid  work  will  be  primarily  those  who 
have  been  disabled  (for  whom  there  is  a  social  security,  permanent 
disability  benefit),  the  very  v/ealthy,  and  a  few  women  who  have 
relatively  large  families. 

In  1975,  the  number  of  women  who  were  dually  entitled  to 
their  own  primary  as  well  as  the  secondary  based  on  their  hus- 
band's primary  had  reached  6.5  million.  By  1978,  41  percent  of 
women  receiving  benefits  were  receiving  them  only  on  the  basis  of 
their  own  earnings.  This  has  been  a  continuously  increasing  per- 
centage . 

The  Supreme  Court  rulings  in  1975  and  following  have  made  en- 
titlement to  a  secondary,  spouse's  benefit  the  same  regardless  of 
sex,  and  this  has  merely  transformed  what  was  formerly  a  sex  dif- 
ferential into  a  one-worker  and  two-worker  family  differential. 
"Under  present  lav/,  the  one-earner,  age-65  couple  would  receive 
about  17  percent  more  in  benefits  than  would  a  couple  with  the 
same  total  earnings  but  earned  equally  by  the  wife  and  husband." 

The  1977  Amendments  have  reduced  from  20  to  10  years  the  num- 
ber of   years  of   marriage  required   for   entitlement  to  a  secondary 
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$2000  annually,  that  their  social  security  benefits  may  not  be  paid.  Today,  11 
percent  of  the  population  are  65  years  or  older;  by  2025,  nearly  20  percent  of 
the  population  .  will  be  65  years  or  older.  A  21-year-old  worker  today  will  be  65 
years  old  in  2025. 

Psychologically  it  makes  sense  to  build  up  the  "trust"  fund  beyond  a 
deflated  cushion  equal  to  only  three  months  of  benefits  so  that  those  who  are 
working  will  have  continuing  faith  in  the  financial  integrity  of  the  program. 
Price-indexing  with  congressional  adjustments  as  finances  permit  would  somewhat 
reduce  the  role  of  social  security  benefits  in  provision  for  retirement,  reduce  the 
disincentive  to  save,  and  permit  more  room  for  private  initiatives  to  evolve 
corporate,  union,  and  individual  tax-sheltered  plans. 

The  existing  wage-indexing  formula  means  that  social  security  expenditures 
as  a  percent  of  GNP  will  increase  faster  than  if  the  major  growth  were  only  a 
result  of  the  increasing  numbers  of  aged  and  the  increasing  price  leveL  Can  the 
country  afford  this?  Do  people  really  want  to  pay  the  taxes  to  support  this 
expansion  and  thus  decrease  their  disposable  income  over  which  they  have  the 
control  of  how  it  should  be  spent?  I  note  for  the  record  that  the  wage-indexing 
formula  now  used  dates  back  only  to  1972.  It  is  not  sacrosanct.  The  1980s 
may  need  a  new  formula  that  better  fits  our  economic  and  demographic  times. 
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the  husband's  primary.  For  this  reason,  it  is  proposed  to  have  a 
much  longer  phase-out  of  a  secondary,  survivor's  benefit  than  of 
the  retired  benefit.  A  woman's  primary  benefit  is  often  lower 
than  a  man's  because  women  work  in  lev.'- paid  occupations  and  leave 
the  labor  force  to  bear  children.  The  correction  for  women's  low 
earnings  does  not  lie  within  the  social  security  system  but  in 
opening  up  the  more  highly  paid  occupations  now  dominated  by  men 
and  increasing  wages  in  those  occupations  dominated  by  women. 
Earnings  credits  for  bearing  children  will  greatly  decrease  the 
effect  that  bearing  children  may  indirectly  have  on  the  size  of 
women's  primary  benefits. 

My  proposal  was  estimated  by  DHEV7  to  save  1.21  percent  of 
long  run  payroll.  They  made  no  estimate  of  the  cost  of  allowing 
earnings  credits  for  bearing  children.  The  1980  Disability 
Amendments,  however,  set  a  precedent  for  this  approach.  An  inde- 
pendent estimate  of  my  package  proposal  found  only  a  net  0.5  per- 
cent savings.  This,  in  view  of  the  increasing  life  expectancy  of 
women,  seems  too  lev;.  All  of  the  other  proposals  to  solve  the 
inequity  between  one-v.orker  and  two-worker  families  would  i  nc  rease 
costs  from  0.35  percent  to  1.97  percent  of  payroll  over  the  long 
r  un  . 

My  three  recommendations  would  in  the  long  run,  over  the 
75-year  period,  save  approximately  2  percent  of  payroll. 

Because  it  is  impossible  to  predict  wi th  any  preciseness  ei- 
ther the  growth  in  real  national  income  or  the  state  of  the  OASI 
trust   fund   for   many  years  ahead,    I  suggest  that  consideration  be 
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also  given  to  the  use  of  price- indexing  rather  than  wage- indexing 
to  compute  the  initial  primary  benefit.  Pri ce- indexi ng  would  con- 
tinue to  protect  the  initial  benefit  against  inflation  but  it 
would  not  allow  the  initial  benefit  to  keep  up  with  increases  in 
productivity  and  real  income.  Although  such  increases  have  not 
occurred  during  the  last  few  years,  I  anticipate  long  run  growth 
in  the  United  States.  If  substantial  increases  do  occur,  then 
Congress  coulc  vote  a  special  "catch-up"  provision  to  permit 
social  security  beneficiaries  to  share  in  the  real  income  growth 
to  the  extent  that  the  long  run  financial  status  of  the  trust  fund 
permits.  Offsets  done  on  an  ad  hoc  basis  could  be  handled 
consistent  with  maintaining  sufficient  reserves   in  the'  OASI  trust 

If  this  approach  were  used  it  would  reduce  the  fear  of 
younger  working  people,  who  are  after  Hi  paying  sizeable  FI CA 
taxes,  some  individuals  nearly  $2000  annually,  the  fear  that  their 
social  security  benefits  may  net  be  paid.  Today,  11  percent  of 
the  population  are  65  years  or  older;  by  20  25,  nearly  20  percent 
of  the  population  will  be  65  years  or  older.  A  21-year-old  worker 
today  will  be  65  years  old  in  20  25. 

Psychologically  it  makes  sense  to  build  up  the  "trust"  fund 
beyond  a  deflated  cushion  equal  to  only  three  months  of  benefits 
so  that  those  who  are  working  will  have  continuing  faith  in  the 
financial  integrity  of  the  program.  Price- indexi ng  with  congres- 
sional adjustments  as  finances  permit  would  somewhat  reduce  the 
role    of    social    security    benefits    in   provision    for  retirement. 


190 


17 


reduce  the  disincentive  to  save,  and  permit  more  room  for  private 
initiatives  to  evolve  corporate,  union,  and  individual  tax-shel- 
tered plans. 

The  existing  wage- indexi ng  formula  means  that  social  security 
expenditures  as  a  percent  of  GNP  will  increase  faster  than  if  the 
major  growth  were  only  a  result  of  the  increasing  numbers  of  aged 
and  the  increasing  price  level.  Can  the  country  afford  this?  Do 
people  really  want  to  pay  the  taxes  to  support  this  expansion  and 
thus  decrease  their  disposable  income  over  which  they  have  the 
control  of  how  it  should  be  spent?  I  note  for  the  record  that  the 
w age- indexing  formula  nov;  used  dates  back  only  to  1972  .  It  is  not 
sacrosanct.  The  lS30s  may  need  a  new  formula  that  better  fits  our 
economic  and  demographic  times. 
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Financing  Social  Security: 

Short-Term  and  Long-Term  Proposals 

By  Rita  Ricardo-Campbell 


This  is  the  tenth  in  a  series  of  papers  National 
Journal  will  publish  under  the  sponsorship  of  Xerox 
Corporation  on  issues  related  to  pension  policy. 
This  paper,  along  with  others,  will  provide  the  foun- 
dation for  discussions  at  National  Journal's  con- 
ference, "Retirement  Income:  Who  Gets  How  Much 
And  Who  Pays?"  to  be  held  in  Washington,  D.C., 
November  17  and  18,  1980. 


The  social  security  system  has  substantial  short- 
run  and  long-run  financial  imbalances.  The  situation 
is  most  severe  in  respect  to  the  Old  Age  and  Survivor's 
Insurance  (OASI)  trust  fund.  The  Disability  and  Hos- 
pitalization, Part  A,  medicare  trust  funds  also  have 
problems. 

Most  attention  by  analysts,  and  even  by  the  Qua- 
drennial Advisory  Councils  on  social  security,  is  directed 
towards  the  financial  integrity  of  the  OASI  benefits. 
There  are  many  alternative  combinations  of  how  to 
ensure  that  funds  are  available  to  pay  out  entitled 
benefits  in  the  short  run  and  also  how  to  ensure 
continuation  of  payments  over  the  long  run. 

In  1978,  the  OASI  trust  fund  paid  out  $5  billion 
more  than  it  received  and  in  1979,  $2.8  billion  more 
than  it  received.  Neither  the  Disability  or  Hospitalization 
trust  funds  were  in  deficit  during  these  two  years 
but  had  small  imbalances.  As  of  December  31,  1979, 
the  OASI  trust  fund  assets  were  $24.7  billion;  Disability's, 
$5.6  billion,  and  Hospitalization's,  $13.2  billion.  These 
balances  were  not  reassuring  and,  in  fact,  under  the 
most  optimistic  actuarial,  in-house,  June  1980  assump- 
tions about  future  prices  and  unemployment,  OASI  was 
expected  to  be  unable  to  pay  benefits  during  future 
years  as  early  as  1982,  and  under  intermediate  and 
pessimistic  assumptions,  OASI  would  run  out  of  money 
in  1981. 

If  the  Disability  and  OASI  trust  funds  were  combined, 
benefit  defaults  under  the  intermediate  assumptions 
would  occur  in  1983,  and  under  the  pessimistic  as- 
sumptions, in  1982.  If  all  three  trust  funds  were  combined, 
only  under  the  pessimistic  assumptions  about  future 
price  increases  and  unemployment  were  the  trust  funds 
anticipated  to  default,  in  1983.  As  a  result,  amendments 


were  passed  by  Congress  and  signed  into  law  by 
President  Carter  on  October  9,  1980  (HR  7670).  The 
amendments  reallocated  part  of  the  tax  rate  and  con- 
sequent yield  for  1980  and  1981  from  the  Disability 
trust  fund  to  the  OASI  trust  fund.  However,  the  new 
allocations  merely  postpone  the  fundamental  problems. 
The  Office  of  Management  and  Budget's  recent  mid- 
session  review  estimated  that  the  OASI  trust  fund 
will  be  in  deficit  again  in  1983. 

Neither  the  1977  amendments  that  raised  both  the 
rates  and  the  base,  the  1980  Disability  amendments, 
or  even  the  most  recent  Congressional  action  referred 
to  above  solve  the  short-run  financing  problem.  One 
promising  avenue  that  would  help  to  solve  the  short- 
run  problems  would  be  universal  coverage  of  all  workers. 

A  276-page  Report  to  Congress  by  the  Universal 
Social  Security  Coverage  Group  (March  1980)  "at- 
tempted to  quantify  the  issues  and  to  provide  detailed 
empirical  analyses  of  the  principal  alternatives."  Among 
the  alternatives  studied  were  inclusion  of  (1)  all  federal 
workers,  (2)  current  federal  workers  under  45  years 
and  all  new  federal  employees,  and  (3)  only  all  new 
federal  employees. 

To  clarify  the  intention  of  this  and  all  subsequent 
proposals,  it  must  be  clearly  understood  that  social 
security  benefits  and  Civil  Service  Retirement  System 
benefits  (CSRS)  now  being  received  would  not  be 
reduced  under  any  of  the  proposals. 

Mandatory  coverage  of  all  federal  employees,  ef- 
fective January  1985,  would  yield  $1 1.5  billion  additional 
dollars  in  that  year,  $13.1  billion  in  1986,  $14.9  billion 
in  1987,  and  $16.9  billion  in  1988.  These  amounts 
do  not  fully  wipe  out  the  anticipated  short-run  deficits 
but  they  do  help.  Persons  in  the  armed  forces  are 
already  covered  by  social  security.  Universal  coverage 
that  would  also  include  state  and  local  employees 
and  the  relatively  few  noncovered  employees  of  nonprofit 
organizations  would  yield  additional,  smaller  amounts. 
However,  there  are  legal  and  constitutional,  problems 
in  implementing  mandatory  coverage  for  state  and  local 
employees,  and  possibly  for  employees  of  nonprofit 
religious  organizations. 

The  Universal  Coverage  Group  report  would  merge, 
not  eliminate,  future  benefits  of  the  CSRS.  In  other 
words,  federal  employees  would  be  treated  similarly 
to  most  persons  in  private  employment  who  have  cov- 
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erage  under  companies'  pension  plans,  whose  benefits 
are  usually  in  direct  proportion  to  earnings,  as  exists 
under  CSRS.  There  are  various  methods  of  merging 
CSRS  and  social  security,  and  some  phase-in  of  offsets 
would  be  expected. 

The  reasons  for  mandating  federal  employee  cov- 
erage, possibly  on  a  gradual  basis,  are  not  only  financial 
but  involve  the  underlying  concepts  of  social  security 
that  there  should  be  a  balance  between  individual 
equity  and  social  adequacy  in  society's  provision  for 
its  aged.  Under  current  arrangements,  90  per  cent 
of  workers  in  nongovernment  employment  pay  taxes 
that  support  the  welfare-type  payments  in  the  social 
security  benefit  structure,  including  the  higher  weights 
to  those  persons  with  low  average  earnings  over  a 
lifetime,  while  the  majority  of  well-paid  government  em- 
ployees receive  a  windfall  benefit  on  covered  earnings 
from  secondary  jobs.  In  mid- 1979,  74  per  cent  of 
men  who  were  receiving  a  CSRS  retirement  benefit 
were  also  receiving  a  social  security  benefit  or  would 
receive  one  when  they  reached  age  62.  Moreover, 
the  number  of  such  dually-entitled  men  is  expected 
to  increase. 

On  the  other  hand,  women  federal  employees  as 
a  group  would  benefit  from  social  security  coverage 
because  under  CSRS  the  benefits  are  directly  pro- 
portional to  the  earnings,  but  under  social  security 
there  are  heavy  weights  used  in  computing  retirement 
benefits  that  favor  low-earning  workers.  In  April  1978, 
28  per  cent  of  federal  women  employees  had  annual 
earnings  below  $10,000  while  only  7  per  cent  of  men 
employees  were  in  these  low  income  brackets. 

Additionally,  minority  employees,  especially  blacks, 
Spanish  surnamed,  and  American  Indian,  would  also 
benefit.  The  median  civil  service  grade  of  federally 
employed  black  men  in  May  1975  was  Grade  6,  while 
for  all  other  men  the  grade  was  13.  According  to 
the  Appendix  of  the  United  States  Budget,  1975,  salaries 
for  Grade  6  were  $8,977-$  1 1,668  and  for  Grade  13, 
$25,677-$26,878.  In  other  words,  in  1975  the  average 
nonminority  male  earned  more  than  twice  that  of  the 
black  male  in  federal  employment  and  it  is  unlikely 
that  the  improvement  in  relative  salaries  of  blacks 
since  1975  has  eliminated  the  gains  that  black  federal 
employees  would  have  from  being  covered  under  social 
security. 

It  is  not  desirable  to  mandate  coverage  only  of 
new  federal  employees  because  there  would  be,  for 
a  long  period  of  time,  an  intolerable  situation  of  having 
individuals  working  side-by-side  with  different  benefit 
coverages.  A  compromise  position  is  the  Universal 
Coverage  Study  Group's  suggestion  of  covering  all 
current  federal  employees  under  45  years  of  age  and 
all  new  federal  employees. 

Although  equity  and  the  short-run  financing  problem 
would  be  thus  improved,  the  latter  is  not  solved  even 
by  covering  all  federal  employees.  If  the  Disability 
trust  fund  monies  were  merged  with  the  OASI  trust 
fund  monies,  deficits  would  still  occur.  Although  the 
Hospitalization  fund  is  generally  judged  to  be  in  better 
financial  shape  than  the  other  trust  funds,  the  continual 
rise  in  hospital  costs  that  are  reimbursed  by  medicare 
is  not  reassuring  for  the  long-run. 

The  more  likely  effective,  short-run  cost  containment 


measures  are  to  control  the  rate  of  general  inflation 
by  cutting  the  money  supply  and  also  to  use  fiscal 
policy  to  reduce  unemployment.  Part  of  the  short-run 
imbalance  has  resulted  from  the  double-digit  rise  in 
cost-of-living  and  thus  in  already  awarded  benefits  in 
1 980 — by  over  1 4  per  cent — and  the  concomitant  shrink- 
ing of  the  anticipated  payroll  tax  base.  Fundamental 
economic  improvements  are  needed. 

Additionally,  already  awarded  benefits  could  be  in- 
creased either  by  the  lower  of  the  rise  in  the  CPI 
or  in  average  wages  in  covered  employment.  The  latter 
would  act  as  an  upper  bound  during  those  historically 
rare  periods  when  real  wages  do  not  increase. 

It  appears  inequitable  to  tax  young  workers  at  higher 
rates  when  their  real  wages  are  falling  in  order  to 
protect  the  real  incomes  of  an  increasing  sector  of 
society  even  against  prices  rising  because  of  supply 
shocks  over  which  there  is  no  control.  Many  of  the 
working  young  are  without  the  assets  of  homes,  owned 
with  little  or  no  mortgage,  and  household  capital  goods 
that  the  aged  already  possess. 


"Under  current  arrangements,  90  per 
cent  of  workers  in  nongovernment 
employment  pay  taxes  that  support 
welfare-type  payments  in  the  social  security 
benefit  structure  ..." 


A  long-run  reform  that  has  been  ably  argued  elsewhere 
is  to  price-index  rather  than  wage-index  an  individual's 
history  of  covered  earnings,  as  is  presently  done,  to 
derive  the  initial  primary  benefit.  It  would  improve  the 
long-run  financial  position  of  the  OASI  fund  substantially. 

In  fiscal  year  1976,  the  CBO  found  that  17  per 
cent  of  those  under  65  years  and  58  per  cent  of 
those  65  years  and  older  were  classified  as  having 
incomes  below  the  poverty  level;  after  taxes  and  trans- 
fers the  percentages  were  7.6  per  cent  and  4.1  per 
cent,  respectively.  It  is  true  that  social  security  is 
primarily  what  reverses  the  percentages.  However,  since 
1976  social  security  taxes  have  risen  substantially 
and  younger  people  observe  the  results  of  the  transfers. 
In  1978,  the  median  money  income  of  families  headed 
by  persons  up  to  24  years  of  age  was  $11,936;  for 
families  headed  by  persons  65  years  and  older,  $10,141. 
These  incomes  are  before  taxes  and  persons  65  years 
and  over  have  a  double  deduction. 

Of  great  concern  are  the  anticipated  long-run  im- 
balances that  will  begin  shortly  after  the  year  2000, 
when  the  "baby  boom"  individuals  of  the  1940s  and 
early  1950s  will  begin  retiring  and  concomitantly,  the 
children  of  the  low  birthrate  period  of  the  1970s  and 
1980  are  entering  the  labor  market. 

During  the  period  2000-2010,  the  current  ratio  of 
3.25  workers  for  each  OASI  beneficiary  will  change 
to  two  workers  for  each  retired  individual.  The  problem 
of  financial  imbalance  becomes  especially  acute  if  in- 
flation and  unemployment  continue  to  rise. 

An  additional  factor  in  bringing  about  the  increasingly 
unfavorable  ratio  of  workers  to  retirees  is  the  increasing 
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life  expectancy  for  persons  65  years  and  older.  In 
1939-41,  the  life  expectancy  of  men  at  age  65  was 
12.1  additional  years  while  in  1978  it  was  14  years, 
representing  a  gain  of  about  two  years  for  males. 
This  trend  is  continuing. 

Since  1950,  there  has  been  an  increase  of  2.4  years 
in  the  U.S.  average  of  men  and  women's  life  expectancies 
at  age  65,  resulting  in  an  overall  lifetime  expectancy 
of  81.3  years.  Men  age  65  in  1978  could  expect  to 
reach  79  years  and  women  could  expect  to  reach  83.4 
years.  If  men  retire  at  age  68  they  would  still  have 
on  the  average  over  10  years  of  retirement  and  women 
over  15  years.  Additionally,  the  level  of  health  of  older 
persons  is  improving  so  that  more  persons  are  able 
to  work  beyond  age  64.  While  blacks  do  not  have 
as  great  a  life  expectancy  as  whites  at  birth,  this  dis- 
crepancy disappears  by  age  65. 

Many  informed  people  argue  that  the  entitlement 
age  for  a  full  benefit  should  be  gradually  increased 
to  68  years  and  for  an  actuarially  reduced  benefit 
to  65  years.  Details  on  how  best  to  phase-in  these 
later  ages  without  creating  undue  inequities  have  not 
been  worked  out.  No  matter  how  it  is  done,  some 
person  will  receive  a  benefit  at  age  62  or  65  which 
is  denied  to  another  person  because  he  or  she  was 
born  one  day  later.  Consequently,  a  month-by-month 
phase-in  has  been  suggested.  Any  such  phase-in  should 
have  at  least  a  five-year  notice  of  a  change-over, 
as  was  done  by  the  legislation  that  requires  a  primary 
government  pension  to  be  offset  against  any  secondary 
social  security  benefit.  This  is  necessary  because  per- 
sons by  age  60  generally  are  planning  their  future 
retirement.  It  may  be  that  such  a  gradual  phase-in 
will  not  be  completed  by  2000,  but  by  2010. 

The  entitlement  age  for  the  actuarially  reduced  benefit 
at  age  62  could  be  increased  faster  than  for  the 
full  benefit.  This  would  possibly  reverse  the  trend  towards 
early  retirement.  In  1948,  50  per  cent  of  men  over 
age  65  were  working;  in  1980,  20  per  cent. 

The  stage  has  already  been  set  by  the  federal 
government  for  a  later  normal  retirement  age  because 
Congress  passed  legislation  so  that  employers  can 
no  longer  require  persons  to  retire  at  age  65  merely 
because  they  are  65  years  old.  The  legislation  requires 
that  mandated  retirement  in  private  business  be  not 
earlier  than  70  years. 

Clearly  the  current  provision  for  a  3  per  cent  increase 
per  year  in  the  primary  benefit  for  each  year  that 
a  person  continues  to  work  after  age  65  and  does 
not  draw  a  benefit  has  not  induced  people  to  continue 
working.  Private  pension  plans  usually  give  a  10  per 
cent  increase  if  premiums  are  paid.  This  is  not  suggested 
here  but  rather,  that  the  actuarial  reduction  be  increased 
to  reflect  that  social  security  benefits  are  not  subject 
to  income  tax. 

I  am  not  an  actuary  and  do  not  know  whether  mandating 
65  and  68  years  for  entitlement  would  eliminate  most 
of  the  long-run  deficit  of  the  OASI  trust  fund.  Some 
individuals,  who  also  are  not  actuaries,  do  make  that 
claim.  However,  I  am  well  aware  that  politically  this 
will  be  very  hard  to  sell  to  nonprofessional  workers. 
The  idea  is  not  new  (it  was  recommended  by  the 
1975  Advisory  Council  of  which  I  was  a  member) 
and  has  been  pushed  primarily  by  intellectuals,  many 


of  whom  entered  the  labor  force  six  or  more  years 
later  than  those  persons  who  do  hard  physical  labor, 
work  on  assembly-line  jobs,  perform  routine  work,  and 
at  age  65  may  have  worked  47  years.  Union  contracts 
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provide  for  a  combination  of  entitlement  criteria.  Some 
union  contracts  permit  retirement  after  30  years  of 
work  and  when  age  55  is  reached.  The  political  viability 
of  65  and  68  years  as  mandated  entitlement  ages 
is,  in  my  opinion,  low,  despite  the  increased  life  ex- 
pectancy of  males  by  two  years.  Sixty-four  and  67 
years  would  be  more  viable  with  retention  of  62  and 
65  years  for  persons  who  have  worked  45  years 
in  covered  employment.  The  arguments  are  spelled 
out  in  more  detail  in  my  1977  book.  Social  Security: 
Promise  and  Reality. 

I  do  not  know  which  proposals  in  whole  or  in  part 
might  be  adopted  by  Congress  from  the  several  already 
briefly  described.  After  debate  and  compromises.  Con- 
gressional action  is  likely  to  be  a  composite  of  parts 
of  many  proposals  and  therefore  I  set  forth  briefly 
what  HEW  referred  to  as  the  "Campbell  Plan,"  which 
I  proposed  before  the  Senate  Finance's  Subcommittee 
on  Social  Security.  This  plan  recognizes  demographic 
changes  of  a  different  kind.  In  1979,  69  per  cent 
of  women  ages  20-24  years  were  in  the  labor  force; 
ages  25-45,  64  per  cent;  ages  45-54,  58  per  cent; 
and  55-64,  42  per  cent.  In  1950,  the  comparable  per- 
centages were  46  per  cent,  34-39  per  cent,  38  per 
cent,  and  27  per  cent.  For  all  women  16  years  and 
over,  the  increase  in  labor  force  participation  rose 
from  34  per  cent  in  1950  to  51  per  cent  in  1979, 
or  an  increase  of  two-thirds.  In  1950,  12  per  cent 
of  women  with  children  under  six  years  were  in  the 
labor  force  and  in  1979,  43  per  cent  of  such  women. 
For  this  younger  group,  labor  force  participation  has 
more  than  tripled. 

These  data  are  at  a  point  in  time.  If  all  paid  workers 
were  covered  over  a  lifetime,  90  per  cent  of  all  women 
would  have  worked  at  least  the  required  40  quarters, 
or  10  the  years  that  gives  entitlement  to  a  primary 
benefit.  The  typical  work  pattern  of  women  today  is 
to  work  before  marriage  and  up  to  the  birth  of  their 
first  child,  and  to  return  to  work  when  the  last  child 
is  in  high  school.  Increasingly,  women  are  continuing 
to  work  after  the  birth  of  their  first  child  and  are 
bearing  fewer  children  than  in  the  1940s.  By  2000- 
2010,  women  without  10  years  of  paid  work  will  be 
primarily  those  who  have  been  disabled  (for  whom 
there  is  a  social  security  permanent  disability  benefit), 
the  very  wealthy,  and  a  few  women  who  have  relatively 
large  families. 

In  1975,  the  number  of  women  who  were  dually 
entitled  to  their  own  primary  as  well  as  the  secondary 
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based  on  their  husband's  primary  had  reached  6.5 
million.  Of  these,  1 1  per  cent  received  higher  benefits 
as  dependents  of  their  husbands — 533,000  as  wives 
and  898,000  as  widows.  By  1978,  41  per  cent  of 
women  receiving  benefits  were  receiving  them  only 
on  the  basis  of  their  own  earnings.  This  has  been 
a  continuously  increasing  percentage. 

The  Supreme  Court  rulings  in  1975  and  following 
have  made  entitlement  to  a  secondary  spouse's  benefit 
the  same  regardless  of  sex,  but  this  has  merely  trans- 
formed what  was  formerly  a  sex  differential  into  a 
one-worker  and  two-worker  family  differential.  "Under 
present  law,  the  one-earner,  age-65  couple  would  receive 
about  17  per  cent  more  in  benefits  than  would  a 
couple  with  the  same  total  earnings,  but  earned  equally 
by  the  wife  and  husband." 

I  proposed  in  my  dissent  to  the  1975  Advisory  Council's 
report,  (and  in  a  later  book,  articles,  and  testimony 
before  the  Senate  Finance  Committee),  a  phase-out 
over  a  30-year  period  of  the  retired  spouse's  secondary 
benefit  (now  one-half  of  the  primary)  and  over  a  50- 
year  period  a  phase-out  of  the  surviving  spouse's 
secondary  benefit  (now  100  per  cent  of  the  primary). 
My  proposal  is  not  intended  to  phase  out  benefits 
to  any  permanently  disabled  person,  whether  spouse 
or  earner.  A  policy  to  continue  Jo  pay  disability  benefits 
to  the  disabled  when  they  become  aged  could  be 
followed. 


"Many  young  people  today  are  probably 
paying  more  into  the  social  security  system 
than  they  would  like." 


My  proposal  was  estimated  by  HEW  to  save  1.21 
per  cent  of  long-run  payroll;  all  of  the  other  proposals 
to  solve  this  inequity  would  increase  costs  from  0.35 
per  cent  to  1.97  per  cent  of  payroll  over  the  long 
run.  My  proposal  also  included  in  my  1977  testimony 
two  or  three  years  of  earnings  credits  or  dropout 
years  for  each  of  the  first  two  children.  In  the  computation 
of  the  primary  benefit  for  women  who  bear  children, 
this  would  permit  recognition  of  their  unique  contribution 
to  society.  .  swre* 

It  is  true  that  women/are  paid  far  less  than  men 
and  under  this  proposal^women  would  receive  a  lower 
primary  benefit  than  a  secondary  survivor's  benefit. 
This  is  increasingly  less  true  for  the  retired  spouse 
benefit  because  it  is  one-half  of  the  primary.  For  this 
reason  it  is  proposed  to  have  a  much  longer  phase- 
out  of  a  survivor's  benefit.  Women's  primary  benefit 
is  generally  lower  than  men's  because  they  work  in 
low-paid  occupations  and  are  out  of  the  labor  force 
to  bear  children.  But  the  correction  for  women's  low 
earnings  does  not  lie  within  the  social  security  system, 
but  rather  in  opening  up  the  more  highly  paid  occupations 
now  dominated  by  men  and  increasing  wages  in  those 
occupations  dominated  by  women. 

Additionally,  some  women  never  marry  and  others 
marry  and  are  divorced.  Most  divorced  women — 70 
per  cent  of  those  with  children  six  years  old  and 


over,  and  77  per  cent  of  those  without  children — do 
work  and  will  thus  qualify  for  primary  benefits  upon 
retirement.  Further,  many  do  not  remain  single.  Since 
the  passage  of  the  1972  Amendments,  there  has  been 
no  dependency  requirement  for  divorced  wives;  the 
1977  amendments  reduced  the  number  of  years  of 
marriage  required  for  entitlement  to  a  secondary  benefit 
to  10  years.  Divorces  increased  from  one  to  every 
four  marriages  licensed  in  1950  to  one  divorce  for 
every  two  marriages  in  1976.  These  data  suggest 
-&)<S-  increasing  administrative  problems  of  continuing 
a  family's  earning  record  as  the  base  of  the  social 
security  system. 

To  place  the  system  on  an  individual's  earnings 
record  rather  than  a  family's  earnings  record  disturbs 
some  people.  However,  this  action  merely  reflects  that 
in  the  typical  family  of  1980  women,  43  per  cent 
of  whom  have  children  under  six  years  of  age,  are 
working  and  paying  social  security  taxes.  The  1980 
Disability  Amendments  permit  childcare  dropout  years 
for  persons  under  37  years  as  follows:  one  year  for 
each  year  in  which  there  is  a  child  under  age  three 
of  an  individual  or  spouse  in  whose  household  the 
child  lives  for  a  portion  of  the  year  and  where  the 
individual  did  not  engage  in  any  paid  employment. 
Such  child-care,  dropout  years  for  a  man  or  a  woman, 
however,  cannot  exceed  three  years.  Although  this 
is  not  an  ideal  provision,  it  does  set  a  precedent. 

A  child-bearing,  dropout  year  provision  speaks  directly 
to  the  one-worker  family  contention  that  a  ncnworking 
spouse  should  have  social  security  credits  for  nonpaid, 
household  and  child-rearing  tasks,  as  well  as  for  child- 
bearing.  In  two-worker  families,  and  they  are  the  majority 
of  families  today,  the  same  household  and  child-rearing 
functions  are  performed  as  in  one-worker  families.  Work- 
ing men  and  women  shop  for  food,  cook,  do  household 
chores,  mow  lawns,  and  shovel  snow. 

Some  of  the  benefits  in  the  social  security  system 
are  on  an  individual  rather  than  a  family  basis.  For 
example,  in  a  two-worker  family,  each  person  is  treated 
individually  in  respect  to  permanent  disability  benefits, 
surviving  children's  benefits,  and  in  the  use  of  the 
individual's  age  to  determine  entitlement  to  retirement 
benefits.  This  proposal  would  complete  that  process. 

My  proposal  would  also  remove  the  incentive  for 
divorced  people  under  age  60  to  live  together  without 
marriage.  Persons  under  60  years  who  receive  benefits 
have  dependent  children.  If  they  remarry,  they  lose 
their  secondary  benefit  based  on  the  previous  spouse's 
primary. 

In  ensuring  the  long-run  financial  integrity  of  the  social 
security  system,  Congress  will  pick  and  choose  among 
the  many  alternatives  discussed  previously,  and  probably 
more  that  I  have  discussed.  However,  it  should  be 
clear  that  one  can  ensure  the  long-run  financial  stability 
of  social  security  without  increasing  the  tax  rates  and 
the  earnings  base  further  than  has  been  done  by 
the  1977  Amendments  which  carry  through  1987.  Many 
young  people  today  are  probably  paying  more  into 
the  social  security  system  than  they  would  like.  Over 
one-half  of  the  people  are  paying  more  in  social  security 
taxes  than  in  personal  income  taxes.  The  tax  system 
as  presently  structured  could  create  divisiveness  be- 
tween the  young  and  the  old  within  our  society.  □ 
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Mr.  Pickle.  We  thank  you. 

Now  I  want  to  ask  Mr.  Myers  to  make  the  next  statement  or  any 
summary  statement  you  would  like  to  make,  Mr.  Myers. 

STATEMENT  OF  ROBERT  J.  MYERS,  FORMER  CHIEF  ACTUARY, 
SOCIAL  SECURITY  ADMINISTRATION 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

I  will  try  to  very  briefly  summarize  my  statement. 

As  to  the  short-range  financing  problem,  of  which  you  are  all 
well  aware — and  the  members  of  the  subcommittee  have  been 
aware  of  for  several  years — the  first  step  that  should  be  taken  is 
one  that  is  rather  universally  agreed  on;  namely,  to  permit  inter- 
fund  borrowing.  However,  even  that  will  likely  not  be  enough  to 
solve  the  problem. 

That  procedure  would  get  you  by  the  next  year,  maybe  even  2 
years;  but  certainly  until  economic  conditions  get  much  more  fa- 
vorable, there  is  still  a  future  problem. 

What  I  would  suggest  are  two  major  things: 

First,  the  automatic-adjustment  provisions  for  benefits  in  the 
course  of  payment  should  be  revised  so  that,  as  the  National  Com- 
mission recommended,  and  as  we  went  into  in  some  detail  yester- 
day, if  wages  are  rising  less  rapidly  than  prices,  there  would  be  a 
cap  on  the  increase.  Because  of  this,  the  cap  would  be  only  the 
wage  increase,  and  this  difference  would  later  be  '  "repaid"  when 
economic  conditions  reversed. 

It  has  been  pointed  out  that  what  the  National  Commission 
recommended  was  too  complicated,  involving  a  2-year  average.  This 
is  just  a  technical  detail.  It  could  be  done  on  a  simpler  basis  by  just 
comparing  the  last  year's  average  increase  in  wages  and  the  last 
year's  average  increase  in  prices  and  proceeding  from  there. 

The  other  thing  that  should  be  done  is  to  put  into  effect  a  higher 
tax  rate  or  a  higher  contribution  rate,  whichever  you  choose  to  call 
it,  beginning  in  1983.  In  other  words,  move  the  1985  scheduled 
increase  up  to  1983. 

Some  may  object  to  this,  having  higher  tax  rates  for  social  secu- 
rity, on  the  grounds  that  the  national  mood  currently  is  for  lower 
taxes  and  balanced  budgets.  However,  I  believe,  and  public  opinion 
polls  support  my  view,  that  the  people  of  this  Nation  strongly  favor 
!  maintaining  the  integrity  of  the  social  security  system,  even  if  this 
means  somewhat  higher  taxes. 

If  national  economic  policy  demands  lower  overall  taxes,  this  can 
readily  be  accomplished,  in  the  aggregate,  by  offsetting  social  secu- 
rity tax  increases  by  reductions  in  other  taxes. 

The  general  public  does  view  social  security  taxes  in  a  different 
light  than  other  taxes.  As  a  matter  of  balancing  the  budget,  it 
should  be  kept  in  mind  that  the  social  security  system  has  in  the 
aggregate  of  its  44  years  of  existence,  always  had  a  balanced 
budget. 

Another  thing  which  should  be  done  in  the  short  run  is  to 
prohibit  State  and  local  governments  and  nonprofit  organizations 
from  withdrawing  from  social  security.  This  should  be  done  after  a 
grace  period,  so  if  they  want  to  opt  out,  they  can  do  so.  However, 
after  that  there  would  not  always  be  this  sword  hanging  over  the 
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head  of  the  social  security  system,  of  large  numbers  of  people 
threatening  to  withdraw. 

One  thing  that  most  certainly  should  not  be  done  to  solve  the 
short-range  problem — or  the  long-range  problem,  for  that  matter — 
is  to  inject  general  revenues  into  the  system  in  any  form,  whether 
this  be  done  artificially  just  in  part  of  the  system,  like  in  the 
hospital  insurance  program,  or  not. 

The  fact  is  that  once  you  introduce  a  Government  subsidy,  you 
are  really  doing  it  for  the  entire  system.  The  arguments  that  the 
hospital  benefits  are  not  wage-related  can  carry  over  partially  to 
the  cash  benefits.  The  latter  are  not  entirely  wage-related,  so  once 
you  take  this  step,  you  are  going  down  the  dangerous  road  of 
having  general  revenues  in  the  entire  system. 

Now  why  is  this  a  danger?  There  are  several  reasons.  First,  there 
is  less  cost  control.  Many  people  would  be  fooled  into  thinking  that 
it  is  not  costing  anything,  that  the  money  from  general  revenues  is 
coming  down  from  the  heavens. 

Second,  very  importantly,  as  has  been  pointed  out  at  times,  there 
are  no  general  revenues  available.  Those  who  advocate  this  never 
fully  explain  where  all  of  the  money  is  coming  from. 

I  think  that  the  social  security  system  is  a  good  one.  I  think  that 
people  are  willing  to  pay  for  it,  and  they  should  see  what  they  are 
paying  for  and  do  so  directly  in  visible  payroll  taxes. 

Now  as  to  the  long  run,  the  solution  to  the  problem  again  is 
multiple;  there  are  several  solutions.  One,  probably  most  impor- 
tant, is  to  increase  gradually  the  minimum  retirement  age  for 
unreduced  benefits. 

I  support  strongly  what  the  National  Commission  recommends — 
going  up  to  68,  gradually  starting  about  20  years  from  now.  Then, 
age  68  is  not  at  all  high  as  compared  with  what  the  original  age  65 
was  when  the  system  began. 

The  real  reason  to  advance  the  age  is  because  people  are  living 
longer.  They  are  going  to  be  in  better  health,  and  they  are  going  to 
be  working  longer.  If  this  does  not  happen,  Congress  can  always 
repeal  such  an  increase  as  the  year  2000  approaches.  But  certainly 
this  is  essential  to  enact  now. 

The  other  thing  that  should  be  done  over  the  long  run  is  to  have 
universal  coverage,  or  as  nearly  as  possible.  It  may  well  be  that 
you  cannot  now  cover  people  who  are  under  existing  retirement 
systems.  But  certainly,  OASDI  coverage  should  apply  to  all  new 
entrants  and,  in  addition,  hospital  insurance  coverage  should  apply 
to  all  Government  employees,  including  the  present  ones.  HI  cover- 
age does  not  produce  the  difficulties  of  coordinating  retirement 
systems  that  does  exist  with  reference  to  OASDI. 

The  other  solution  to  the  long-run  problem  I  think  is  to  put 
somewhat  higher  tax  rates  in  the  law  in  long-distant  furture  years 
that,  according  to  the  best  actuarial  estimates,  will  show  the 
system  in  reasonable  balance. 

These  higher  tax  rates  some  20  or  30  years  from  now  are  some- 
thing that,  if  eased  into  the  economy,  can  be  borne,  and  people  will 
be  willing  to  pay  them. 

There  are  two  things  that  I  would  not  do  to  solve  the  long-range 
problem.  One  would  be  to  adopt  the  proposal  to  price  index  the 
initial  computation  of  benefits,  which  means  really  to  reduce  them 
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relatively,  so  that  they  represent  a  lower  proportion  of  pay  over 
the  long  range. 

To  do  this,  and  to  believe  that  it  will  reduce  the  cost  of  the 
program,  is  only  to  deceive  yourself.  In  the  long  run  I  think  there 
will  be  such  pressures  on  Congress  to  give  ad  hoc  increases  that 
you  will  be  right  back  to  where  you  are  now. 

Furthermore,  the  private  sector,  both  individually  and  in  pension 
plans,  cannot  adjust  to  providing  supplementary  economic  security 
to  social  security  if  there  is  price  indexing.  The  private  sector 
would  not  know  where  it  stood  with  regard  to  the  role  it  should 
play.  It  would  apparently  be  asked  to  play  an  even  larger  and 
larger  role,  but  it  could  not  be  certain  of  this. 

It  would  be  really  impossible,  from  a  technical  standpoint,  to 
structure  all  of  the  uncertainty  in  the  benefit  structure  under 
social  security  if  there  were  price  indexing,  so  as  to  develop  a 
reasonable  supplementary  plan. 

Finally,  I  do  not  go  along  with  Dr.  Ricardo-Campbell  on  the 
phasing  out  of  benefits  to  homemakers.  No  changes  should  be  made 
in  these  auxiliary  benefits.  There  is  now  equal  treatment  for  male 
and  female  workers  under  social  security.  There  should  continue  to 
be  the  desirable  social  benefit  protection  provided  for  the  tradition- 
al homemaker  who  does  not  choose  to  play  a  major  role  in  the  paid 
labor  market. 

There  is  now  and  will  continue  to  be  a  large  proportion  of 
women  who  will  consciously  and  wholeheartedly  take  this  course  of 
action  of  being  primarily  a  homemaker,  in  the  firm  belief  that  this 
is  best  for  her  family  and  for  the  Nation.  Such  homemakers  should 
not  be  discriminated  against  by  the  elimination  of  spouses'  bene- 
fits. 

At  the  same  time,  women  who  feel  their  primary  role  is  in  the 
paid  labor  market  should  not  be  discriminated  against  either.  And 
they  are  not  treated  unfairly  under  present  law,  because  they 
always  receive  the  larger  of  the  two  social  benefits  for  which  they 
are  eligible. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 

Statement  of  Robert  J.  Myers 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Robert  J.  Myers.  I  am 
currently  a  member  of  the  statutory  National  Commission  on  Social  Security, 
having  been  appointed  as  one  of  the  two  members  designated  by  the  House  of 
Representatives.  I  was  Chief  Actuary  of  the  Social  Security  Administration  from 
1947  until  my  resignation  in  1970.  I  am  now  Professor  of  Insurance  at  Howard 
University.  I  also  do  extensive  consulting  work  in  the  fields  of  Social  Security  and 
employee  benefits.  The  views  that  I  am  expressing  here  are  solely  my  own  and  are 
not  necessarily  those  of  any  organization  with  which  I  am  affilated. 

RECENT  FINANCIAL  EXPERIENCE 

There  are  separate  trust  funds  for  the  three  Social  Security  programs  that  are 
basically  supported  by  payroll  taxes — the  Old-Age  and  Survivors  Insurance  (OASI) 
Trust  Fund,  the  Disability  Insurance  (DI)  Trust  fund,  and  the  Hospital  Insurance 
(HI)  Trust  Fund.  According  to  present  law,  each  trust  fund  is  completely  separate.  If 
one  has  financial  problems,  it  cannot  be  given  assistance  by  the  others.  However,  in 

•  the  past,  the  allocation  of  the  total  OASDI-HI  tax  rate  among  the  three  programs 
has,  at  times,  been  changed,  so  as  to  give  a  larger  proportion  to  a  trust  fund  that 

i  I  needed  more  financing. 

j  ,  It  should  be  noted  that  the  OASI  and  DI  Trust  Funds  have  "peaking"  problems  as 
■  to  their  benefit  outgo.  The  checks  go  out  at  the  beginning  of  each  month  (whereas 
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the  income  from  taxes  comes  in  steadily  during  the  month).  As  a  result,  the  fund 
balance  at  the  end  of  each  month  must  be  substantial,  so  as  to  assure  payment  of 
the  benefits  in  the  next  few  days. 

During  the  early  1970s,  the  OASI  Trust  Fund  slowly  built  up,  rising  from  $32 
billion  at  the  end  of  1970  to  $38  billion  at  the  end  of  1974.  It  then  steadily  decreased 
and  was  only  $23  billion  at  the  end  of  1980.  The  crucial  problem  currently  is  that,  at 
the  end  of  1981,  the  OASI  Trust  Fund  is  estimated  to  fall  to  $15  billion,  or  only 
slightly  more  than  the  $11  billion  of  benefit  payments  due  to  be  made  in  a  few  days. 
Then,  at  some  time  later  in  the  year,  it  is  very  likely  that  the  trust-fund  balance 
will  fall  below  the  level  required  to  meet  the  next  month's  benefit  obligations — a 
truly  catastrophic  situation,  from  both  humane  and  political  standpoints.  In  subse- 
quent years,  there  are  estimated  to  be  continuing  excesses  of  outgo  over  income. 
This  means  that  benefit  payments  would  not  be  able  to  be  made  without  additional 
financing,  or  else  some  reduction  in  benefits. 

The  DI  Trust  Fund  had  a  balance  of  $6  billion  at  the  end  of  1970  and  then  rose  to 
$8  billion  at  the  end  of  1974,  but  thereafter  fell  to  $3  billion  at  the  end  of  1977.  At 
that  time,  it  was  estimated  to  become  exhausted  in  early  1979,  but  the  1977  Amend- 
ments allocated  it  a  considerably  higher  proportion  of  the  total  tax  rate.  As  a  result, 
it  increased  steadily  to  $6  billion  at  the  end  of  1979.  Legislation  in  1980,  however, 
took  sizable  amounts  away  from  DI — so  as  to  aid  the  declining  OASI  Trust  Fund — 
and  the  balance  of  the  DI  Trust  Fund  fell  to  $3.6  billion  at  the  end  of  1980.  This 
fund  is  estimated  to  decreae  to  about  $2Vfe  billion  at  the  end  of  1981,  or  somewhat 
safely  above  the  $1%  billion  of  benefit  payments  falling  due  within  a  few  days.  Very 
importantly,  the  higher  tax  income  allocated  to  DI  during  1982  will  bring  its  fund 
balance  up  to  an  estimated  $6  billion  at  the  end  of  the  year,  so  that  it  can  readily 
meet  benefit  payments  during  the  year  (which  general  result  is  not  the  case  of 
OASI).  After  1982,  the  balance  in  the  DI  Trust  Fund  is  estimated  to  increase 
steadily  and  rapidly,  reaching  an  estimated  $122  billion  at  the  end  of  1989. 

The  HI  Trust  Fund  grew  rather  steadily  in  the  1970s— from  $3  billion  at  the  end 
of  1970  to  $14  billion  at  the  end  of  1980  and  an  estimated  $21  billion  at  the  end  of 
1981.  This  trend  is  expected  to  continue  during  the  1980s,  with  an  estimated  fund 
balance  of  $78  billion  at  the  end  of  1989. 

SHORT-RANGE  FINANCING  PROBLEM  AND  PROPOSED  SOLUTION 

When  the  1977  Amendments  were  enacted,  it  was  estimated  that  adequate  financ- 
ing was  being  provided  to  meet  all  disbursements,  on  a  year-by-year  basis,  for  at 
least  the  next  30  years.  This  was  to  be  done  by  increasing  the  maximum  taxable 
earnings  base  by  three  annual  ad  hoc  changes  in  1979-81  and  by  increases  in  the 
tax  rates,  primarily  in  1981,  1985,  and  1990.  The  increased  financing  for  1979-81 
would,  under  the  intermediate  estimate,  be  just  about  sufficient  to  maintain  a 
satisfactory  cash-flow  situation  until  1985.  Thereafter,  income  was  estimated  to 
exceed  outgo  by  substantial  amounts  each  year,  at  least  until  2010. 

The  actual  experience  has  not  been  nearly  as  favorable  as  was  assumed  in  the 
1977  estimates,  and  the  close  balance  of  outgo  and  income  until  1985  is  not  likely  to 
be  achieved.  The  OASI  Trust  Fund  is  decreasing  rapidly  and  will  likely  be  exhaust- 
ed in  1982.  On  the  other  hand,  the  DI  Trust  Fund  will  grow  steadily  over  the  years. 
If  the  two  trust  funds  were  permitted  by  legislation  to  assist  each  other,  through 
loans  or  reallocation  of  tax  rates,  there  would  still  not  be  adequate  financing  in  the 
short  run  (before  1985). 

What  caused  the  problem?  Primarily,  it  was  due  to  what  might  hopefully  be  said 
to  be  the  unusual  economic  conditions  in  the  last  two  years,  when  prices  rose  more 
rapidly  than  wages.  As  a  result,  benefit  outgo  relative  to  tax  income  increased  more 
than  had  been  anticipated.  There  was  some  good  news,  though,  in  that  the  disability 
experience  was  much  more  favorable  than  had  been  assumed  in  the  estimates  made- 
in  1977  on  the  basis  of  the  unfavorable  experience  in  1970-75. 

How  can  the  problem  be  solved?  Both  a  preventive  measure  and  a  curative 
measure  should  be  taken.  Considering  the  possibility  that  prices  might  continue  to 
rise  more  rapidly  than  wages  for  some  time  in  the  future,  the  automatic  adjustment 
of  benefits  should  be  modified.  The  annual  automatic  increases  in  benefits  under 
such  circumstances  should  not  be  geared  to  increases  in  the  CPI,  but  rather  to 
increases  in  wages.  Later,  when  economic  conditions  improve,  and  wages  once  again 
rise  more  rapidly  than  prices,  there  should  be  a  repayment  to  beneficiaries  (in  the 
aggregate,  not  individually)  of  the  percentage  increases  in  benefits  withheld  under 
this  proposed  change. 

It  would  be  highly  desirable  to  make  this  change  before  the  June  1981  benefit 
increase  of  about  12%  percent  is  made.  Instead,  the  increase  should,  on  the  basis  of 
wage  changes,  be  about  9Vz  percent.  I  realize,  however,  that  this  would  be  very 
difficult  to  do,  both  legislatively  and  administratively.  If  this  is  the  case,  I  would 
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nonetheless  urge  its  enactment  this  year,  effective  for  1982,  with  the  hope  that 
economic  conditions  in  1981  and  after  would  improve  to  the  extent  that  it  will  never 
have  to  be  used,  but  will  be  present  as  a  standby  safeguard. 

Further,  as  curative  measures,  the  tax-rate  increase  scheduled  for  1985  should  be 
moved  up,  at  least  in  part,  to  1983,  and  the  OASDI  Trust  Funds  should  be  permitted 
to  borrow  from  each  other  and  from  the  Hospital  Insurance  Trust  Fund,  repayable 
with  appropriate  interest. 

Some  may  object  to  my  recommendation  for  higher  tax  rates  for  Social  Security 
on  the  grounds  that  the  national  mood  currently  is  for  lower  taxes  and  balanced 
federal  budgets.  However,  I  believe — and  public  opinion  polls  support  my  view — that 
the  people  of  this  nation  strongly  favor  maintaining  the  Social  Security  system  and 
its  financial  integrity,  even  if  this  means  somewhat  higher  taxes  to  support  it. 

If  national  economic  policy  demands  lower  overall  taxes,  this  can  readily  be 
accomplished  in  the  aggregate  by  offsetting  Social  Security  tax  increases  by  reduc- 
tions in  other  taxes.  The  general  public  does  view  Social  Security  taxes  in  a 
different  light  than  other  taxes.  Also,  as  to  budget  balancing,  the  Social  Security 
system  has,  in  the  aggregate,  had  a  balanced  budget  over  the  44  years  of  its 
operation. 

Still  others  might  object  to  higher  Social  Security  taxes  on  the  grounds  that,  even 
now,  younger  workers  do  not  get  their  money's  worth  from  the  program  and  would 
thus  be  treated  even  more  inequitably.  This  view  is  based  on  unsound  premises,  and 
in  some  instances  on  erroneous,  over-simplified  computations.  Although  the  employ- 
er taxes  in  the  aggregate  represent  remuneration  to  employees — and  could  be  said 
to  be  paid  for  by  employees  in  the  form  of  lower  wages  or  higher  prices  for  the 
goods  and  services  which  they  purchase — there  is  no  basis  for  assuming  that  the 
employer  tax  is  individually  assignable  to  each  employee.  This  is  not  done  in  the 
vast  majority  of  private  pension  plans,  although  it  is  the  case  for  pension  plans  in 
the  academic  world. 

In  any  event,  considering  only  the  employee  tax,  covered  workers  do  receive 
protection  in  the  vast  majority  of  the  cases  that  is  worth  what  they  are  paying  for 
it.  Strict  individual  equity,  however,  is  not  the  over-riding  concern  when  considering 
a  broad  social-benefit  program  such  as  OASDI.  I  am  convinced  that  most  people 
support  the  program  and  are  willing  to  pay  a  slightly  higher  tax  rate  in  order  to  put 
it  on  a  sound  financial  basis. 

It  would  also  be  desirable  to  tighten  up  on  two  minor  areas,  just  as  Congress  did 
so  forthrightly  last  year  in  regard  to  the  gimmick  exploited  by  some  employers  who 
paid  the  employee  Social  Security  tax  and  reduced  wages  by  the  same  amount.  I 
recommend  that  state  and  local  governments  and  nonprofit  organizations  should, 
after  an  appropriate  grace  period,  no  longer  have  the  right  to  withdraw  from  Social 
Security.  Also,  all  sick  pay  should  uniformly  be  considered  as  covered  wages,  except 
that  payable  after  6  months  of  illness. 

OTHER  PROPOSED  SOLUTIONS  TO  SHORT-RANGE  PROBLEM 

Several  other  solutions  to  the  short-range  financing  problem  of  OASDI  have  been 
suggested  which  differ  significantly  from  my  recommendation. 

Some  propose  that  the  problem  should  be  solved  by  financing  all  or  part  of  HI 
from  general  revenues  and  then  by  transferring  sufficient  of  the  HI  tax  rate  that  is 
;  so  "saved"  to  OASDI  as  is  necessary  for  its  needs.  In  my  opinion,  this  is  not  a 
proper  way  to  solve  the  problem  because  it  is  deceptive  as  to  how  the  financing  is 
really  provided.  Moreover,  it  is  dangerous  over  the  long  run,  because  this  procedure 
can  encourage  what  would  appear  to  be  an  easy  way  to  expand  the  benefit  level. 

INJECTING  GENERAL-REVENUES  FINANCING 

-  For  more  than  four  decades,  the  OASDI  and  HI  system  ha  been  financed  on  a 
long-range,  self-supporting  basis  by  equal  employer-employee  payroll  taxes.  In  each 
of  these  programs,  there  have  been  introduced  some  small  amounts  of  general 
i  revenues,  but  this  has  only  been  done  with  respect  to  small  closed  groups  of  persons, 
:  such  as  military  veterans.  The  Supplementary  Medical  Insurance  portion  of  Medi- 
■  care  has  been  financed  substantially  from  general  revenues  (currently,  about  71 
)  percent  of  its  total  income),  but  this  is  a  different  matter,  because  only  enrollee 
i  premiums  are  involved,  and  not  payroll  taxes. 

i  Those  who  advocate  partial  general-revenue  financing  of  OASDI  and/or  HI  pre- 
r  sent  many  different  reasons  and  justifications  for  such  action.  However,  the  real 
reason,  in  my  opinion,  is  that  this  diverts  criticism  from  what  some  believe  to  be  the 
£  high  cost  and  heavy  impact  of  both  the  current  payroll  taxes  and  those  scheduled 
i  for  the  future — let  alone  those  which  would  be  necessary  to  finance  expansion  of  the 
t  program. 
t 
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At  the  present  time,  some  seek  to  alleviate  the  short-run  financial  problems  by 
financing  part  of  HI  from  general  revenues  and  diverting  the  resulting  reduction  in 
the  HI  tax  rate  to  OASDI.  This  is  "justified"  on  the  grounds  that  the  HI  benefits  are 
not  earnings-related,  but  rather  are  uniform  for  all  insured  persons.  Accordingly,  it 
is  argued  that  it  is  inequitable  to  finance  such  benefits  completely  by  payroll  taxes, 
which  vary  proportionately  with  earnings.  In  lieu  of  payroll  taxes,  the  general 
revenues  are  derived  from  various  taxes,  some  of  which  are  progressive,  such  as  the 
income  tax  and  others  of  which  weigh  relatively  heavier  on  low-income  persons 
(such  as  sales  taxes  and  corporation  taxes,  which  are  passed  along  in  the  price 
structure). 

The  net  result  quite  possibly  is  that  the  financial  impact  of  any  general  revenue 
is  about  the  same  as  that  of  the  payroll  taxes.  Despite  what  economists  claim  as  to 
the  findings  from  their  econometric  models,  I  believe  that  it  is  impossible  to  meas- 
ure with  any  precision  the  long-run  impact  of  any  shifting  in  taxes  to  support  the 
OASDI-HI  program.  Moreover,  when  such  shifting  occurs,  it  may  well  simulta- 
neously result  in  changes  in  the  incomes  structure  of  the  nation,  which  would 
change,  in  an  unknowable  manner,  the  tax  incidence  of  general-revenue  sources. 

The  big  difference  in  using  general-revenue  financing  of  OASDI-HI  as  against 
using  payroll  taxes  is  that  the  latter  are  direct  and  quite  visible.  Injecting  general 
revenues  into  the  financing  of  OASDI  or  HI  is,  at  best,  misleading  the  American 
public  as  to  the  cost  of  the  program.  We  should  have  sufficient  economic  maturity  to 
display  the  cost  of  the  program  out  in  the  open  where  all  can  clearly  see  it. 

Then,  too,  a  telling  argument  against  the  use  of  general  revenues  to  finance 
partially  OASDI  and /or  HI  is  that  currently  there  are  not  general  revenues  availa- 
ble. The  federal  budget  is — and,  for  many  years,  has  been — in  a  serious  deficit 
situation.  Where  will  the  money  come  from  for  the  so-called  government  contribu- 
tion? Will  new  taxes  be  levied,  or  will  the  federal  budget  deficit  be  increased?  The 
latter  merely  means  printing-press  money,  with  accompanying  inflation. 

The  matter  of  financing  Social  Security  boils  down  to  the  question  of  whom  we 
are  attempting  to  fool  by  talking  about  relieving  the  heavy  burden  of  future  Social 
Security  taxes  through  general-revenue  payments  to  the  Social  Security  system. 
Taxes  of  any  form  must,  in  the  long  run,  be  paid  by  people,  not  by  corporations,  and 
not  by  "somebody  else"  through  vague,  hidden  means. 

The  Social  Security  program  is  a  good  one,  and  it  should  be  soundly  and  adequate- 
ly financed.  The  American  people  should  be  economically  and  politically  mature 
enough  to  face  the  necessary  costs  of  Social  Security  directly  and  forthrightly.  We 
should  not  be  coddled  and  deceived  by  proposals  to  finance  Social  Security  from  so- 
called  general  revenues. 

REDUCING  BENEFIT  OUTGO 

Some  persons  suggest  that  the  short-run  financing  problem  of  OASDI  should  be 
solved,  or  at  least  alleviated,  by  eliminating  or  cutting  back  on  certain  types  of 
benefits — e.g.,  child  school-attendance  benefits  and  the  lump-sum  death  payments.  I 
do  not  believe  that  action  like  this  should  be  taken  unless  there  are  clear  and 
overwhelming  reasons  to  do  so — as  there  was  in  connection  with  disability  benefits 
in  the  legislation  last  year  sponsored  by  the  distinguished  Chairman  of  this  Subcom- 
mittee. 

Any  changes  made,  however,  should  be  carefully  phased  in  so  as  not  to  destroy  or 
diminish  any  apparent  accrued  rights  or  reasonable  expectations.  The  confidence  of  I 
the  American  public  in  their  Social  Security  program  should  be  restored,  and  this  i 
cannot  be  done  by  an  indiscriminate  tearing  down  of  the  general  benefit  structure. 

EFFECT  OF  FUTURE  ECONOMIC  CONDITIONS 

A  large  part  of  the  short-range  financing  problem  revolves  around  the  developing 
economic  trends  in  the  next  few  years.  If  conditions  are  quite  favorable,  with  the 
rate  of  increase  of  prices  lessening  considerably  and  with  wages  having  somewhat 
larger  increases  than  prices,  the  problem  can  be  handled  quite  readily.  Merely  inter- 
fund  borrowing,  or  else  some  reallocation  of  the  tax  rates  so  as  to  give  OASI  larger 
amounts,  would  then  enable  the  OASI  Trust  Fund  to  maintain  a  satisfactory  bal- 
ance until  1985,  after  which  time  the  scheduled  tax  rate  would  place  it  in  a  very 
satisfactory  position. 

On  the  other  hand,  if  economic  conditions  in  the  near  future  are  unfavorable,  and 
prices  rise  more  rapidly  than  wages — or  else  even  only  at  about  the  same  rate — 
there  will  be  serious  financial  problems  that  cannot  be  solved  solely  within  the 
three  trust  funds.  In  other  words,  additional  revenues  from  some  source  would  have 
to  be  obtained,  or  else  benefit  outgo  must  be  decreased  over  what  it  otherwise  would 
be.  I  see  no  way  of  dampening  the  increase  in  benefit  outgo  over  the  next  few  years 
to  any  significant  extent,  although  there  should  certainly  be  introduced  the  safe- 
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guard  of  not  increasing  benefits  as  rapidly  as  prices  if  they  outrun  wage  increases. 
Some  benefit  deliberalization  could  logically  be  made,  such  as  eliminating  child 
school-attendance  benefits  or  eliminating  the  regular  minimum  benefit.  However, 
for  administrative  reasons  (and  also  in  equity),  these  changes  should  be  made  only 
gradually,  on  a  phasing-out  basis,  and  thus  large  savings  in  the  next  few  years  will 
not  result. 

The  real  difficulty  is  that  we  just  cannot  predict  with  any  reliability  what  eco- 
nomic conditions  will  be  in  the  next  few  years,  and  these  are  so  critical  to  the 
matter  of  whether  there  will  be  financing  problems  in  the  OASDI  system.  I  believe 
that  we  should  be  very  prudent  in  this  respect  and  base  the  financing  decisions 
upon  relatively  pessimistic  economic  assumptions.  Then,  if  economic  conditions  turn 
out  to  be  more  favorable,  the  result  will  be  that  sizable  trust-fund  balances  will 
have  been  built  up.  And  this  certainly  would  not  be  undesirable,  to  be  available  for 
any  possible  future  times  of  unfavorable  economic  conditions! 

LONG-RANGE  FINANCIAL  PROBLEMS 

Over  and  beyond  the  short-range  financing  problems  of  the  OASDI  program, 
there  are  estimated  to  be  long-run  problems,  some  30  years  hence  and  thereafter.  At 
that  time,  because  of  anticipated  increased  life  expectancy  and  lower  birth  rates, 
the  cost  of  the  program  is  estimated  to  be  far  in  excess  of  what  the  currently 
scheduled  tax  rates  are. 

My  recommended  solution  to  this  problem  is  basically  three-fold.  First,  increase 
the  minimum  retirement  age  for  unreduced  benefits  from  65  to  68,  beginning 
gradually  in  2001  and  reaching  68  in  2012.  It  should  be  noted  that  this  is  not  a 
decrease  in  benefits,  as  some  allege,  because  the  same  total  amount  of  benefits  (and 
likely  even  somewhat  more)  will  be  paid  out  to  a  person  retiring  at  age  68  some  30 
years  hence  as  to  one  retiring  at  age  65  today. 

Second,  extend  mandatory  coverage  for  both  OASDI  and  HI  to  those  groups  not 
now  covered — (1)  permanent  federal  employees,  (2)  state  and  local  government  em- 
ployees for  whom  coverage  has  not  already  been  elected,  and  (3)  employees  of 
nonprofit  organizations  for  whom  coverage  has  not  already  been  elected.  Perhaps, 
present  governmental  employees  who  are  not  now  covered  and  who  already  have  a 
retirement  system  should  not  be  covered  by  OASDI — because  of  the  difficult  prob- 
lems of  coordinating  the  programs — but  they  should  be  covered  by  HI  in  any  event. 

Third,  increase  the  scheduled  tax  rates  some  30  years  hence  by  amounts  sufficient 
to  result  in  long-range  actuarial  balance  according  to  the  best  estimates  available. 
These  rates  can  be  supported  by  the  economy,  and  with  general  public  support  as 
well,  if  they  are  adequately  phased  in.  Moreover,  it  should  be  possible  to  lower  the 
tax  rates  somewhat  over  those  now  scheduled  for  1990  and  the  following  15  years. 

I  strongly  recommend  against  long-range  relative  reductions  in  the  overall  benefit 
level  by  such  methods  as  price  indexing  the  earnings  record  and  the  changes  in  the 
benefit  formula  for  the  initial  computation  of  benefits.  To  do  so  would  likely  be 
deceptive  because  the  program  costs  would  only  appear  to  be  reduced;  thus,  subse- 
quent ad  hoc  changes  would  undoubtedly  be  made  in  order  to  maintain  relative 
benefit  levels  so  as  to  fulfill  the  purposes  of  the  system.  In  any  event,  adequate 
planning  of  economic  security  in  the  private  sector  cannot  be  accomplished  if  there 
is  no  certainty  as  to  the  stability  of  the  floor  of  protection  provided  by  the  Social 
Security  program. 

I  also  believe  that  no  changes  should  be  made  in  the  provisions  relating  to 
auxiliary  benefits  for  spouses.  There  is  now  completely  equal  treatment  for  female 
and  male  workers  under  the  Social  Security  program.  There  should  continue  to  be 
the  desirable  social  benefit  protection  provided  for  the  traditional  homemaker  who 
does  not  choose  to  play  a  major  role  in  the  paid  labor  market. 

Despite  what  some  may  say,  there  is  now,  and  will  continue  to  be,  a  large 
proportion  of  women  who  will  consciously  and  wholeheartedly  take  this  course  of 
action  of  being  primarily  a  homemaker  in  the  firm  belief  that  this  is  best  for  their 
families  and  for  the  nation.  Such  homemakers  should  not  be  discriminated  against 
by  the  elimination  of  the  spouse's  and  surviving  spouse's  benefits.  At  the  same  time, 
women  who  feel  that  their  primary  role  is  in  the  paid  labor  market  should  not  be 
discriminated  against.  And  they  are  not  treated  unfairly  under  present  law,  because 
they  always  receive  the  larger  of  the  two  social  benefits  for  which  they  are  eligible. 

Mr.  Pickle.  Dr.  Boskin,  if  you  would  proceed. 
I  have  to  leave  before  all  of  the  testimony  is  completed,  but  you 
have  submitted  a  statement  to  the  committee. 


202 


STATEMENT  OF  MICHAEL  J.  BOSKIN,  PROFESSOR  OF 
ECONOMICS,  STANFORD  UNIVERSITY 

Mr.  Boskin.  Yes;  I  have,  and  I  hope  I  can  enter  it  in  the  record 
and  I  will  keep  my  oral  statement  as  brief  as  possible. 

Mr.  Pickle.  I  understand  that.  You  take  whatever  time  you 
think  you  need  because  I  really  want  to  read  your  testimony  and 
talk  with  you  about  it  at  another  time. 

I  am  sorry  I  have  to  leave  a  little  bit  early. 

Mr.  Boskin.  Thank  you,  Mr.  Pickle. 

It  is  a  pleasure  to  see  you  again. 

I  would  just  make  three  major  points. 

First  of  all,  social  security,  while  our  obviously  most  successful 
and  most  important  income  maintenance  program  and  income  se- 
curity program,  one  that  has  served  well  the  need  of  Americans,  is 
in  severe  trouble. 

To  date  it  has  severe  short-term  problems  of  financial  solvency. 
It  has  severe  problems  of  equity  among  alternative  population 
groups.  By  far  most  important  is  its  total  insolvency  in  the  long 
run. 

Its  insolvency  in  the  long  run,  as  you  have  heard,  partly  because 
of  a  changing  demographic  structure  that  leads  to  a  dramatic 
increase  in  the  ratio  of  retirements  to  workers  early  in  the  next 
century,  an  increase  which  will  not  be  fully  compensated  by  a 
reduction  in  the  number  of  young  people,  and  the  resources  cur- 
rently used  to  rear  and  educate  young  people,  will  not  be  sufficient 
if  freed  up  to  expand  social  security  benefits  or  any  social  security 
benefits  later  on. 

The  prospect  of  social  security  tax  rates  on  payroll  at  double  or 
more  than  double  current  rates,  which  are  already  thought  of  as 
excessive  by  a  variety  of  groups  in  the  population,  looms  before  us 
early  in  the  next  century,  if  nothing  is  done  in  the  meantime. 

Relative  to  only  10  years  ago,  real  social  security  benefits;  that 
is,  benefits  adjusted  for  inflation,  on  average  have  gone  up  30 
percent,  while  average  real  wages  have  gone  down  10  percent. 

A  variety  of  features  of  social  security,  including  the  peculiar 
indexing  features  which  index  the  initial  benefit  to  wages,  and  only 
subsequent  increases  once  retired  to  the  Consumer  Price  Index, 
leave  us  with  a  prospect  of  a  very  large  increase  in  real  social 
security  benefits  through  time,  if  we  are  fortunate  enough  to  have 
anything  like  our  historic  rate  of  productivity  growth  and  hence  an 
excess  of  wage  growth  over  price  growth  restored. 

It  is  this  willy-nilly  redistribution  of  income,  growth  of  benefits, 
done  in  what  I  consider  to  be  a  haphazard  way,  rather  than  voting 
continuously  by  Congress,  which  are  the  major  reasons  for  the 
tremendous  long-term  problems  of  social  security. 

In  the  OASI  program  alone  the  deficit  computed  at  the  present 
value  of  the  currently  legislated  or  promised  benefits  under  the 
intermediate  assumption  of  the  social  security  trustees,  minus  the 
current  taxes  including  those  scheduled  to  increase  under  those 
same  assumptions,  is  approximately  $1  trillion,  which  is  larger 
than  the  privately  held  national  debt  of  the  United  States.  Addi- 
tional deficits  occur  under  the  hospital  care  system  and  in  the 
disability  system. 
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Disability  benefits,  real  per  capita  disability  benefits,  have  tri- 
pled in  the  last  15  years,  substantially  due  to  liberalization  of  the 
interpretation  of  disability  in  the  mid-1960's. 

Asking  ourselves  about  whether  we  can  afford  as  a  nation  these 
larger  social  security  benefits  later  on,  whether  we  are  cutting 
back  on  so-called  entitlements — and  I  would  urge  the  committee  to 
use  a  word  other  than  "entitlements"  since  I  don't  believe  these 
are  something  like  constitutional  rights,  such  as  the  right  to  trial 
by  jury;  they  are,  after  all,  benefits  voted  and  approved  by  Con- 
gress and  Congress  can  either  rescind  them,  adjust  them,  increase 
or  decrease  various  aspects  of  them  in  the  future.  They  should  be 
examined  periodically  by  Congress. 

I  believe  that  our  currently  legislated  benefits  are  scheduled  to 
grow  to  such  a  point  that  the  taxes  necessary  to  finance  them 
would  seriously  disrupt  the  economy  in  the  early  part  of  the  next 
century,  leaving  very  little  leeway  for  other  important  Government 
services  and  private  resources  in  spending. 

I  therefore  think  it  is  imperative  as  soon  as  possible  to  begin  to 
adopt  policies  which  will  gradually  phase  in  so  as  not  to  impair 
seriously  the  economic  well-being  and  the  counted-upon  benefits  of 
the  elderly  with  a  variety  of  reform  proposals.  The  most  important 
of  those  are  first  gradually  phasing  in  an  increase  in  the  age  of 
retirement. 

I  won't  get  bogged  down  in  details  of  whether  that  should  be  age 
64  to  67  or  65  to  68.  But  my  own  statistical  work  reveals  the 
availability  of  benefits  at  age  62  is  the  single  most  important 
reason  for  the  explosive  increase  in  early  retirement  among  our 
elderly  population  to  the  point  where  less  than  one  in  five  elderly 
men  now  is  in  the  labor  force. 

Second,  I  would  switch  the  method  of  indexing  the  initial  benefit 
at  retirement  from  that  based  on  wage  growth  to  that  based  on 
prices.  And  I  would  also  search  for  a  better  indexing  method  than 
the  Consumer  Price  Index,  although  I  think  that  is  a  subsidiary 
point. 

I  think  that  we  should  think  of  social  security  benefits  as  pre- 
serving real  purchasing  power,  not  as  relative  to  wage  growth  in 
the  general  economy,  until  there  is  a  social  consensus  about  what 
share  of  increased  economic  activity  should  be  transferred  to  the 
elderly  via  increased  social  security  benefits. 

We  have  already  seen  severe  social  tension  develop  over  the  fact 
that  the  elderly  have  seen  a  substantial  increase  in  their  real 
social  security  benefits,  albeit  declines  in  some  of  their  other 
sources  of  income,  while  the  general  population  has  suffered 
through  the  stagnation  of  the  1970's. 

I  believe  that  no  arbitrary  indexing  formula  should  be  adopted 
which  will  automatically  induce  such  a  redistribution  of  income  as 
general  economic  conditions  change  without  a  general  social  con- 
sensus and  vote  and  approval  of  the  Congress  at  the  behest  of  the 
'  populace. 

Finally,  I  think  that  social  security's  set  of  programs  attempts  to 
achieve  two  goals.  It  attempts  to  achieve  an  income  adequacy  or 
minimum  income  or  welfare  goal,  and  it  also  attempts  to  achieve 
some  earned  entitlement  goal,  what  might  be  called  the  welfare 
goal  on  the  one  hand  and  the  annuity  goal  on  the  other. 
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I  think  because  of  this  mixture  of  goals  we  have  a  system  which 
has  been  gerrymandered  in  such  a  way  it  doesn't  do  either  very 
well. 

I  would  seriously  urge  consideration  to  proposals  I  have  made 
and  others  have  made  over  the  last  several  years  to  separate  the 
OASI  system  into  two  components,  one  that  gives  everyone  a 
common  return  on  their  and  their  employers'  lifetime  contribution, 
so  that  all  issues  of  equity  and  inequity  would  be  settled  in  a 
means  tested  expanded  SSI  income  security  system,  where  the 
standard  of  adequacy,  fairness,  equity,  would  be  the  income  sup- 
port necessary  that  society  deems  socially  desirable  or  acceptable 
for  these  people. 

Currently  groups  in  the  population  clamor  about  their  inequita- 
ble treatment  when  they  are  receiving  back  five  times  what  they 
paid  in  plus  interest  instead  of  seven  times  what  they  paid  in  plus 
interest  when  they  are  comparing  themselves  to  an  alternative 
group. 

I  believe  that  unless  we  do  something  like  that,  the  possibilities 
for  cost  control  in  social  security  are  nil. 

So  I  believe  that  this  three-prong  approach  of  gradually  raising 
or  phasing  in  increased  retirement  age  would  lead  to  an  expanded 
work  life  and  a  shortened  period  of  collecting  benefits;  a  switch 
from  wage  to  price  indexing  of  the  initial,  not  the  benefit  once 
retired  but  the  initial  benefit;  and  the  separation  of  this  dual 
system  with  an  expanded  incomes  security  system  for  the  truly 
needy  elderly  would  make  social  security  totally  solvent  in  the 
short  and  long  run,  would  give  us  a  situation  where  we  could 
increase  benefits  when  it  is  deemed  desirable  if  economic  condi- 
tions are  sufficient  to  the  point  where  we  have  sufficient  revenue, 
where  the  general  populace  is  willing  to  share  a  renewed  income 
growth  if  indeed  it  occurs  with  the  elderly  population. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Michael  J.  Boskin,  Professor  of  Economics,  Stanford 

University 

Although  the  Social  Security  system  is  the  major  source  of  retirement  income  for 
millions  of  Americans  and  an  important  source  for  millions  more,  it  also  imposes 
the  largest  part  of  the  tax  burden  for  many  American  families.  While  there  are 
substantial  short-run  problems  affecting  the  funding  of  Social  Security  over  the  next 
several  years  and  many  problems  of  alleged  inequitable  treatment  of  alternative 
groups  in  the  population,  these  problems  pale  before  the  impending  long-term 
financial  crisis  facing  Social  Security.  Put  simply,  when  the  post- World  War  II  baby 
boom  generation  retires  early  in  the  next  century,  the  ratio  of  retirees  to  workers  in 
our  society  will  increase  from  one  retiree  for  every  SlA  workers  to  one  retiree  for 
every  two  workers.  Combined  with  other  economic  factors,  this  creates  a  long-term 
funding  deficit  in  the  Social  Security  system  exceeding  one  trillion  1980  dollars. 
Estimates  of  the  long-term  tax  rate  on  taxable  payroll  necessary  to  finance  Social 
Security  on  a  pay-as-you-go  basis  early  in  the  next  century  have  Social  Security  tax 
rates  rising  by  8,  9  or  more  percentage  points  above  and  beyond  the  15+  percentage 
points  that  they  are  scheduled  to  reach  in  the  1990's.  Such  an  abrupt  increase  in 
taxes,  if  we  maintain  all  of  the  current  benefit  schedules  implied  by  current  legisla- 
tion, would  lead  not  only  to  a  severe  disruption  of  our  overall  economy,  but  to  an 
unprecedented  polarization  of  our  society  between  those  paying  the  taxes  to  finance 
such  benefits  and  those  receiving  them.  This  crisis  need  not  occur.  Sensible  advance 
planning  and  concommitant  fiscal  action  can  do  much  to  mitigate  unnecessary 
increases  in  taxes,  rationalize  and  render  more  cost  effective  future  benefits,  and  do 
much  to  strengthen  the  long-term  fiscal  integrity  of  the  Social  Security  system.  I 
believe  that  three  such  crucial  policy  reforms  will  help  to  solve  a  wide  variety  of 
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Social  Security's  problems  in  an  environment  that  guarantees  that  Social  Security 
will  continue  to  play  a  vital  role  in  our  income  security  system  for  the  elderly. 

I  do  not  mean  to  slight  the  substantial  short-run  fiscal  problems  of  the  Social 
Security  system  or  the  intense  debates  about  horizontal  equity  among  different 
population  groups.  Since  my  comparative  advantage  is  on  the  long-term  funding 
problems,  I  will  focus  my  remarks  on  them. 

Two  fundamental  reforms,  if  implemented  gradually  starting  in  the  next  few 
years,  would  eliminate  Social  Security's  long-term  financing  problems:  gradually 
raising  the  age  at  which  full  retirement  benefits  become  available  (while  maintain- 
ing sound  disability  and  hospital  programs  for  those  who  genuinely  need  them  at 
earlier  ages)  and  switching  from  wage  to  price  indexing  of  the  formula  calculating 
initial  benefits.  Since  Social  Security  "targeted"  65  as  the  normal  retirement  age 
and  more  recently  allowed  early  retirement  benefits  from  age  62  to  age  65,  extreme- 
ly important  changes  have  occurred  in  life  expectancy,  retirement  patterns,  and  the 
nature  and  composition  of  the  labor  force  and  work  effort  itself.  Since  about  1960, 
the  life  expectancy  of  the  elderly  population  of  the  United  States  has  increased 
substantially,  not  quite  two  years  for  elderly  men  and  almost  three  years  for  elderly 
women.  Combined  with  the  continued  explosion  in  early  retirement — in  1948  half 
the  men  over  age  65  were  in  the  labor  force,  today  only  1  in  5  are;  more  people  now 
claim  their  first  Social  Security  check  at  age  62  than  at  age  65 — this  has  served  to 
lengthen  the  average  retirement  period  by  approximately  30  percent  or  more.  This 
places  not  only  severe  strains  on  the  benefit  payments  under  Social  Security,  but  on 
the  ability  of  the  elderly  to  finance  any  given  annual  level  of  retirement  consump- 
tion for  a  much  longer  period  of  time.  Further  our  labor  force  has  been  shifting  out 
of  physically  demanding  and  dangerous  jobs  on  average,  moving  from  heavy  indus- 
try and  agriculture  to  light  industry  and  services.  A  larger  and  larger  fraction  of 
our  labor  force,  because  of  increased  college  attendance,  is  entering  the  labor  force 
at  a  later  age  than  previous  generations  did.  All  of  these  factors  and  others,  would 
normally,  perhaps,  lead  to  a  gradual  increase  in  the  age  of  retirement.  But  the 
extreme  financial  incentives  under  Social  Security  to  retire  no  later  than  65  and  in 
many  cases  to  retire  before  age  65  are  among  the  reasons  for  the  explosion  in  early 
retirement  and  the  lengthening  of  the  retirement  period.  It  also  helps  to  point  out 
that  the  modest  increases  in  life  expectancy  programmed  into  the  long  range 
forecast  of  the  Social  Security  administration  might  contain  substantial  upside  risk, 
if  that  is  a  seemly  way  to  describe  the  possibility  of  a  further  dramatic  increase  in 
life  expectancy.  Certainly,  viewed  from  1960,  the  modest  increases  in  life  expectancy 
we  expected  were  substantially  exceeded.  If  some  major  medical  breakthroughs  or 
continued  expansion  of  life  supporting  services  for  the  elderly  increase  life  expectan- 
cy even  one  year,  without  changes  in  retirement  patterns  and  work  patterns,  the 
long-term  funding  deficit  in  Social  Security  would  increase  by  approximately  a  third 
of  a  trillion  dollars. 

There  are  many  problems  involved  in  raising  normal  retirement  ages.  There  are 
obviously  many  different  groups  in  the  elderly  population  coming  from  different 
work  histories,  different  income  levels,  finding  differential  access  to  continued  or 
part-time  employment,  etc.  Therefore,  it  would  be  unwise  and  unfair  to  raise  dra- 
matically the  retirement  age  at  any  given  point  in  time.  Perhaps  the  most  sensible 
policy  would  be  to  raise  the  retirement  age  1  month  per  year  for  either  24  or  36 
years,  moving  the  target  retirement  age  to  67  or  68  by  early  next  century.  My  own 
estimates  1  suggest  that  would  virtually  eliminate  the  long-term  funding  deficit  in 
and  of  itself.  Obviously,  to  the  extent  the  retirement  age  in  the  normal  retirement 
program  of  Social  Security  is  raised,  the  pressure  on  SSI,  disability,  etc.,  entitle- 
ments will  increase,  and  a  substantial  effort  would  have  to  be  made  in  dealing  with 
the  potential  overlap  of  these  programs. 

A  second  important  reform  would  be  to  move  from  wage  to  price  indexing  of 
initial  benefit  calculations.  While  we  have  indexed  Social  Security  benefits  once 
people  have  retired  by  the  Consumer  Price  Index  (a  not  very  good  measure  of  the 
cost  of  living  for  the  elderly — I  would  certainly  favor  as  a  subsidiary  point  a  major 
study  to  provide  an  improved  price  index  which  would  be  much  more  accurate  for 
the  elderly),  after  the  famous  technical  mistake  of  overindexing  in  1972-77,  it  is  still 
the  case  that  we  index  initial  benefits  by  wages  rather  than  by  prices.  While  we 
have  had  a  substantial  short-fall  of  wage  increases  relative  to  price  increases  in  the 
last  couple  of  years,  this  is  neither  the  normal  pattern  nor  one  that  we  can  expect 
to  continue  for  very  long.  If  even  a  very  modest  rate  of  productivity  growth  is 
restored  to  our  economy  between  now  and  the  baby  boom  generation's  retirement, 


1  See  M.  Boskin,  M.  Avrin  and  K.  Cone,  "Alternative  Solutions  to  the  Long-Run  Social 
Security  Funding  Problem,"  National  Bureau  of  Economic  Research  Working  Paper  No.  583, 
November  1980. 
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earnings  will  grow  about  2  percentage  points  per  year  more  rapidly  than  the  rate  of 
price  increases.  This  would  imply  rising  replacement  rates  relative  to  an  absolute 
definition  of  income,  as  opposed  to  the  relativist  definition  now  used.  Therefore, 
compounded  over  a  couple  of  decades,  this  differential  could  be  enormous  and  result 
in  the  expenditures  of  hundreds  of  billions  of  dollars  above  and  beyond  those 
necessary  to  maintain  purchasing  power  for  the  elderly.  It  is  my  own  personal 
opinion,  that  this  is  both  bad  indexing  policy,  and  bad  economics  and  politics.  If  we 
want  to  raise  the  real  purchasing  power  of  Social  Security  benefits,  we  ought  do  so 
openly  by  changing  the  benefit  formula,  not  surreptitiously  by  an  indexing  method. 
While  the  exact  amount  to  be  saved  would  depend  upon  the  rate  of  productivity 
growth,  i.e.,  the  approximate  differential  between  the  rate  of  price  and  wage  in- 
creases, it  certainly  will  amount  as  mentioned  above,  to  an  enormous  sum.  It  is 
perhaps  the  second  most  important  vehicle  we  have  for  getting  benefits  under 
control,  without  seriously  impairing  the  ability  of  Social  Security  to  provide  any 
given  annual  level  of  benefits  for  the  truly  needy.  Raising  the  age  of  retirement,  as 
mentioned  above,  is  another  method  for  doing  so,  and  one  that  has  a  substantially 
greater  impact  into  the  distant  future,  which  would  also  have  the  feature  of  allow- 
ing us  to  continue,  irrespective  of  what  we  do  with  the  price  indexing  formula,  any 
given  annual  level  of  benefits,  while  paying  them  for  two  or  three  fewer  years. 

The  Social  Security  system  attempts  to  achieve  two  goals,  and  thereby  achieves 
neither  as  well  as  it  might:  providing  an  adequate  income  support  for  the  elderly — 
the  welfare  goal;  and  providing  earned  entitlements  based  on  previous  contribu- 
tions— the  annuity  goal.  In  attempting  to  achieve  each  in  the  same  program,  often 
additional  expenditures  of  billions  of  dollars  are  required  to  move  toward  one  of  the 
other  goals  in  the  same  program.  For  example,  we  are  currently  transferring  and 
will  continue  to  do  so  for  decades,  billions  of  dollars  to  elderly  people  who  are  by  no 
means  poor  via  taxes  collected  on  many  low  and  middle  income  current  workers. 
Therefore,  I  would  favor  serious  consideration  of  separating  Social  Security  into  two 
programs,  an  expanded  means-tested  and  general  revenue  financed  welfare  or  trans- 
fer payment  system  and  a  legitimate  earned  entitlement  system  based  on  payroll 
tax  contributions  where  everyone  receives  the  exact  same  common  return  on  their 
and  their  employer's  lifetime  contributions.  Note  some  important  advantages  of 
such  a  system.  In  the  earned  entitlements  component,  since  everyone  would  receiye 
the  same  rate  of  return  on  all  of  their  lifetime  contributions,  there  could  be  no 
issues  of  horizontal  inequity.  All  claims  for  unfair  treatment  or  for  special  favors 
would  have  to  be  made  in  the  income-tested  transfer  payment  part  of  the  system 
which  would  be  dealt  with  under  general  principles  of  income  transfers.  This  part  of 
the  program  could  be  made  much  more  target  effective,  instead  of  transferring 
billions  of  dollars  to  the  non-poor  above  and  beyond  anything  they  have  paid  in  plus 
interest  over  the  years,  by  targeting  the  expenditures  to  those  elderly  who  are 
genuinely  needy.  Finally,  note  that  the  earned  entitlements  part  of  the  program 
could  very  easily  blend  with  private  pensions.  It  would  be  my  own  personal  opinion 
that  proof  of  private  pension  coverage  ought  eventually — perhaps  in  several  dec- 
ades— to  be  allowed  as  a  substitute  for  continuation  in  the  government  program. 
But  even  short  of  this,  it  would  obviously  facilitate  retirement  income  planning  both 
by  firms  and  by  employees.  Note  also  that  by  having  a  separate  transfer  payment 
program  part  of  the  system — where  all  of  the  current  transfers  in  the  regular  Social 
Security  system  had  been  moved — financed  out  of  general  revenues,  all  those  per- 
sons not  currently  covered  by  Social  Security,  especially  government  employees, 
would  once  again  be  contributing  to  the  general  transfer  payment  part  of  Social 
Security  and  helping  to  finance  the  retirement  income  of  the  needy  elderly.  It  would 
also  eliminate  all  issues  of  double  dipping,  because  persons  who  became  covered  for 
short  periods  of  time  or  in  special  situations  would  still  receive  the  same  common 
rate  of  return  on  those  contributions  over  their  lifetime  and  would  not,  as  on1 
occasion  happens  now,  receive  higher  benefits  than  people  who  had  paid  in  at  a 
lower  level  for  many  more  years. 

I  therefore  conclude  that  the  long-term  funding  crisis  could  be  resolved  in  a 
sensible  coordinated  and  gradual  non-alarmist  way  by  gradually  phasing  in  three 
policies  which  in  closing  I  repeat  here  in  order  of  priority: 

(1)  Gradually  phasing  in  an  increased  target  retirement  age  for  full  Social  Secu- 
rity benefits; 

(2)  Switching  from  wage  to  price  indexing  of  earnings  histories; 

(3)  Splitting  the  Social  Security  system  into  a  dual  system  of  earned  entitlements 
and  income  transfers  separately  funded,  where  everyone  receives  a  common  rate  of 
return  in  the  earned  entitlements  program  and  all  transfers  are  dealt  with  in  the 
transfer  payment  part  of  the  program,  which  is  income  tested. 
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Mr.  Pickle.  Dr.  Boskin,  we  appreciate  your  statement — I  think. 
You  kind  of  come  on  like  gangbusters  compared  to  other  people 
who  have  testified.  And  I  do  want  to  give  a  lot  of  thought  to  what 
you  have  said.  It  may  well  be  that  we  will  want  you  to  come  back 
to  defend  your  position  later,  or  to  allow  you  further  advocacy. 

Do  either  of  the  other  witnesses  agree  with  what  Dr.  Boskin  has 
said? 

Ms.  Ricardo-Campbell.  I  agree  with  a  lot  of  what  he  has  said.  I 
certainly  think  that  the  system  is  in  a  dire  financial  state  in  the 
long  run. 

Mr.  Pickle.  It  may  be  in  dire  financial  straits.  Yet  he  would 
recommend  more  in  terms  of  a  long-range  change  in  the  program, 
instead  of  taking  care  of  what  is  immediately  ahead  in  the  next  3 
or  4  years.  Is  that  not  correct? 

Mr.  Boskin.  That  is  certainly  correct.  I  believe  there  are  a  vari- 
ety of  potential  short-term  solutions.  Each  of  my  distinguished 
colleagues  addressed  themselves  to  each  of  those  points.  I  think 
they  pale  before  the  tremendous  long-term  problems  we  face  in 
social  security. 

Mr.  Myers.  Mr.  Chairman,  I  agree  with  Dr.  Boskin  on  raising 
the  retirement  age.  From  that  point  on,  I  disagree  strongly  with 
what  he  says. 

For  one  thing,  I  think  that  the  system  over  the  long  range  is 
financially  viable.  The  recommendations  of  the  National  Commis- 
sion on  Social  Security,  which  this  subcommittee  heard  yesterday, 
is  a  program  that  is  financially  viable,  even  according  to  the  stand- 
ards that  Dr.  Boskin  raised. 

I  disagree  completely  with  his  view  that  there  ought  to  be  a 
subdivision  between  individual  equity  and  social  adequacy — or,  as 
he  calls  it,  annuity  and  welfare.  I  think  those  terms  can  be  thrown 
around  very  easily.  When  you  get  down  to  specifically  defining 
them,  it  cannot  be  done. 

I  also  disagree,  with  the  view  of  both  the  previous  witnesses  that 
the  disability  program  is  in  bad  shape.  I  would  argue  that  the 
legislation  that  was  sponsored  by  the  distinguished  chairman  of 
this  subcommittee  last  year  did  resolve  that  problem  completely. 

Mr.  Pickle.  Well,  I  appreciate  what  you  said,  Mr.  Myers,  particu- 
larly your  closing  sentence.  We  think  we  did  make  some  very 
definite  improvements  in  the  disability  program.  We  did  provide 
for  reviews.  The  record  shows  that  there  is  a  lower  rate  of  initial 
determination,  that  there  is  a  lesser  amount,  more  reliance  on 
medical  factors. 

The  record  we  have  seen  in  the  last  12  months  supports  what  we 
did.  I  hope  we  did  enough.  Maybe  we  should  consider  the  broader 
picture  with  respect  to  a  mega-cap.  That  is  something  we  may 
consider,  but  I  appreciate  your  views. 

I  don't  want  to  give  the  impression  we  are  going  to  rush  through 
your  testimony.  We  have  what  you  have  said  in  the  record.  I 
appreciate  your  submitting  statements.  It  is  likely  we  will  ask  you 
to  come  back  and  be  witnesses  later  because  you  people  are  leaders 
in  this  field  of  study,  and  we  need  your  views. 

Mr.  Jacobs,  will  you  proceed? 

Mr.  Jacobs.  I  ask  this  of  the  whole  panel.  Consistent  with  the 
testimony,  or  almost  consistent  with  the  testimony,  before  the  com- 
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mittee  is  that  there  has  been  a  promise  that  ought  to  be  kept  by 
the  U.S.  Government  to  both  social  security  retirees  and  potential 
social  security  retirees. 

Bearing  in  mind  what  some  economists  call  the  Russian  foreign 
trade  policy  in  1946,  which  was  that  they  exported  the  things  they 
needed  and  imported  the  things  they  needed  worse — and  bearing  in 
mind  that  I  know  at  least  one  teenager  who  signed  on  for  the 
Marine  Corps  years  ago  for  2  years  and  in  10  minutes  time  was 
given  an  extra  year  of  that  contract  by  a  voice  vote  in  both  Houses 
of  the  Congress — I  wonder  if  you  could  comment  generally  on  just 
what  that  promise  means,  and  how  inviolable  any  benefit  that  has 
thus  far  been  voted  is  in  terms  of  a  social  contract  with  the  public 
from  their  government. 

Ms.  Ricardo-Campbell.  I  worked  for  the  House  Ways  and  Means 
Committee  a  long  number  of  years  ago  as  an  economist,  when  they 
were  investigating  social  security.  It  is  not  a  legal  contract,  it  is  a 
social  contract.  I — believe  the  courts  since  have  determined  that  it 
is  not  a  legal  contract. 

Mr.  Jacobs.  Any  others? 

Mr.  Boskin.  I  think  there  is  a  general  consensus  that  for  a 
variety  of  reasons  the  elderly  are  not  in  a  position  to  react  to 
dramatic  changes  in  economic  circumstances  as  well  as  the  rest  of 
the  population.  Their  shorter  remaining  work  life  means  if  there  is 
a  shift  of  demand  away  from  their  occupation  to  some  other  they 
have  less  time  to  respond. 

Unexpected  inflation  produced  by  untoward  fiscal  or  monetary 
policy  from  the  Federal  Government,  the  Federal  Reserve,  destroys 
some  of  the  value  of  their  accumulated  fixed  income  bearing  securi- 
ties They  are  less  able  to  build  up  their  capital  over  a  shorter 
period  than  say  I  would  be  at  the  age  of  35. 

Therefore,  I  think  it  is  important  to  point  out  that  the  benefits 
related  to  the  elderly  themselves,  the  cash  benefits  related  to  the 
elderly  themselves,  once  retired  or  about  to  retire,  to  assume  in  my 
mind  something  of  the  order  of  a  social  contract. 

On  the  other  hand,  it  is  important  to  point  out  that  many  auxil- 
iary benefits  refer  to  people  much  younger  who  if  the  economy 
grows  again  will  on  average  be  much  better  off. 

Second,  that  promises  in  the  language  usually  used  or  commit-  ; 
ments  or  obligations  or — I  prefer  the  word  "proposals" — are  embed- 
ded in  current  law,  to  raise  benefits  in  the  future,  to  raise  taxes  in  ! 
the  future,  et  cetera. 

Now,  to  say  that  changing  the  benefits  is  a  violation  of  a  sacred 
trust  or  an  implicit  moral  or  legal  contract  it  seems  to  me  is 
somewhat  beyond  the  point  because  that  is  looking  at  only  one  of 
the  two  sides  of  the  fiscal  equation. 

The  other  side  of  the  fiscal  equation  is  the  implicit  promise  or 
obligation  or  proposal  to  tax  future  generations  at  tax  rates  sub- 
stantially beyond  those  already  in  existence. 

Now,  if  you  ask  a  30-year-old,  would  you  like  to  see  us  tamper 
with  the  benefit  formula  in  such  a  way  that  it  slows  the  growth  of 
benefits  so  that  when  you  retire  your  social  security  benefits  may 
only  be  about  what  they  would  be  now  for  a  65-year-old  adjusted 
for  inflation,  and  not  much  larger  adjusted  relatively  to  wages,  ! 
plus  paying  substantially  more  taxes  in  the  future,  I  think  you 
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would  get  a  very  different  answer  than  if  you  only  look  at  the 
benefits  side  of  the  equation. 

I  think  consistently  we  hear  people  refer  to  the  promise  of  bene- 
fits without  the  issue  of  dealing  with  the  promise,  the  proposal  or 
the  obligation  of  the  unfunded  tax  liability. 

There  is  a  simple  equation — for  us  to  run  a  balanced  system  we 
are  either  going  to  have  to  reduce  the  growth  of  benefits  early  in 
the  next  century  or  we  are  going  to  have  to  have  a  dramatic  tax 
increase  above  and  beyond  that  known  in  short  periods  by  the  U.S. 
Government.  Or,  we  will  have  to  find  some  other  source  of  revenue. 

As  Dr.  Ricardo-Campbell  already  appropriately  pointed  out,  that 
is  tantamount  to  an  increase  in  taxes  in  any  event.  What  is  usually 
not  pointed  out  is  these  proposals  to  shift  part  of  the  program  to 
general  revenues  imply  increasing  marginal  tax  rates  on  the  gener- 
al population  together  with  whatever  disincentives  those  high  tax 
rates  imply. 

The  tax  base  in  the  personal  income  tax,  while  it  does  include 
dividends,  interest,  rents,  et  cetera,  unlike  the  payroll  tax,  since  it 
has  all  the  exemptions  and  deductions  in  it,  is  smaller  than  the  tax 
base  in  the  payroll  tax. 

So,  the  taxable  earnings  under  the  payroll  tax  exceed  the  tax 
base  under  the  income  tax.  Any  removal  of  a  given  tax  rate  from 
the  payroll  tax  would  require  a  still  larger  tax  rate  increase  in  the 
personal  income  tax. 

So,  I  personally  believe  that  any  change  should  be  gradual  and 
phased  in,  so  that  people  are  given  appropriate  advanced  warning, 
that  the  least  amount  of  change  be  done  for  those  already  retired 
or  about  to  retire,  but  that  we  have  no  promises  into  the  future. 

My  own  opinion  and  my  own  sampling  is  if  you  ask  my  col- 
leagues what  they  expect  to  receive  back  from  the  social  security, 
the  modal  answer  is  nothing.  So,  I  think  the  promises  have  to  be 
thought  of,  or  the  obligations  or  the  formula  have  to  be  thought  of 
from  both  the  benefit  and  the  tax  side. 

Mr.  Jacobs.  Mr.  Boskin,  you  touched  on  the  question  of  inflation- 
ary consequences  for  those  on  the  retired  fixed  income.  You  also 
mentioned  the  proposal  in  some  quarters  to  finance  parts  or  all  of 
social  security  by  general  revenue.  You  said,  then,  that  such  fi- 
nance would  imply  higher  rates  against  the  income  tax. 

I  fail  to  see  that  implication  myself.  Recent  practice  would  indi- 
cate an  implication  that  more  money  would  be  printed.  That  is 
another  form  of  taxation. 

You  can  either  tax  by  the  progressive  income  tax,  on  the  corpo- 
rate flat  rate,  or  preferring  not  to  sign  your  name  to  such  a 
forthright  measure,  you  can  tax  by  stealth,  by  simply  printing, 
demonetizing  the  marginal  costs,  or  sometimes  called  the  deficit  in 
the  Federal  accounts,  in  which  case  most  recently  the  sales,  the 
national  sales  tax  to  finance  that  portion  of  the  Federal  expendi- 
ture  or  appropriation  of  goods  and  services  from  the  economy  has 
'  been  on  the  magnitude  of  12  percent.  That  has  been  a  national 
sales  tax. 

'     Social  security  recipients  are  supposed  to  be  exempt  from  Feder- 
al taxation,  but  they  are  not  exempt  if  the  Government  chooses 
!  that  method  of  Federal  taxation,  the  12-percent  inflation  or  what- 
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ever  part  of  it  can  be  attributed  precisely  to  the  deficit  for  that 
year. 

So,  I  have  that  caveat  about  general  revenue  financing. 

If  it  did  imply  a  higher  rate,  then  your  arguments  would  be 
operative  and  ought  to  be  taken  under  consideration.  But  the 
course  of  least  resistance,  which  has  been  followed  for  quite  some 
time  now,  has  been  the  choice  of  the  sales  tax  rather  than  the 
income  tax  for  general  revenue  purposes. 

Do  you  agree  with  that? 

Mr.  Boskin.  Inflation  tax.  I  certainly  agree,  Congressman.  I 
think  that  is  a  perceptive  point.  One  can  think  of  that  inflation, 
the  extra  debt,  and  the  extra  future  servicing  of  the  interest  pay- 
ments on  that  debt  as  a  postponement  of  the  day  when  we  will  pay 
those  taxes. 

Mr.  Jacobs.  The  Government  takes  goods  and  services  contempo- 
raneously. It  taxes  contemporaneously  in  essence,  also.  The  mere 
fact  that,  for  example,  during  World  War  II  tremendous  amounts 
of  materiel  and  labor  were  appropriated  from  the  economy  to  pros- 
ecute the  war,  and  no  tax  was  charged  for  it  in  essence  at  the  time, 
does  not  vitiate  the  fact  that  simultaneously  with  the  war  that 
many  goods  and  services  were  taken  out,  as  I  see  it,  and  in  essence 
claim  checks  were  issued  to  the  civilian  workers  against  future 
productivity. 

Whereas  if  they  had  been  called  upon  to  make  sacrifices — not  on 
the  same  magnitude,  God  knows,  but  at  least  sacrifices — in  the 
same  spirit  as  those  who  went  forth  and  died,  and  were  maimed 
and  did  not  sleep  well  and  were  not  protected  from  the  elements,  if 
that  had  been  the  prevailing  philosophy  at  that  time,  we  all  would 
have  started  out  more  or  less  even  in  1946,  or  1945,  when  the 
productivity  for  civilian  purposes  renewed.  Of  course,  the  hellish 
inflation  followed  that  war,  as  it  has  every  credit  card  war. 

Dr.  Campbell? 

Ms.  Ricardo-Campbell.  I  would  just  like  to  remark  in  respect  to 
inflation,  if  I  might.  It  is  inflation  that  is  making  women  work  and 
going  into  the  labor  force.  I  think  Mr.  Myers,  although  I  know  him 
well,  in  a  sense  misrepresented  the  number  of  women  or  the  per- 
centage of  women  working,  which  isn't  astonishing,  since  the 
Bureau  of  Labor  Statistics  and  the  Department  of  the  Census 
always  gives  you  the  figure  for  16  years  and  over,  and  they  state 
that  51  percent  of  women  16  years  and  over  are  working. 

That  is  true.  But  if  you  take  the  number  of  women  between  20 
and  65,  then  you  get  up  into  the  60  percent  range.  If  there  were  2 
years  of  earnings  credit  for  each  of  the  first  two  children  born,  the 
traditional  homemaker  who  might  work,  say,  4  or  5  years  before 
she  got  married,  and  then  had  a  couple  of  children,  would  obtain 
10  years  of  coverage.  If  this  inflation  keeps  up,  she  will  never  be 
able  to  send  her  children  to  college  or  buy  a  house,  which  are  the 
dreams  of  all  low  income  and  middle  income  person,  unless  she 
goes  to  work. 

That  is  why  we  have  two-worker  families.  It  is  inflation. 
Mr.  Jacobs.  I  sense  Mr.  Myers  may  want  to  comment. 
Mr.  Myers.  It  is  true  that  many  women,  maybe  far  more  than  a 
majority,  will  have  their  10  years  of  coverage.  But  in  practice  they 
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will  be  drawing  benefits  on  their  husband's  earnings  record  be- 
cause it  will  produce  a  higher  benefit. 

If  you  let  all  women— whether  they  are  traditional  homemakers 
or  not— just  receive  their  own  benefits,  many  of  them  would  have 
quite  inadequate  amounts  as  compared  to  the  present  situation 
when  they  can  draw  on  their  husband's  benefits. 

Mr.  Jacobs.  Mr.  Myers,  do  you  see  any  inequity  with  respect  to 
women  in  the  present  social  security  system? 

Mr.  Myers.  I  don't  see  any  major  inequity.  I  think  there  are 
some  minor  ones  that  can  be  remedied  by  changes  in  the  present 
system.  But  I  oppose  strongly  all  the  various  proposals  that  have 
been  made  for  earnings  sharing  or  for  double-decker  systems  be- 
cause I  think  that  they  may  solve  some  anomalies  or  inequities, 
but  create  many  more. 

Mr.  Jacobs.  What  is  the  most  serious  inequity  you  see? 

Mr.  Myers.  In  the  present  system,  as  far  as  women  workers,  I 
think  the  most  serious  one  is  in  regard  to  computing  the  average 
wage.  Women  who  are  homemakers  for  a  portion  of  their  lifetime 
must  have  those  years  count  as  zeros.  I  would  give  more  so-called 
dropout  years  for  child  care. 

As  you  will  recall,  this  committee  made  a  start  in  that  direction 
in  the  disability  bill  last  year.  The  National  Commission  also  has 
suggested  a  further  step  in  that  direction.  It  is  a  very  difficult 
matter  and  very  complicated  to  do. 

Progress  could  be  made  in  this  direction  without  discarding  the 
whole  benefit  structure  that  has  been  in  operation  over  the  last  40 
years,  and  without  beginning  all  over  again  by  either  dropping  out 
spouse's  benefits  and  widow's  benefits  or  by  a  so-called  double- 
decker  system. 

Mr.  Jacobs.  What  do  you  think  about  the  case  of  the  woman  who 
marries  when  she  is  20  a  man  who  is  26,  and  then  40  years  later, 
when  she  is  60,  wakes  up  to  find  he  has  left,  and  that  in  fact  he 
chooses  not  to  retire,  and  in  consequence  she  has  qualified  by 
reason  of  having  lived  with  him  as  his  wife  for  at  least  10  years  for 
the  dependence  benefit,  if  he  chooses  to  retire  at  age  65. 

But,  he  has  not  chosen  to  retire  at  age  65,  not  meeting  the 
retirement  test  by  reason  of  his  $100,000  per  year  income  as  a 
lawyer.  Is  that  an  inequity  that  disturbs  you?  Would  you  consider 
that  a  minor  one?  She  wouldn't,  but  would  you? 

Mr.  Myers.  I  certainly  would  consider  that  as  an  inequity.  Philo- 
sophically, I  like  the  earnings-sharing  concept,  but  although  in  that 
way  you  can  solve  the  problem  that  you  mention,  which  is  a  very 
real  problem,  you  will  create  many  more. 

Mr.  Jacobs.  Well,  I  propounded  that  question  to  a  woman  who 
was  a  witness  before  this  committee  2  or  3  years  ago,  and  I  thought 
I  she  had  a  rather  interesting  solution.  She  said  people  should  be 
more  careful  whom  they  pick  to  marry  40  years  or  more. 

Doctor? 

Ms.  Ricardo-Campbell.  I  am  amused  at  that,  but  I  can  think  of 
I  some  very  interesting  letters  that  I  have  received  that  illustrate 
another  type  of  inequity.  It  is  hard  to  answer  the  type  of  letter, 
|  that  states: 

I  have  worked  for  40-odd  years.  I  am  now  61  years  of  age.  I  am  not  entitled,  and 
my  neighbor,  who  has  never  worked  a  day  in  her  life,  but  she  is  age  60,  is  entitled 
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to  a  widow's  benefit.  And  why  shouldn't  I  be  allowed,  after  40-odd  years  of  work,  to 
retire? 

The  social  security  system  is  chock  full  of  inequities.  I  think  the 
fact  that  the  Social  Security  Administration  is  already  awarding 
three  benefits  on  one  primary  in  the  cases  of  the  few  men  that 
have  managed  to  have  three  wives,  10  years  each,  is  indicative  of 
the  administrative  problems. 

There  is  also  the  inequity,  and  I  quote  from  the  trustees  of  the 
1980  report: 

That  under  the  present  law  the  one-earner,  age  65  couple  would  receive  about  17 
percent  more  in  benefits  than  a  couple  with  the  same  total  earnings  earned  equally 
by  the  wife  and  husband. 

That  sums  up  the  complaint  of  most  of  the  union  women  and 
other  working  women  who  send  me  letters. 
Mr.  Jacobs.  Mr.  Myers. 

Mr.  Myers.  I  see  no  inequity  at  all  there.  People  just  don't  seem 
to  realize  that  this  is  not  a  system  whereby  everybody  gets  exactly 
their  money's  worth.  This  is  a  broad  social  adequacy  system,  in 
which  if  certain  contingencies  occur,  benefits  are  paid. 

The  fact  that  somebody  gets  more  than  another  is  no  more  of  a 
criticism  than  in  life  insurance,  where  the  person  who  buys  a 
policy  and  dies  after  the  first  premium  gets  much  more  than  the 
other  person  who  is  unfortunate  enough  to  live  for  the  next  40 
years. 

Ms.  Ricardo-Campbell.  Could  I  bow  to  Mr.  Boskin?  I  think  he 
can  answer  some  of  that. 

Mr.  Jacobs.  You  can  discuss  about  the  fortune  or  misfortune  of 
living  for  the  next  40  years. 

Mr.  Boskin.  I  was  just  going  to  say  that  is  the  primary  purpose 
of  the  dual  system,  to  remove  these  complaints  among  alternative 
groups  in  the  population  that  they  are  being  treated  unequally, 
when  as  has  just  been  mentioned  some  people  are  getting  benefits 
triggered  by  some  event,  often  those  benefits  are  a  large  multiple 
of  what  they  and  their  employers  paid,  plus  interest. 

For  other  groups  it  might  be  a  modest  multiple.  It  is  a  reason  to 
have  a  part  of  the  system  where  everybody  gets  a  common  return, 
and  that  issues  of  fairness  or  income  support  and  adequacy  be  dealt 
with  on  income  tested  basis  in  an  expanded  SSI  type  program. 

I  think  unless  we  get  those  hundreds  of  billions  of  dollars  of 
transfer  payments  that  are  due  to  be  paid  in  a  haphazard  way  over 
the  next  several  decades  out  of  the  system,  there  is  very  little 
opportunity  for  target  effective,  cost  conscious  cost  control  social 
security. 

Ms.  Ricardo-Campbell.  In  that  I  concur.  I  say  that  my  proposal 
is  a  compromise,  to  get  rid  of  only  those  benefits  paid  to  the 
spouses  and  not  the  dependent  children.  There  are  relatively  few 
dependent  children.  It  only  occurs  if  you  happen  to  die  young. 

Mr.  Jacobs.  Well,  the  committee,  like  the  Federal  Government, 
is  very  much  in  debt,  in  this  case  to  you,  for  your  contribution.  I 
really  regard  your  panel  as  one  of  the  more  interesting  ones  over 
the  years  that  has  come  before  the  committee.  So,  we  thank  you. 

This  adjourns  this  hearing.  The  subcommittee  will  convene  to- 
morrow at  10.  We  will  hear  distinguished  witnesses,  including  the 
Secretary  of  Health  and  Human  Services,  Mr.  Schweiker. 
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We  stand  adjourned. 

[The  following  was  submitted  for  the  record:] 
Responses  of  Robert  J.  Myers  to  Questions  Posed  by  the  Subcommittee 

Question.  As  former  chief  actuary  of  the  Social  Security  Administration  and  as  a 
person  with  a  lifelong  deep  commitment  to  the  social  security  program,  are  you  at 
all  concerned  about  the  economic  forecasts  that  are  most  recently  being  made  by 
the  Administration? 

Are  you  concerned,  that  is,  that  in  applying  these  economic  forecasts  the  social 
security  trust  funds  will  be  made  to  look  better  than  they  are  and  that  the  necessity 
for  action  will  appear  to  be  less  important  than  it  is? 

Response.  As  to  the  economic  forecasts  recently  made  by  the  Administration,  I 
recognize  that  any  economic  forecasts  have  limited  reliability — as  evidenced  by 
comparing  past  experience  with  previous  estimates.  Quite  naturally,  I  hope  that  the 
favorable  forecasts  will  be  borne  out. 

I  believe  that  it  is  desirable  to  have  one  set  of  actuarial  cost  estimates  be  based  on 
the  foregoing  economic  assumptions,  but  that  another  set  of  estimates  should  be 
made  based  on  relatively  pessimistic  economic  assumptions,  and  these  latter  esti- 
mates should  be  the  base  for  any  financing  provisions  developed.  Then,  if  economic 
conditions  are  more  favorable — say  paralleling  the  economic  forecasts  of  the  Admin- 
istration— relatively  favorable  trust  fund  balances  will  have  accumulated,  but  this  is 
desirable  so  as  to  have  sufficient  financial  safeguards  for  future  years  when  econom- 
ic conditions  might  become  worse. 

Question.  You  come  down  pretty  clearly  against  cutting  program  costs  by  elimi- 
nating particular  types  of  benefits,  such  as  the  student  benefit  or  the  lump  sum 
payment.  What  is  your  opinion  of  the  Office  of  Management  and  Budget  proposal  to 
eliminate  the  minimum  benefit  for  present  and  future  beneficiaries? 

Response.  My  basic  position  was  that  student  benefits  and  the  lump-sum  death 
payments  should  be  eliminated  only  if  "there  are  clear  and  overwhelming  reasons 
to  do  so".  Beyond  this,  my  position  is  that  such  changes  should  be  carefully  phased 
in  "so  as  not  to  destroy  or  diminish  apparent  accrued  rights  or  reasonable  expecta- 
tions". 

As  to  the  regular  minimum  benefit  ($122),  I  believe  that  there  are  valid  reasons 
why  it  should  not  be  contained  in  the  program.  Under  the  principle  of  careful 
phasing,  I  think  that  if  it  is  eliminated,  it  should  only  be  done  for  persons  who 
attain  age  62  after  1981  or  who  die  or  become  disabled  before  age  62  after  1981.  One 
serious  problem  with  eliminating  the  minimum  benefit  for  present  beneficiaries — 
besides  the  question  of  destroying  or  diminishing  apparent  accrued  rights — is  that  I 
believe  it  to  be  virtually  administratively  impossible  to  accomplish  this  result, 
because  of  the  administrative  diffculties  and  work  involved. 

Question.  One  of  your  recommendations  is  to  move  up  the  social  security  tax  rate 
increases  presently  scheduled  for  1985  so  that  it  would  go  into  effect  two  years 
earlier  in  1983.  No  matter  how  you  look  at  it  this  amounts  to  a  tax  increase.  It  may 
have  been  possible  a  few  years  ago  to  adjust  the  tax  rate  schedules  with  ease.  But  do 
you  think  that  today  when  social  security  taxes  have  become  such  a  controversial 
matter  that  a  further  tax  rate  increase,  even  as  modest  as  the  one  you  suggest  is 
politically  feasible? 

Response.  Quite  naturally,  I  am  not  expert  at  determining  what  is  "politically 
feasible".  However,  I  believe  that  moving  the  scheduled  tax  rate  increase  for  1985 
up  to  1983  (or  even  1982)  would  be  generally  acceptable  to  the  public.  I  think  that 
the  public  regards  increases  in  Social  Security  taxes  in  quite  a  different  light  than 
increases  in  other  taxes.  If  the  public  can  be  educated  and  convinced  that  this  is 
really  necessary  and  that  the  system  can  be  made  financially  viable  over  the  long 
range,  then  I  believe  that  such  action  can  readily  be  taken. 

[Whereupon,  at  1:30  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  10  a.m.,  Thursday,  February  19,  1981.] 


SOCIAL  SECURITY  FINANCING  ISSUES 


THURSDAY,  FEBRUARY  19,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 

The  subcommittee  met  at  10:05  a.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 

Mr.  Pickle.  The  committee  will  come  to  order. 

We  are  honored  this  morning  to  have  the  Honorable  Richard 
Schweiker,  Secretary  of  HHS,  the  Health  and  Human  Services 
Department,  with  us  as  our  witness.  Secretary  Schweiker,  former 
Congressman  and  former  Senator  Schweiker,  you  are  welcome.  You 
have  had  years  of  devoted  and  dedicated  service  to  our  Govern- 
ment, and  this  committee  is  pleased  to  see  you  in  your  role  as  head 
of  the  HHS,  and  particularly  we  look  forward  to  working  with  you 
on  the  problems  we  face  in  the  Social  Security  Administration. 

Mr.  Secretary,  I  think  we  will  proceed  and  let  you  make  your 
statement.  Normally  this  committee  operates  on  a  rule  we  will 
have  the  lights  on  for  15  minutes,  and  then  we  automatically  cease. 
This  morning  we  are  going  to  extend  that  time  limit  some  as  a 
courtesy  from  Mr.  Gradison  so  that  upon  completion  of  your  testi- 
mony we  will  have  the  lights  on  a  little  bit  longer  and  members 
will  ask  questions,  too. 

If  you  will  proceed,  Mr.  Secretary,  I  want  to  say  again  to  you 
how  happy  we  are  to  have  you  here. 

STATEMENT  OF  HON.  RICHARD  S.  SCHWEIKER,  SECRETARY  OF 
HEALTH  AND  HUMAN  SERVICES 

Secretary  Schweiker.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  subcommittee,  it  is  a  pleasure 
for  me  to  appear  here  today  to  discuss  social  security  financing 
with  you.  I  look  forward  to  working  with  this  subcommittee  over 
the  next  several  months  to  address  and  resolve  problems  in  this 
area.  I  commend  you,  Mr.  Chairman,  and  the  members  of  this 
subcommittee  for  starting  early  to  address  some  very  critical  prob- 
lems in  our  social  security  system. 

Today  I  would  like  to  review  with  you  the  basic  social  security 
financing  issues  that  we  must  address.  I  will  discuss  both  the 
genesis  of  the  problems  and  the  steps  that  we  in  the  administration 
are  taking  to  meet  them. 


(215) 


216 


GENERAL  INTRODUCTION 

I  want  to  emphasize,  at  the  outset,  that  this  Administration 
attaches  enormous  importance  to  the  successful  completion  of  the 
task  before  us.  Moreover,  I  want  to  underscore  that  I  am  personal- 
ly committed,  as  I  have  previously  stated,  to  the  restoration  of  the 
integrity  of  the  social  security  trust  funds  as  one  of  my  prime 
objectives  in  the  Department.  In  fact,  in  my  current  planning, 
have  placed  it  as  the  very  highest  priority  in  HHS. 

Today  the  social  security  program  protects  the  vast  majority  oi 
our  citizens  against  the  risk  of  earnings  loss  due  to  old  age,  death 
or  the  severe  disability  of  a  wage  earner.  It  provides  the  basic  leve 
of  protection  upon  which  workers  build  through  supplementary 
insurance,  pensions,  and  savings.  Today,  about  36  million  Ameri 
cans  are  receiving  social  security  benefits  and  about  115  millior 
are  paying  social  security  taxes. 

Yet  in  the  past  few  years,  this  huge  and  vital  program  has 
suffered  continual  financing  difficulties  which  have  sapped  public 
confidence  in  the  security  of  its  commitments.  Our  elderly  anc 
disabled,  our  widows  and  our  orphans,  who  rely  on  social  security 
benefits,  fear  that  the  funds  will  run  out  and  that  their  checks  wil 
stop.  On  the  other  hand,  the  workers  who  pay  the  taxes  thai 
finance  these  benefits  see  an  ever  larger  bite  being  taken  fron 
their  paychecks  while  at  the  same  time  they  are  becoming  mon 
doubtful  that  they  will  ever  be  able  to  collect  benefits  themselves 

You  and  I  know  that  these  fears  will  not  materialize.  We  knov 
that  the  basic  social  security  protection  now  offered  will  be  pre 
served  and  that  the  system  will  be  placed  on  a  sound  fmancia 
basis.  We  also  know,  however,  that  to  achieve  these  objectives  wil 
require  hard  work  and  tough  choices  in  the  months  to  come.  We  ii 
the  Administration  are  prepared  to  undertake  that  hard  work  anc 
to  make  those  tough  choices;  I  know  that  the  distinguished  mem 
bers  of  this  committee  and  you,  Mr.  Chairman,  are  also  prepared  t< 
undertake  the  necessary  work  and  to  make  the  tough  decisions, 
am  confident  that  together  we  will  succeed. 

In  order  for  us  to  restore  confidence  in  the  social  security  pro 
gram  we  must  place  social  security  on  a  sound  financial  basis.  T< 
accomplish  this  we  must  do  the  following: 

First,  we  must  restore  the  health  of  our  national  economy.  Whei 
we  attack  the  inflation  that  in  recent  years  has  plagued  all  of  ou: 
citizens  we  will  also  reduce  the  rate  at  which  social  security  benefi  i 
outlays  escalate.  When  we  reduce  unemployment,  we  will  als<  I 
increase  the  number  of  workers  contributing  to  the  social  security 
trust  funds.  And  when  we  restore  productivity  growth  to  this  couri 
try,  we  will  restore  the  firmness  of  the  base  upon  which  the  sounc  I 
financing  of  social  security  rests. 

Second,  we  must  examine  the  financing  arrangements  so  tha 
the  package  of  basic  protection  offered  by  social  security  is  soundl; 
financed  both  in  the  next  few  years  and  in  the  decades  to  come 

We  must  assure  that  these  arrangements  do  not  place  an  onei| 
ous  burden  on  the  workers  of  the  Nation  and  that  they  do  no 
injure  the  economy,  hinder  growth  in  productivity,  or  fuel  inflaj 
tion.  Social  security  financing  arrangements  must  work  in  hai  : 
mony  with  the  growing  health  of  our  overall  economy  so  that  the;  ; 
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can  serve  well  the  interests  not  only  of  the  social  security  program, 
but  also  of  the  Nation  as  a  whole. 

As  you  know,  this  administration  has  already  moved  forcefully  to 
address  the  first  of  these  tasks.  Last  night,  President  Reagan  an- 
nounced his  economic  program  of  budget  and  tax  reductions.  The 
President's  social  security  proposals,  which  I  will  discuss  later,  are 
an  important  part  of  this  overall  plan.  Swift  enactment  of  this 
program  will  restore  health  to  the  economy.  This  action,  in  turn, 
will  go  a  long  way  toward  restoring  health  to  the  social  security 
program.  I  cannot  emphasize  enough  that  it  is  vital  that  this 
program  be  enacted  as  soon  as  possible,  not  only  for  the  sake  of  the 
economy  as  a  whole,  but  also  for  the  sake  of  the  social  security 
program. 

I  have  also  taken  steps  to  address  the  second  of  these  tasks.  As  I 
will  discuss  later,  one  of  my  first  actions  as  Secretary  of  Health 
and  Human  Services  was  to  establish  a  working  group  within  HHS 
to  deal  explicitly  with  these  issues.  The  report  of  this  working 
group  will  provide  the  basis  for  recommendations  which  the  admin- 
istration will  be  developing  later  this  spring. 

CURRENT  FINANCIAL  SITUATION 

In  his  statement  last  night,  the  President  outlined  his  proposals 
for  overcoming  our  economic  problems  and  improving  our  overall 
economic  situation.  We  believe  that  with  the  adoption  of  the  initia- 
tives that  the  President  outlined,  we  will  be  able  to  substantially 
restore  the  health  of  our  economy  in  the  next  few  years.  This  is 
reflected  in  revised  projections  of  the  course  of  the  economy  which 
the  President  revealed. 

These  projections  feature  lower  inflation,  lower  unemployment, 
and  greater  improvements  in  real  wage  growth  than  do  the  projec- 
tions released  a  month  ago  by  the  previous  administration.  With 
the  improvements  that  we  believe  we  will  be  able  to  achieve,  the 
outlook  for  social  security  as  well  as  the  Nation  as  a  whole  will  be 
somewhat  improved. 

The  new  projections  show  that  under  present  law,  the  OASI  trust 
fund  will  run  below  acceptable  levels  in  mid-1982.  However,  the 
combined  balances  in  the  old-age,  survivors,  disability,  and  hospital 
insurance  trust  funds  over  the  next  5  years  are  substantially 
:  healthier  than  previous  estimates  showed.  In  particular,  the  assets 
|  of  the  OASI  trust  fund  at  the  beginning  of  1982  would  amount  to 
i  only  about  13  percent  of  expenditures  in  1982  and  would  continue 
■  to  decline  until  the  fund  was  exhausted  that  year.  However,  both 
[  the  DI  and  the  HI  trust  funds  would  grow  in  absolute  dollars  and 
f  as  a  percentage  of  annual  expenditures  after  1981.  Without  the 
)  President's  proposals,  the  assets  of  all  three  programs  combined 
would  decline  as  a  percent  of  annual  expenditures  from  24  percent 
Is  this  year  to  14  percent  by  1985. 

I  Under  these  projections,  action  will  still  be  needed  to  strengthen 
1  the  OASI  trust  fund  after  the  early  part  of  1982.  However,  I  would 
|  cautiously  note  the  severity  of  the  financing  problem  appears  to  be 
i  reduced  relative  to  previous  projections,  but  would  be  even  more 
U  significantly  improved  by  enacting  the  President's  proposals.  New 
1  projections  on  the  status  of  the  social  security  trust  funds  are 
i  attached  to  my  written  statement. 
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The  President  announced  last  night  proposals  that  would  contrib- 
ute to  restoring  financial  soundness  to  the  social  security  program, 
thereby  enhancing  and  preserving  basic  benefits.  Since  the  enact- 
ment of  social  security,  a  number  of  benefits  have  been  added  to 
the  core  of  old-age,  survivors,  and  disability  insurance.  While  fun- 
damental program  reforms  will  be  needed  to  provide  for  the  longer 
term  solvency  of  social  security,  eliminating  these  add-ons  in  1981 
can  achieve  significant  savings. 

Prompt  action  on  our  proposals  to  eliminate  two  of  these  add-ons, 
the  so-called  minimum  benefit  and  payments  to  students  who  are 
continuing  their  education  after  high  school,  will  add  approximate- 
ly $13  billion  to  OASDI  trust  fund  balances  by  the  end  of  1986. 
These  special  payments  have  outlived  their  usefulness,  now  that 
other  more  appropriate  Federal  assistance  programs  are  available 
to  meet  the  social  objectives  underlying  these  lower  priority  pay- 
ments. Similarly,  our  emphasis  on  eliminating  wasteful  disability 
insurance  payments  by  tightening  administration  and  eliminating 
misdirected  benefits  will  add  approximately  $8.5  billion  to  the  trust 
fund  balances  by  the  end  of  1986.  While  not  sufficient  to  assure 
large  social  security  reserves  in  and  of  themselves,  the  President's 
proposals — if  promptly  enacted  by  the  Congress — constitute  an  im- 
portant $21  billion  step  toward  placing  social  security  on  a  sound 
financial  basis. 

My  discussion  thus  far  has  focused  on  the  short-range  problem, 
but  as  the  members  of  this  subcommittee  know  well,  there  are  also 
serious  longer  range  financing  problems  in  social  security. 

The  1980  report  of  the  Board  of  Trustees  of  the  social  security- 
trust  funds  show  that  over  the  next  25  years  (1980-2004)  the  old- 
age,  survivors,  and  disability  programs  will  run  a  surplus  averag- 
ing 1.19  percent  of  payroll.  For  the  second  25  years  (2005-2029)  we 
have  a  roughly  equal  deficit — 1.17  percent  of  payroll.  This  is  fol- 
lowed by  a  very  significant  deficit  of  4.58  percent  for  2030  to  2054. 
The  average  of  these  three  figures  is  a  1.52-percent  deficit  for  the 
full  75-year  projection  period. 

Another  way  of  looking  at  the  longer  range  picture  is  to  trace 
the  projected  trust  fund  balances.  The  1980  trustees  report  showed 
the  combined  assets  of  the  OASDI  trust  funds  rising  from  23  per- 
cent of  annual  outlays  in  1990  to  335  percent  of  outlays  in  2010  and 
declining  thereafter  until  the  funds  would  be  unable  to  pay  bene- 
fits in  2030  or  so.  The  trust  fund  surplus  builds  over  the  years 
when  tax  receipts  exceed  benefit  expenditures,  after  which  the 
funds  are  drawn  down  by  the  growing  ratio  of  beneficiaries  to 
workers  when  the  "baby  boom"  generation  retires.  As  you  know, 
the  deficits  projected  in  the  21st  century  are  largely  the  result  of 
projected  demographic  changes.  The  combination  of  projected  lower 
mortality  rates,  especially  among  the  aged,  and  of  continued  lower 
fertility  rates  causes  the  ratio  of  workers  to  beneficiaries  to  shift 
from  about  3  to  1  today  to  about  2  to  1  in  the  year  2035. 

HHS  WORKING  GROUP 

As  I  said  earlier,  I  have  established  a  Department-wide  working 
group  to  examine  all  of  the  relevant  social  security  issues.  This 
working  group  will  be  chaired  by  the  Under  Secretary.  The  work- 
ing group  will  conduct  an  indepth  comprehensive  review  of  the 
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problems  and  of  the  various  ways  in  which  they  can  be  addressed. 
Obviously,  this  review  will  take  some  time  since  there  are  many 
problems  and  many  options. 

The  working  group  will  address  both  short-  and  long-term  issues. 
It  will  not  paper  over  the  one  or  evade  the  other.  We  want  to  make 
recommendations  to  the  Congress  that  address  these  problems.  We 
do  not  want  proposals  that  will  amount  only  to  "Band-Aids";  and 
we  are  not  looking  for  easy  ways  out  that  will  only  postpone 
dealing  with  the  real  issue.  We  know  that  there  will  be  some  hard 
choices,  some  unpopular  decisions,  and  some  difficult  tradeoffs  as 
part  of  the  process  of  formulating  sound  and  workable  social  secu- 
rity policies  for  the  future. 

Some  of  the  areas  and  existing  proposals  developed  by  various 
advisory  councils  and  commissions  which  the  working  group  will 
review  are: 

Proposals  to  authorize  borrowing  among  the  OASI,  DI,  and  HI 
trust  funds. 

Proposals  for  further  reallocation  of  contribution  income  among 
the  three  trust  funds. 

The  retirement  age,  including  possible  modifications  in  the  provi- 
sions for  early  retirement. 

The  question  of  incentives  for  continued  work  after  age  65. 

The  retirement  test,  which  affects  the  payment  of  benefits  to 
people  with  earnings. 

Composition  of  the  automatic  indexing  feature. 

The  extent  to  which  governmental  employment  is  covered  by  the 
system,  which  has  significant  implications  for  both  revenues  and 
expenditures. 

Aspects  of  the  present  social  security  program  that  might  now  be 
handled  more  appropriately  through  other  programs  or  the  private 
sector. 

I  am  not  in  a  position  to  comment  about  where  this  review  may 
ultimately  lead  us.  It  would  be  premature  for  me  to  speculate  on 
that  today.  What  I  can  say  is  that  we  are  open  to  suggestions,  and 
that  we  will  be  conducting  as  thorough  and  as  painstaking  review 
as  time  allows — recognizing  that  the  sooner  we  are  able  to  put  our 
recommendations  before  you,  the  sooner  we  can  begin  working  out 
a  comprehensive  future  strategy  together. 

I  do  not  believe,  however,  that  there  is  a  need  for  more  studies  or 
original  research.  We  have  volumes  of  reports  and  studies  on  hand 
which  examine  in  great  detail  all  of  the  program  options  which 
might  be  pursued.  What  is  needed  is  detailed  and  analytical  review 
of  this  material  so  that  we  can  address  all  of  the  options  in  a 
equitable  manner.  Then  we  must  perform  the  difficult  political 
task  of  making  recommendations  to  you  putting  forth  the  best 
possible  program. 

We  hope  to  have  our  recommendations  ready  for  submission  to 
the  Congress  this  spring.  In  developing  the  administration's  propos- 
als, we  will  be  consulting  with  you  and  the  Congress  and  with 
i  other  interested  parties. 

We  intend  to  work  closely  with  the  Congress  after  the  adminis- 
\  tration's  proposals  have  been  submitted.  Moreover,  it  is  important 
.  that  the  American  people  have  adequate  opportunity  to  consider 
our  proposals  and  make  their  views  known.  We  are  committed  to 
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cooperating  with  you  in  order  to  obtain  quick  action  on  this  vitally 
important  matter. 

CONCLUSION 

In  conclusion,  Mr.  Chairman,  and  members  of  the  subcommittee, 
let  me  just  reiterate  a  few  key  points: 

This  administration  stands  squarely  behind  the  social  security 
program.  We  look  forward  to  constructive  public  debate  and  dialog 
with  the  Congress  toward  strengthening  and  reaffirming  our  Na- 
tion's basic  commitment  to  social  security. 

We  urge  prompt  action  on  all  of  the  proposals  that  President 
Reagan  outlined  last  night  as  a  necessary  step  toward  strengthen- 
ing social  security  and  toward  strengthening  the  Nation's  economy. 

We  are  developing  a  set  of  proposals  for  dealing  with  the  issues 
before  us  in  social  security  and  look  forward  to  working  further 
with  your  committee  on  this  package  later  this  year. 

Again,  I  am  pleased  to  have  this  opportunity  to  discuss  these 
matters  with  the  committee.  I  will  be  happy  to  respond  to  any 
questions  you  may  have.  Thank  you  very  much. 

[An  attachment  to  the  prepared  statement  and  answers  to  subse- 
quent written  questions  follow:] 

TABLE  3.— ESTIMATED  OPERATIONS  OF  THE  OASI,  Dl  AND  HI  TRUST  FUNDS  UNDER  PRESENT  LAW,  BASED  ON 
PRESIDENT  REAGAN'S  REVISED  1982  BUDGET  ASSUMPTIONS,  CALENDAR  YEARS  1980-86 

[Amounts  in  billions] 

Income  Outgo 


OASI 

Dl 

0ASDI 

HI 

Total 

OASI 

Dl 

OASDI 

Hi 

Total 

1980  

...  $105.8 

$13.9 

$119.7 

$26.1 

$145.8 

$107.7 

$15.9 

$123.5 

$25.6 

$149.1 

1981  

122.7 

17.0 

139.7 

35.3 

175.0 

126.7 

17.9 

144.6 

29.5 

174.1 

1982  

132.8 

23.9 

156.7 

40.4 

197.0 

144.3 

19.5 

163.9 

34.2 

198.0 

1983   

145.8 

27.4 

173.1 

45.2 

218.3 

160.2 

20.9 

181.1 

39.4 

220.5 

1984   

159.7 

30.7 

190.4 

50.0 

240.4 

174.7 

22.2 

197.0 

45.3 

242.3 

1985  

180.3 

38.8 

219.1 

56.5 

275.6 

188.8 

23.6 

212.5 

51.8 

264.3 

1986  

196.8 

43.5 

240.3 

65.7 

306.0 

202.4 

25.2 

227.5 

58.9 

286.5 

Net  increase  in  funds  Funds  at  end  of  year  Assets  at  beginning  of  year  as  a 
 percentage  of  outgo  during  year 


OASI      Dl     OASDI     HI      Total     OASI      Dl    OASDI    HI     Total   0AS!    D|    0ASD!    Hj  Tota] 


1980   

  -$1.8 

-$2.0 

-$3.8 

$0.5 

-$3.3 

$22.8 

$3.6 

$26.5 

$13.7 

$40.2 

23 

35 

25 

52 

29 

1981  

  -4.0 

-.9 

-4.9 

5.8 

.8 

18.8 

2.7 

21.5 

19.5 

41.0 

18 

20 

18 

47 

23 

1982   

  -11.5 

4.3 

-7.2 

6.2 

-1.0 

7.3 

7.1 

14.3 

25.7 

40.0 

13 

14 

13 

57 

21 

1983   

  -14.4 

6.5 

-7.9 

5.8 

-2.2 

-7.1 

13.5 

6.4 

31.5 

37.9 

5 

34 

8 

65 

18 

1984  

  -15.1 

8.5 

-6.6 

4.7 

-1.9 

-22.2 

22.0 

-.2 

36.1 

35.9 

-4 

61 

3 

69 

16 

1985  

  -8.6 

15.2 

6.6 

4.7 

11.3 

-30.8 

37.2 

6.4 

40.8 

47.3 

-12 

93 

I1) 

70 

14 

1986   

  -5.6 

18.4 

12.8 

6.8 

19.5 

-36.4 

55.5 

19.2 

47.6 

66.8 

-15 

148 

3 

69 

16 

between  0  and  -0.5  percent. 

Note:  Estimates  for  1982  and  later  are  theoretical  since  the  OASI  trust  fund  would  become  depleted  in  the  latter  half  of  1982  when  assets  become 
insufficient  to  pay  benefits  when  due. 


The  Secretary  of  Health  and  Human  Services, 

Washington,  D.C.,  April  17,  1981. 

Hon.  J.  J.  Pickle, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means,  House 
of  Representatives,  Washington,  D.C. 
Dear  Mr.  Chairman:  Enclosed  are  the  responses  to  the  questions  contained  in 
your  letter  of  March  6,  1981.  It  was  a  pleasure  to  appear  before  your  Subcommittee 
to  address  some  of  the  critical  problems  facing  the  social  security  system,  and  I  look 
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forward  to  working  with  you  and  your  Subcommittee  in  the  months  ahead  to 
resolve  these  problems. 
Sincerely, 

Richard  S.  Schweiker,  Secretary. 

Enclosures. 

Question.  The  President's  "Program  for  Economic  Recovery"  includes  a  Mega-cap 
for  the  Social  Security  Disability  Program.  The  proposal  states  that  it  will  "ensure 
that  disability  income  from  all  sources  never  exceeds  the  worker's  prior  earnings, 
adjusted  for  inflation."  Please  provide  the  specifics  on  the  Mega-cap  proposal. 

Answer.  Under  the  Mega-cap,  SSA  would  reduce  the  social  security  disability 
insurance  (DI)  benefit  by  the  amount  that  total  disability  benefits  received  by  the 
worker  exceed  80  percent  of  his  gross  predisability  earnings.  (Only  predisability 
earnings  which  are  covered  under  social  security  would  be  counted,  as  is  the  case 
under  the  current  workers'  compensation  (WC)  offset  provision.) 

The  Mega-cap  offset  would  follow  the  basic  principles  of  the  WC  offset  provision 
in  present  law.  However,  the  Mega-cap  offset  would  apply  up  to  age  65  (while  the 
WC  offset  applies  only  up  to  age  62).  The  Mega-cap  offset  would  take  account  of 
disability  benefits  payable  under  the  black  lung,  railroad  retirement,  WC,  and 
Federal/State/local  retirement  systems. 

(a)  Does  the  term  "all  sources"  refer  to  both  private  and  public  sources  of  disabil- 
ity income? 

No,  the  proposal  would  not  reduce  social  security  disability  benefits  because  of 
private  insurance  or  pensions,  VA  benefits,  State  and  local  pensions  based  on 
earnings  which  are  also  covered  by  social  security  or  needs-based  public  benefits. 

Private  plan  benefits  (and  State  and  local  benefits  based  on  employment  covered 
under  social  security)  are  excluded  from  the  Mega-cap  because  they  are  supplemen- 
tal to  social  security  and  the  benefit  levels  take  account  of  the  fact  that  social 
security  benefits  are  also  payable.  Needs-based  benefits  are  excluded  because  those 
benefits  are  only  payable  when  a  person's  income — including  social  security  DI 
payments — is  not  adequate  to  meet  a  person's  basic  needs. 

Finally,  there  are  two  fundamental  reasons  why  Veterans'  compensation  benefits 
are  not  included  under  the  Mega-cap.  First,  Veterans'  compansation  is  not  a  benefit 
designed  to  replace  lost  earnings.  It  is  in  part  based  on  the  country's  desire  to 
compensate  the  individual  for  an  injury  or  suffering  caused  by  service  to  the 
Nation.  Second,  applying  a  "cap"  based  on  earnings  replacement  to  social  security 
benefits  because  a  person  is  receiving  Veterans'  compensation  would  be  inequitable. 
The  Veterans'  benefit  is  intended  to  compensate  a  person  for  injuries  which  are 
presumed  to  reduce  his  earning  power.  Since  the  Mega-cap  is  intended  to  place  a 
limit  on  the  replacement  of  past  wages,  applying  it  to  the  worker  whose  ability  to 
earn  has  been  hampered  by  a  service-connected  injury  would  unfairly  disadvantage 
him. 

(b)  Does  it  include  payment  for  partial  disability  and  payments  for  anatomical 
loss? 

Yes,  Mega-cap  takes  into  account  partial  disability  payments  and  payments  for 
anatomical  loss  which  are  made  by  other  systems. 

(c)  How  does  the  Mega-cap  computation  take  care  of  the  progressive  illness 
situation? 

The  determination  of  predisability  earnings  for  Mega-cap  purposes  would  be  the 
same  as  the  formula  used  under  the  WC  offset — 80  percent  of  average  current 
earnings.  This  WC  provision  contains  three  formulas  for  determining  average  cur- 
rent earnings;  the  one  most  advantageous  to  the  beneficiary  is  used.  The  three 
formulas  are:  (1)  the  monthly  average  of  the  high  one  year  of  earnings  during  the 
year  of  disability  and  the  preceding  5  years,  (2)  the  monthly  average  of  the  high  5 
consecutive  years  of  earnings  after  1950,  or  (3)  the  average  monthly  earnings  used 
in  determining  a  person's  monthly  social  security  benefits.  (None  of  these  methods 
■  can  be  based  on  indexed  earnings.) 

The  provision  of  three  alternative  ways  of  figuring  predisability  earnings  should 
provide  sufficient  flexibility  to  avoid  disadvantaging  persons  with  progressive  ill- 
nesses. 

(d)  Given  the  current  problems  of  administering  a  relatively  simple  offset  such  as 
the  workers'  compensation  offset,  how  does  the  Administration  propose  to  imple- 
ment a  Mega-cap  in  time  to  achieve  savings  in  fiscal  year  1981  or  even  1982? 

We  estimate  that  there  will  not  be  any  appreciable  savings  from  the  Mega-cap 
•  offset  in  fiscal  year  1981  or  fiscal  year  1982,  primarily  because  the  provision  will 
apply  only  to  beneficiaries  becoming  entitled  to  DI  benefits  as  of  July  1981  and 
:  later.  It  is  expected  that  newly  entitled  beneficiaries  affected  by  the  Mega-cap  can 
]  be  identified  by  the  effective  date,  providing  enactment  occurs  quickly.  (Generally, 
;  the  "identification"  will  be  based  on  information  provided  by  the  claimant.)  Imple- 
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mentation  will  be  eased  because  the  proposal  will,  to  the  greatest  extent  possible, 
follow  the  provisions  of  the  present  law.  Also,  the  Mega-cap  provision  will  affect  no 
more  than  7,000  new  cases  (about  12,000  workers  and  dependents)  annually. 

Question.  How  does  the  Administration  propose  obtaining  the  necessary  informa- 
tion to  implement  the  Mega-cap  while  assuring  the  privacy  of  the  individual? 

Answer.  All  privacy  safeguards  now  applicable  in  administering  the  social  secu- 
rity program  also  apply  in  the  case  of  information  obtained  in  administering  the 
Mega-cap.  As  a  condition  of  entitlement,  DI  beneficiaries  are  required  to  supply 
information  to  SSA  that  could  affect  the  amount  of  their  benefits — such  as  the 
amount  of  other  disability  benefits  that  they  are  receiving.  The  Mega-cap  proposal 
would  also  require  other  Federal  disability  benefit  systems  to  provide  SSA  with 
benefit  information  necessary  to  administer  the  Mega-cap.  We  are  also  requesting 
authority  to  enter  into  agreements  to  obtain  benefit  information  from  non-Federal 
sources  that  pay  disability  benefits.  However,  it  will  take  some  time  to  put  such 
arrangements  into  effect. 

(a)  Where  would  the  information  on  the  receipt  of  other  benefits  be  obtained? 

DI  beneficiaries  would  be  responsible  for  supplying  information  that  could  affect 
the  amount  of  their  benefits,  but,  where  appropriate,  SSA  would  also  verify  that 
information  through  contact  with  other  disabilty  benefit  systems. 

Question.  Would  the  offset  apply  to  retirement  benefits  as  well  as  disability 
benefits  received  during  a  period  of  social  security  disability? 

Answer.  No,  the  Mega-cap  would  apply  only  to  disability-related  benefits. 

(a)  Would  any  public  programs,  such  as  veterans'  benefits,  be  excluded  from  the 
Mega-cap? 

All  VA  benfits — both  VA  service-connected  compensation  and  VA  needs-based 

gensions — would  be  excluded  from  the  Mega-cap.  Also,  needs-based  benefits  and 
tate  and  local  pensions  that  are  based  on  earnings  which  are  also  covered  under 
social  security  would  be  excluded. 

Question.  What  type  of  people  will  be  affected  by  this  proposal? 
Answer.  Individuals  under  age  65  who  become  entitled  to  DI  benefits  after  June 
1981  who  also  get  disability-related  benefits  from  other  specified  public  programs 
would  be  affected  by  the  Mega-cap  if  their  total  disability  benefits  exceeded  80 
percent  of  predisability  earnings. 

The  following  other  disability  programs  would  be  counted  under  the  Mega-cap: 
WC,  Federal  civil  service  disability,  State  and  local  government  employees'  disabil- 
ity pensions  (if  based  on  employment  not  covered  by  social  security),  Federal  em- 
ployees' compensation  benefits,  and  black  lung  benefits. 
The  following  groups  are  potentially  affected  by  Mega-cap: 

Newly  disabled  worker  beneficiaries  aged  62-64  (plus  their  dependents)  re- 
ceiving workers'  compensation  (currently  about  12,000  beneficiaries  are  in  this 
category).  (The  proposed  offset  would  apply  up  to  age  65  while  the  present  WC 
offset  applies  only  to  age  62.) 

About  10,000  new  DI  beneficiaries  (plus  their  dependents)  are  likely  to  be 
receiving  benefits  from  other  programs  subject  to  the  Mega-cap. 
In  only  some  of  these  cases,  however,  would  combined  benefits  exceed  the  cap  and 
would  DI  benefits  be  reduced.  It  is  estimated  that  about  12,000  workers  and  depend- 
ents would  be  affected  in  the  first  full  year  (fiscal  year  1982). 

(a)  Will  it  have  any  effect  on  dependents'  benefits? 

Yes,  the  Mega-cap  offset  will  apply  to  a  worker's  own  DI  benefit  and  to  depend- 
ents' benefits  payable  based  on  his  earnings  record. 

(b)  Will  it  be  applied  to  those  people  currently  receiving  DI  benefits? 
No,  the  Mega-cap  will  be  applied  only  to  those  people  who  become  entitled  to  DI 

benefits  in  July  1981  and  thereafter. 

Question.  What  are  the  estimated  administrative  costs  and  benefit  savings  for  the 
Mega-cap  proposal? 

Answer.  The  projected  program  savings  in  benefit  payments  from  the  DI  trust, 
fund  are: 

Fiscal  year:  Millions 

1981   i1) 

1982   $6 

1983   38 

1984   78 

1985   126 

1986   173 

1  Less  than  $500,000. 


Cumulatively  through  fiscal  year  1986,  administrative  costs  should  amount  to  no 
more  than  10  percent  of  the  estimated  savings. 
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(a)  Can  you  assure  that  there  will  be  net  savings  in  fiscal  year  1982? 

No,  we  do  not  expect  net  savings  from  the  Mega-cap  proposal  in  fiscal  year  1981 
or  fiscal  year  1982.  This  is  because  the  proposal  would  affect  only  new  beneficiaries. 
(As  mentioned  above,  administrative  costs  through  fiscal  year  1986  should  amount 
to  no  more  than  10  percent  of  cumulative  program  savings.) 

(b)  And  finally,  shouldn't  we  have  a  delayed  effective  date  so  that  we  can  have 
adequate  inplementation? 

With  the  basic  workers'  compensation  provisions  of  current  law  being  retained 
under  Mega-cap  provision,  we  believe  implementation  can  be  accomplished  without 
major  disruptions  to  current  operating  procedures  and  systems  providing  enactment 
occurs  quickly.  However,  initially  we  will,  for  the  most  part,  have  to  rely  on 
information  supplied  by  the  claimant  in  implementing  the  provision.  Further  post- 
enactment  procedures  will  be  implemented  as  data  sources  are  developed. 

Question.  Are  any  manpower  and  systems  problems  developing  in  regard  to  imple- 
mentation of  the  provision  in  the  1980  Disability  Amendments,  which  call  for  a 
personalized  denial  letter? 

Answer.  The  implementation  of  the  personalized  notices  provision  will  require  280 
State  agency  work  years  (WY)  for  the  remainder  of  fiscal  year  1981  and  1,026  WY 
for  fiscal  year  1982.  The  required  additional  work  years  are  included  in  SSA's  fiscal 
year  1981  and  1982  budgets.  Personalized  denial  notices  do  create  a  strain  on  the 
program.  The  increased  workpower  is  required  at  the  same  time  as  other  critical 
initiatives  are  beginning. 

SSA  has  been  conducting  pilot  tests  of  the  personalized  notices  procedures  in  the 
Indiana,  Pennsylvania  and  District  of  Columbia  Disability  Determination  Services 
(DDS's).  Preliminary  feedback  from  the  pilot  is  that  the  personalized  notices  have 
an  enormous  impact  on  staffing.  Experience  in  the  pilot  States  is  showing  that  it 
takes  2  to  3  times  longer  to  produce  the  notices  than  expected.  Thus,  our  work  year 
and  budget  projections  are  almost  certainly  too  low. 

One  manpower  problem  reported  by  the  pilot  States  is  the  availability  of  staff — 
especially  in  clerical  areas.  Because  of  lower  pay  scales  and/or  fringe  benefits,  some 
State  agencies  are  unable  to  compete  successfully  with  industry  in  hiring  clerical 
personnel.  The  start  of  the  pilot  was  delayed  in  one  State  because  of  difficulties  in 
hiring  and  training  sufficient  personnel. 

SSA  EDP  systems  are  not  going  to  be  involved  in  personalized  notices.  We  are 
discontinuing  systems-generated  notices  of  unfavorable  disability  decisions  being 
issued  by  SSA  central  office.  Instead,  State  agencies  will  use  a  manual  system  with 
typewritten  personalized  explanations  of  the  reason  for  the  determination.  Some 
States  are  planning  to  produce  the  notices  on  word  processing  equipment. 

We  are  also  encountering  some  problems  in  securing  sufficient  quantities  of  form 
letters  and  other  supplies  by  July  1.  Experience  in  the  pilot  States  shows  that  initial 
usage  is  two  to  three  times  as  great  as  anticipated.  This  is  primarily  due  to  retyping 
to  produce  "letter  perfect"  explanations.  We  are,  therefore,  having  to  increase  our 
existing  supplies  and  request  additional  stocks  of  new  forms. 

Early  pilot  results  indicate  that  the  personalized  notices  are  difficult  to  write  and 
difficult  to  understand.  Translating  technical  and  medical  terms  into  "everyday" 
English  frequently  produces  an  explanation  that  is  overly  simplistic.  Personalized 
notices  may  cause  more  rather  than  fewer  appeals  because  of  factual  disputes.  (For 
example,  when  a  claimant's  job  history  is  cited,  e.g.  truckdriving  for  3  years,  he  may 
file  an  appeal  because  he  disagrees  with  the  characterization  of  the  job  or  its  length 
rather  than  the  basic  determination  that  he  is  capable  of  working.) 

Question.  The  Administration's  proposal  to  phase-out  the  student  benefit  would 
have  a  very  large  immediate  impact  on  the  beneficiaries  affected.  How  much  of  the 
lost  benefits  would  be  made  up  through  other  student  aid  programs? 

Are  not  these  student  aid  programs  also  being  cut  back  in  the  Reagan  budget? 
How  will  these  other  programs  then  be  able  to  accommodate  the  additional  number 
of  recipients? 

Answer.  Current  data  are  not  collected  on  the  extent  to  which  social  security 
student  beneficiaries  receive  or  are  eligible  for  aid  under  one  or  more  of  the 
federally  funded  or  guaranteed  programs  of  financial  assistance  for  post-secondary 
education.  However,  the  Office  of  Management  and  Budget  estimates  that  the 
additional  costs  under  the  Pell  program  due  to  people  who  would  be  newly  eligible 
or  would  receive  higher  benefits  because  of  the  proposal  to  phase-out  social  security 
student's  benefits  would  be  as  follows  (in  millions): 

Fiscal  year: 


1981 
1982 
1983 
1984 


$30 
50 
75 
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1985.   100 

1986   100 

A  comparison  of  student  benefit  expenditures  under  social  security  with  those 
under  the  programs  administered  by  the  Department  of  Education,  including  the 
proposed  cutbacks,  demonstrates  that  the  grant  and  loan  programs  will  continue  to 
provide  the  main  source  of  financial  aid  to  post-secondary  students  and  will  contin- 
ue to  be  available  for  low-income  individuals  whose  student's  benefits  under  social 
security  would  be  eliminated. 

Social  security  paid  $2.0  billion  in  benefits  to  students  age  18  to  22  in  fiscal  year 
1980 — of  this  amount,  about  80  percent  went  to  students  in  post-secondary  schools. 
By  comparison,  post-secondary  educational  assistance  for  fiscal  year  1982  under  the 
President's  economic  program  includes: 

more  than  $5.6  billion  in  direct  budget  authority  for  the  basic  educational 
opportunity  grant,  work-study,  direct  loan,  supplemental  grant,  State  incentive 
grant,  and  guaranteed  student  loan  programs; 

over  $500  million  in  State  and  institutional  matching  funds  through  these 
programs;  and 

over  $5.7  billion  in  loans  from  banks  and  other  lending  institutions  as  part  of 
the  guaranteed  student  loan  program.  A  more  detailed  breakout  of  these 
amounts  for  fiscal  year  1982  is  as  follows  (in  billions): 


Pell  grants   $2.5 

Work  study   0.5 

(Institutional  match)   (0.05) 

Supplemental  grants   0.4 

State  incentive  grants   0.1 

(State  match)   (0.1) 

Direct  loans   0.3 

(Institutional  match)   (0.4) 

Guaranteed  student  loan   1 1.8 

(Lending  institution  loans)   5.7) 


Federal  funds   5.6 

Matching  funds   0.55 

Bank  loans   5.7 


Total   11.85 


1  Covers  interest  payments,  etc. 

The  largest  programs  are  the  Pell  grants  and  the  Guaranteed  Student  Loans 
(GSL).  The  Pell  grants  provide  entitlement  grants  directly  to  undergraduate  stu- 
dents to  serve  as  the  foundation  upon  which  other  financial  aid  is  awarded.  Stu- 
dents qualify  for  these  grants  under  a  needs  analysis  that  takes  into  account  the 
student's  and  family  ability  to  contribute  to  educational  costs.  Although  the  pro- 
gram is  designed  primarily  to  assist  low-income  students,  grants  are  on  ocassion 
provided  to  students  from  families  with  income  in  excess  of  $30,000  per  year.  The 
Administration  proposed  to  target  Pell  grants  more  specifically  towards  needy  stu- 
dents by  increasing  the  amount  of  discretionary  income  that  families  must  contrib- 
ute to  the  support  of  a  student  and  by  requiring  an  annual  $750  self-help  contribu- 
tion from  students,  except  where  extreme  financial  need  is  demonstrated. 

The  Guaranteed  Student  Loan  program  now  provides  loans  from  private  lenders 
up  to  $2,500  annually  for  students,  and  up  to  $3,000  annually  to  their  parents, 
regardless  of  income.  The  Federal  Government  pays  the  interest  on  this  loan  while 
the  student  is  in  school,  again  regardless  of  family  income.  The  result  is  that  the 
Federal  Government  borrows  money  at  high  rates  of  interest,  turning  it  over — 
free — to  students  to  spend  as  they  see  fit.  While  the  principal  amount  of  the  loan 
must  eventually  be  repaid,  the  proceeds  of  these  loans  can  be  invested  in  money 
market  funds  or  other  investments,  allowing  students  and  their  families  to  earn  14- 
15  percent  yields  on  money  for  which  the  Federal  Government  is  paying  14-15 
percent,  before  eventually  repaying  the  loan.  Without  rational  limitations  such  as 
the  Administration  is  proposing,  the  Department  of  Education  could  soon  become 
the  creditor  of  first  resort  for  every  American  family  that  has  a  family  member 
enrolled  in  undergraduate  or  graduate  education. 

Under  the  Administration  proposals,  loans  under  GSL  will  not  be  paid  to  borrow- 
ers who  cannot  demonstrate  a  need  for  these  subsidies  to  finance  their  education. 
This  change  will  be  achieved  by  limiting  student  loan  amounts  to  "remaining 
financial  need,"  (educational  costs  minus  other  aid  and  expected  family  contribu- 
tion), eliminating  the  in-school  interest  subsidy  on  loans  to  students,  and  eliminat- 
ing the  special  allowance  lenders  receive  on  loans  to  parents  of  students. 
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Question. — In  your  testimony  on  February  25,  1981  you  stated  that  you  will  need 
an  additional  8,000  to  10,000  work  years  to  implement  the  President's  Social  Secu- 
rity recommendations  in  the  first  year.  Would  you  break  this  down  by  item  (i.e., 
minimum  benefits,  student  benefits,  disability  tightening,  6  out  of  13,  and  the  Mega- 
cap)  and  by  type  of  employee  (i.e.,  Federal  vs.  State)?  Indicate  where  resources 
would  be  directed  from  other  functions,  listing  both  the  amount  of  manpower  so 
supplied  and  what  impact  this  would  have  on  the  programs  affected. 

Answer. — The  Department's  employment  budget  includes  an  additional  3,465  Fed- 
eral work-years  in  1981  and  8,826  additional  Federal  work-years  in  1982  to  imple- 
ment the  President's  social  security  recommendations. 

Most  of  the  added  resources  are  for  the  implementation  of  legislative  proposals 
which  will  reduce  program  costs,  as  shown  on  the  following  table: 


Federal  work-years 
1981  1982 


Eliminate  the  minimum  benefit                                                                        3,180  7,302 

Eliminate  student  benefits                                                                               95  286 

Tighten  recency-of-work  test  (6  out  of  13)                                                                15  58 

Establish  a  disability  Mega-cap  offset   303 


Subtotal,  legislation   3,290  7,949 

Disability  tightening  under  present  law   175  877 

Total   3,465  8,826 


The  legislative  proposals  do  not  require  additional  work  by  State  employees.  The 
budget  estimate  of  Federal  work-years  is  high  because  the  lack  of  systems  capacity 
may  force  us  to  do  this  work  manually.  To  finance  the  Federal  work-years,  we  have 
requested  a  181  supplemental  appropriation,  and  added  resources  to  the  1982  budget 
(both  requests  in  the  form  of  contingency  funds,  to  be  drawn  upon  if  the  Congress 
approves  the  President's  recommendations).  We  took  these  steps  to  assure  that  HHS 
has  the  manpower  resources  to  implement  the  proposals. 

As  to  "disability  tightening,"  this  is  a  procedure,  which  does  not  require  legisla- 
tion, to  step  up  efforts  to  remove  persons  who  are  not  eligible  for  social  security 
disability  benefits  from  the  rolls.  In  addition  to  the  Federal  work-years  shown 
above,  this  initiative  also  will  require  additional  State  resources  (175  State  work- 
years  in  1981  and  560  State  work-years  in  1982). 

You  have  also  asked  if  resources  were  diverted  from  other  functions.  We  have 
redirected  SSI  resources  to  SSA  (Title  II)  continuing  disability  investigations  from 
two  areas — SSI  conversion  and  periodic  review. 

SSI  Conversion 

Resources  were  budgeted  for  the  SSI  conversion  project— a  review  of  current  SSI 
beneficiaries  who  were  "grandfathered"  into  the  Federal  SSI  disability  program 
from  the  State  programs  in  1974 — to  assure  that  the  beneficiaries  continue  to  meet 
the  definition  of  disability.  Recent  findings  of  a  high  number  of  ineligibles  in  the 
social  security  disability  program  indicate  that  by  redirecting  these  resources,  as 
recommended  by  the  General  Accounting  Office,  we  can  achieve  greater  program 
savings  than  previously  budgeted. 

Title  XVI  Periodic  Review 

Under  the  periodic  review  provision  of  the  disability  amendments  of  1980,  SSA 
must  review  the  status  of  disabled  individuals  on  both  the  social  security  and  SSI 
rolls  at  least  once  every  three  years,  beginning  with  January  1982.  By  concentrating 
on  social  security  disability  cases  in  the  first  3-year  period,  we  can  expect  to  achieve 
greater  program  savings  than  previously  budgeted  based  on  review  of  a  combination 
of  Society  Security  and  SSI  cases. 

The  fiscal  year  1982  resources  redirected  from  these  projects  are: 


[Dollars  in  thousands] 


Federal  work- 
years 

Federal 

State  work- 
years 

State 

SSI  conversion   266 

Title  XVI  periodic  review   250 

$6,650 
6,250 

655 
368 

$36,809 
11,837 

12,900 

1,023 

48,646 
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Question.  During  our  questioning  of  four  past  Social  Security  Commissioners,  all 
four  agreed  that  the  number  one  administrative  priority  was  to  update  the  Social 
Security  computer  system  in  order  to  insure  that  social  security  beneficiaries  contin- 
ue to  get  their  checks.  These  past  Commissioners  felt  that  roadblocks  in  the  execu- 
tive branch  budget  process  have  made  it  impossible  to  obtain  the  necessary  changes 
to  the  current  ADP  system  which  is  5  or  6  years  out  of  date. 

1.  What  provisions  are  there  in  the  current  budget  for  upgrading  the  system, 
and  what  do  you  see  as  the  Department's  role  in  assuring  that  the  systems 
problems  are  solved? 

2.  Does  SSA  have  the  systems  capacity  to  undertake  the  implementation  of 
the  Administration's  Mega-cap,  minimum  benefit  and  student  benefit  provisions 
so  that  they  will  affect  savings  in  1982? 

3.  Hasn't  saturation  of  SSA's  systems  capacity  prevented  you  from  fully 
implementing  the  1980  Amendments? 

Answer.  1.  The  Administration's  budget  request  for  fiscal  year  1982  includes 
substantial  increases  for  SSA's  Office  of  Systems,  as  shown  in  the  table  below: 


[Dollars  in  thousands] 


Fiscal  year  1981         Fiscal  year  1982  Increase 
Positions      Money      Positions      Money      Positions  Money 


Staffing  and  related  "other  objects"   2,148     $62,217     2,600     $75,540    +452  +$13,323 

ADP  equipment  supplies  and  contractual  services   69,821    123,436    +53,615 


This  Administration's  budget  for  the  Office  of  Systems  in  fiscal  year  1982  is  460 
positions  and  $51  million  higher  than  the  Carter  budget.  The  increase  is  needed  to:  i 
recruit  critically  needed  personnel  such  as  experienced  programmers,  systems 
analysts,  hardware  and  procurement  specialists  and  computer  scientists; 
upgrade  SSA's  telecommunications  terminals  and  teleprocessing  facilities; 
provide  contractual  service  agreements  for  computer  time  on  systems  outside 
SSA  for  program  development  and  testing  and  operational  support; 
implement  new,  and  upgrade  existing,  work  process  control  systems; 
upgrade  SSA's  test  and  time-sharing  facility. 
The  increases  in  the  budget  provide  solid  evidence  of  Department  concern  for  the 
state  of  SSA's  systems.  However,  SSA's  system  difficulties  are  not  simply  one  of 
inadequate  hardware  capacity.  SSA  has  antiquated,  complex,  undocumented  soft- 
ware  that  is  inefficient  to  operate,  expensive  to  maintain,  and  difficult  to  modify.  To 
achieve  the  required  redesign  of  this  antiquated  software,  it  will  require  a  major 
commitment  of  resources  over  an  extended  number  of  years. 

2.  This  administration  has  requested  administrative  funds  and  staffing  both  for 
fiscal  year  1981  and  1982  to  implement  the  Mega-cap,  minimum  benefit,  student 
benefit  and  currently  insured-status  proposals  so  that  the  benefit  savings  projected;, 
in  the  budget  can  be  achieved.  The  request  recognizes  that  manual  processing  may -j 
be  necessary  since  there  is  insufficient  systems  capability  to  get  the  required  work  .,' 
done  within  time  to  achieve  the  savings.  Labor-intensive  manual  processing  may  be 
required  for  a  number  of  years  before  SSA  has  the  systems  capability  to  automate  ! 
these  proposals. 

3.  SSA  has  experienced  some  difficulties  in  implementing  some  of  the  provisions 
of  the  Social  Security  Disability  Amendments  of  1980  because  systems  support  has  I 
not  been  available.  All  provisions  have  been  implemented  timely,  but  where  limited 
systems  capability  prohibits  automated  processing,  the  Agency  has  and  will  carry 
out  the  tasks  assigned  manually,  until  the  systems  modifications  can  be  effected.. 
These  manual  processes  are  labor-intensive  and  error  prone.  Extensive  automated) 
support  in  the  immediate  future,  however,  is  unlikely.  The  capacity  of  SSA's  hard- 
ware  and  systems  personnel  is  severely  strained  maintaining  existing  operations.  In 
addition,  critically  short  system  resources  must  be  diverted  to  ensure  that  the 
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physical  relocation  to  the  New  Computer  Center  does  not  cause  an  interruption  in 
service  to  the  public. 

Since  the  procurement  process  to  add  to  systems  capability  is  long  and  complicat- 
ed, we  are  exploring  ways  of  streamlining  the  procurement  process  to  meet  the 
demands  of  additional  changes  in  the  law. 

Question.  We  understand  that  funds  have  been  budgeted  for  an  additional  310,000 
Continuing  Disability  Investigations  for  fiscal  year  1982.  Were  the  savings  for  possi- 
ble terminations  incorporated  into  the  Carter  budget  or  are  they  part  of  $200 
million  additional  savings  in  the  Reagan  Budget  Proposal? 

Answer.  The  Carter  budget  contained  funds  for  an  additional  310,000  Continuing 
Disability  Investigations  (CDI)  in  fiscal  year  1982.  Of  this  total,  240,000  were  expect- 
ed to  receive  a  medical  reevaluation  in  the  State  agencies. 

The  additional  CDI's  were  budgeted  to  result  from  the  following  activities: 

210,000 — implementation  of  the  periodic  review  provision  of  Public  Law  96- 
265. 

100,000 — review  of  current  SSI  beneficiaries  who  were  "grandfathered"  into 
the  Federal  disability  program  from  the  State  programs,  in  January  1974,  to 
assure  that  they  continue  to  meet  the  definition  of  disability. 
The  savings  from  expected  terminations  as  a  result  of  the  310,000  CDI's  were 
incorporated  into  the  Carter  budget. 

President  Reagan's  budget  for  fiscal  year  1982  provides  for  $200  million  in  addi- 
tional savings. 

One  of  the  proposed  savings  in  the  President's  plan  is  a  tightening  of  administra- 
tion which  allegedly  will  remove  many  ineligibles  from  the  rolls.  Presumably,  this  is 
in  addition  to  the  savings  already  estimated  for  the  reexamination  called  for  by  our 
1980  disability  amendments.  Please  provide  answers  to  the  following  questions  on 
this  proposal: 

Question.  Will  you  require  any  additional  legislative  authority  to  carry  this  out? 

Answer.  Through  the  President's  plan  of  tightening  the  administration  of  the 
social  security  disability  program,  we  anticipate  a  savings  of  $200  million,  in  addi- 
tion to  the  savings  already  estimated  for  the  reexamination  called  for  by  the  1980 
disability  amendments.  No  additional  legislative  authority  will  be  required  to  carry 
out  this  plan. 

Question.  Precisely  what  measures  will  be  taken  to  remove  ineligibles  from  the 
rolls  and  how  will  they  differ  from  what  is  contemplated  under  existing  law? 

Answer.  Essentially,  there  are  two  basic  activities  we  plan  to  undertake  to 
achieve  the  projected  savings.  First,  there  will  be  an  acceleration  of  the  CDI  process- 
ing schedule.  Beginning  in  March  1981  we  have  implemented  a  plan  to  target  high 
risk  cases  and  process  them  as  additional  CDI's.  The  prior  plan  has  assumed  that  we 
would  begin  processing  the  additional  CDI's  on  the  January  1982  starting  date  of 
the  periodic  review  provision  of  the  1980  disability  amendments.  Second,  we  plan  on 
shifting  budgeted  resources  from  SSI  CDI's  to  the  higher-payoff  title  II  cases  (title  II 
average  benefits  are  higher  than  SSI  average  benefits). 

Question.  What  are  the  assumptions  and  facts  behind  your  estimated  disability 
savings  for  this  proposal  (i.e.,  number  of  cases  currently  on  the  rolls  that  would  be 
terminated,  percentage  increase  in  denial  rates,  average  benefits  of  persons  in- 
volved, number  of  dependents,  etc.)?  Please  show  how  ALJ  reversal  rates  are  includ- 
ed in  your  projections. 
Answer.  The  budget  estimate  for  disability  savings  through  tightening  up  admin- 

I  istration  is  $286  million  for  1982,  but  this  "gross  savings"  has  to  be  offset  by  benefit 
savings  already  in  the  Carter  administration  budget  and  by  additional  administra- 

■  tive  costs,  to  arrive  at  a  net  additional  savings  of  $200  mililon. 

We  have  assumed  that  this  reexamination  of  cases  will  result  in  an  initial 

:  cessation  rate  of  about  19  percent.  Of  the  intitial  cessations,  we  estimate  that  75 

|  percent  will  file  for  reconsideration  and  about  60  percent  will  be  affirmed.  Of  these 
affirmations,  70  percent  will  request  a  hearing  and  40  percent  will  be  affirmed.  The 

1  net  savings  of  $200  million  reflect  the  anticipated  reversal  actions  of  the  ALJ's. 

]  To  produce  the  fiscal  year  1982  savings  estimate,  we  assumed  47,000  cases  cur- 
rently on  the  rolls  will  be  terminated.  These  47,000  primary  beneficiaries  will  have 

;  9,500  dependpents  who  will  also  be  terminated.  The  average  benefit  amount  for  the 
worker  and  dependents  is  estimated  to  be  $780  per  month,  due  to  the  high-benefit 
targeting. 

Question.  What  are  the  current  assumptions  and  savings  projections  for  the 
preeffectuation  review  and  periodic  reexamination  required  by  Public  Law  96-265? 

Answer.  Preeffectuation  review  began  in  October  1980  with  SSA  reviewing  15 
percent  of  the  DI  allowances  and  continuances.  As  mandated  by  Public  Law  96-265, 
we  plan  on  going  to  a  35  percent  review  in  Fiscal  Year  1982. 
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By  January  1982,  we  will  be  processing  approximately  30,000  additional  medical 
CDI's  per  month  under  the  mandate  of  the  periodic  review  provision  of  Public  Law 
96-265. 

The  projected  fiscal  year  1982  savings  of  all  these  activities  are  as  follows:  Mimons 

Preeffectuation  review   $18 

Periodic  review   4 

Accelerated  CDI  processing  (Reagan  initiative)   200 

Total  1982  savings   222 

Question.  Please  list  the  number  of  computer  programmers  employed  by  SSA  each 
month  for  the  last  year,  indicating  the  numbers  unreplaced  due  to  the  present  and 
previous  hiring  freezers. 

What  effect  will  the  freeze  have  on  your  ability  to  implement:  (1)  Public  Law  96- 
265;  (2)  the  President's  budget  proposals;  and  (3)  Public  Law  96-473? 

Answer.  The  job  series  within  SSA  that  includes  computer  programming  responsi- 
bilities is  the  GS-334  (computer  specialist  series).  This  job  series  includes  employees 
at  grades  ranging  from  GS-5  through  GS-12.  GS-13's  (also  in  the  334  series)  are 
systems  analysts,  not  programmers. 

In  the  GS-334  series  (GS-5  through  12),  the  Office  of  Systems  employed  731 
employees  on  December  30,  1979.  The  number  of  employees  on  duty  at  the  end  of 
February  1981  in  this  series  was  601.  Thus,  within  the  last  14  months,  the  Office  of 
Systems  has  lost  a  net  of  130  computer  specialists.  Accurate  data  on  a  month-by- 
month  basis  for  past  periods  are  not  available  in  SSA's  Human  Resources  Manage- 
ment Imformation  System.  The  system  has  data  for  the  most  recent  period  and 
year-end  data,  but  does  not  maintain  month-by-month  information  by  job  series. 

We  are  unable  to  isolate  in  an  accurate  way  the  losses  not  replaced  due  to  the 
present  and  previous  hiring  freezes  as  distinguished  from  other  factors,  such  as 
difficulty  of  recruitment.  Because  of  the  nationwide  shortage  of  ADP  professionals 
and  intense  recruitment  competition  in  both  the  public  and  private  sectors,  it  has 
been  difficult  for  the  Office  of  Systems  to  retain  and  replace  programmers  quickly. 
The  hiring  freezes  certainly  have  not  helped,  but  the  freezes  are  not  the  sole  reason 
for  the  drop  in  the  number  of  programmers  on  duty. 

Newly  recruited  and  trained  programmers  cannot  effectively  replace  the  loss  of 
experienced  programmers;  therefore  productivity  is  down.  SSA  s  software  is  largely 
undocumented  and  cannot  be  readily  modified  without  personal  knowledge  of  its 
unique  logic.  In  effect,  a  numeric  evaluation  of  SSA  programmer  losses  is  mislead- 
ing. The  loss  of  experienced  programmers,  i.e.,  programmers  familiar  with  the 
existing  undocumented  systems,  is  irreplaceable  within  manageable  timeframes  in 
SSA's  current  systems  environment. 

Employment  freezes  have  made  it  more  difficult  to  implement  the  Disability 
Amendments  of  1980  (Public  Law  96-265),  although  under  the  one-for-two  employ- 
ment restrictions  (which  lasted  from  March  1,  1980  through  January  20,  1981)  SSA 
gave  special  consideration  to  staffing  for  preadjudicative  review.  Because  of  the 
hiring  freeze  and  the  difficulties  in  retaining  and  replacing  programmers  quickly, 
we  have  not  been  able  to  provide  systems  support  in  implementing  Public  Law  96- 
265.  This,  in  turn,  has  forced  SSA  to  implement  the  law  primarily  in  a  manual  or 
semi-automated  mode,  both  of  which  are  labor  intensive  and  error  prone. 

On  balance,  employment  freezes  have  not  seriously  affected  our  ability  to  imple- 
ment the  provisions  of  Public  Law  96-473.  A  key  provision  of  this  law  restored  the 
monthly  earnings  test  in  the  year  benefits  terminate,  reducing  administrative  re- 
source needs.  This  was  offset  to  some  extent  by  additional  resources  needed  to 
implement  other  sections  of  the  bill. 

As  for  the  President's  budget  proposals,  the  new  Administration  has  requested 
additional  administrative  funds  and  staffing  in  the  form  of  a  contingency,  to  be. 
drawn  on  to  the  extent  that  Congress  approves  the  President's  recommendations. 
Naturally,  to  carry  out  the  President's  budget  proposals,  SSA  would  require  relief 
from  the  freeze. 

Question.  In  the  background  material  on  the  President's  programs,  it  is  stated 
that  studies  confirm  "that  huge  sums  are  paid  incorrectly  to  individuals  misclassi- 
fied  as  disabled."  Give  us  in  detail  the  results  of  the  background  studies  which  back 
up  these  assertions. 

Answer.  SSA  is  now  in  the  process  of  establishing  a  disability  insurance  payment 
quality  system.  The  purpose  of  this  system  is  to  provide  us  a  reliable  measurement 
of  the  accuracy  of  the  disability  insurance  benefits  we  pay  out  each  month,  as  well 
as  to  provide  information  that  will  be  helpful  to  us  in  identifying  causes  of  error 
and  in  developing  ways  to  prevent  them.  As  part  of  this  process,  SSA  is  conducting 
a  pilot  of  such  a  system. 
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The  first  phase  of  the  pilot  consisted  of  a  random  sample  of  3,154  cases  from  the 
April  1979  DI  caseload.  Our  pilot  samples  of  the  DI  caseload  have  shown  a  payment 
error  rate  of  19.2  percent.  Nearly  all  of  this  error — 18.7  percent — was  due  to  medical 
factors  and  the  remainder  was  due  to  nonmedical  factors.  This  18.7  percent  error 
rate  is  subject  to  certain  constraints.  First,  disability,  by  definition,  requires  medical 
judgments,  and  previous  tests  indicate  a  significant  degree  of  inconsistency  due  to 
the  subjective  nature  of  the  medical  and  vocational  factors  on  which  disability 
determinations  are  based.  Further,  these  figures  are  based  on  initial  determinations 
and  do  not  reflect  reversals  that  take  place  during  the  appeals  process. 

Although  these  error  rates  are  the  result  of  a  pilot  test  of  a  quality  measurement 
system  rather  than  an  ongoing  system,  the  rates  have  substantiated  other  reviews 
of  disability  insurance  beneficiaries  that  SSA  has  conducted.  We  believe  that  20 
percent  or  more  of  the  current  beneficiaries  may  not  be  disabled  and,  therefore,  not 
entitled  to  disability  insurance  benefits.  SSA  is  accelerating  the  administrative 
process  (continuing  disability  investigations)  under  which  beneficiaries  with  the 
potential  for  recovery  are  reviewed  to  determine  if  they  are  still  disabled.  We  plan 
to  increase  the  number  of  title  II  cases  reviewed  by  State  agencies  over  the  level 
proposed  in  the  Carter  budget  in  fiscal  year  1981  by  135,000  (from  139,000  to 
274,000).  We  plan  to  increase  the  number  of  title  II  cases  reviewed  by  State  agencies 
in  fiscal  year  1982  by  271,000  (from  199,000  to  470,000). 

Question.  The  President's  program  would  reinstitute  the  six  out  of  thirteen  at- 
tachment to  the  labor  force  coverage  requirement  which  was  eliminated  from  the 
disability  program  during  the  Eisenhower  Administration  in  1958. 

Who  and  how  many  would  be  affected  by  this  proposal?  Specifically,  how  would  it 
affect  women  and  people  with  progressive  disabilities? 

Answer.  A  study  of  people  recently  awarded  social  security  disability  benefits 
indicates  that  about  9  percent  would  have  been  ineligible  for  benefits  if  the  6  out  of 
13  requirement  had  been  in  effect.  Women  and  nonwhites  are  relatively  more  likely 
than  white  men  to  lack  6  out  of  the  last  13  quarters,  but  the  differences  by  sex  and 
race  are  not  great,  as  the  following  figures  show.  Also,  the  absolute  number  of  men 
affected  is  about  lVz  times  the  number  of  women. 

PERCENTAGE  OF  BENEFICIARIES  MEETING 

[6  out  of  13  requirement1] 

Total       Has  6/13      Doesn't  have  6/13 


Men   100.0  92.1          7.9  (60.5) 

White   100.0  92.8         7.2  (47.0) 

Nonwhite   100.0  88.5  11.5  (13.5) 

Women   100.0  88.5  11.5  (39.5) 

White   100.0  88.9  11.1  (30.9) 

Nonwhite   100.0  87.0  13.0  (8.6) 

Total   100.0  91.0  9.0  (100.0) 


1  Based  on  20  percent  random  sample  of  disability  entitlements  in  1978  and  1979  including  only  initial  entitlements  and  only  workers  on  the 
rolls  as  of  Jan.  1,  1980. 

We  estimate  that  in  the  first  full  year  of  the  proposal  (fiscal  year  1982)  about 
36,000  workers  and  19,000  dependents  would  be  affected  by  imposing  the  6  out  of  13 
requirement.  The  36,000  workers  represent  9  percent  of  the  approximately  400,000 
disability  benefit  awards  projected  under  present  law. 
The  impact  of  the  proposal  on  people  with  progressive  disabilities  is  hard  to 

.  measure  because  available  data  do  not  clearly  distinguish  progressive  diseases  from 
sudden-onset  conditions.  Under  the  proposed  requirement  people  with  progressive 
conditions  who  work  as  long  as  they  can  would  generally  not  lose  disability  benefits. 
Under  the  6  out  of  13  rule  a  worker  who  previously  had  a  steady  attachment  to  the 

:  labor  force  would  lose  insured  status  only  if  he  or  she  were  out  of  the  labor  force  for 

j  eight  consecutive  quarters  before  establishing  disability  onset. 

I     Question.  Under  the  President's  proposal  to  eliminate  the  minimum  benefit,  what 
i  will  be  the  lowest  possible  social  security  benefit  paid? 
Answer.  The  lowest  possible  benefit  would  be  $1.00. 

Question.  Under  the  President's  proposal  to  eliminate  the  minimum  benefit,  how 
J  many  individuals  will  receive  benefits  from  $0-25  per  month,  from  $25-50  per 
i  month,  $50-75,  and  $100+? 

\  Also,  in  each  category  how  many  will  be  receiving  a  government  pension  and  how 
many  will  have  their  SSI  benefits  increased? 
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Answer.  Our  preliminary  estimates  indicate  that,  if  the  minimum  benefit  were 
eliminated  and  benefits  were  based  directly  on  average  earnings,  the  distribution  of 
PIA's  for  those  retired  workers  currently  receiving  a  benefit  based  on  the  minimum 
would  be  as  follows: 

Percent 


$100  and  over   49 

$75  to  $100   19 

$50  to  $75   18 

$25  to  $50   12 

Under  $25   2 


Total   100 


About  3.0  million  beneficiaries  (8  percent  of  all  beneficiaries)  in  July  1980  quali- 
fied for  a  benefit  based  on  the  minimum  PIA.  At  least  1.7  million  of  those  receiving 
the  minimum  PIA  will  have  no  income  reduction  if  the  minimum  benefit  is  elimi- 
nated because  either  their  Social  Security  benefit  based  on  the  formula  in  the  law  is 
equal  to  the  minimum  (200,000),  they  are  dually  entitled  (1,000,000),  or  they  are 
receiving  SSI  (500,000).  Also,  about  360,000  of  those  receiving  the  minimum  PIA 
appear  to  receive  an  annuity  based  on  noncovered  Federal,  State,  or  local  employ- 
ment. 

Question.  List  the  number  of  government  employees  who  receive  the  minimum 
benefit  in  addition  to  their  government  pension,  broken  out  by  income  groups. 

List  the  number  of  government  employees  who  receive  a  social  security  benefit 
larger  than  the  minimum,  and  also  break  this  figure  out  by  income  groups. 

Answer.  Many  Federal  civil  service  retirees  qualify  for  social  security  benefits  in 
addition  to  their  federal  civil  service  pensions.  Of  978,180  retired  civil  service 
annuitants  in  December  1975,  and  total  of  74  percent  were  insured  for  social 
security  benefits.  They  include  45  percent  who  were  then  entitled  to  social  security 
and  another  29  percent  who  were  insured  but  had  not  yet  claimed  benefits,  usually 
because  they  were  not  old  enough. 


Amount  Percent 


Total  civil  service  annuitants,  December  1975    978,180  100 

Eligible  for  social  security   723,920  74 


Beneficiaries   443,300  45 

Special  age  72  or  transitionally  insured   3,830   

Retired  and  disabled  workers  and  spouses   439,470  45 


Not  yet  receiving   280,620  29 

Not  eligible   254,260        26  j 


Of  the  439,470  annuitants  then  receiving  regular  social  security  benefits,  28 
percent  had  benefits  based  on  the  minimum  PIA.  Their  median  civil  service  retire- 
ment pension  was  $490  a  month.  The  other  72  percent  of  the  dual  beneficiaries  had 
earned  social  security  benefits  above  the  minimum  PIA.  Their  civil  service  pensions 
were  somewhat  lower  than  the  pensions  of  those  with  the  minimum  PIA.  (See  the 
attached  table.)  Civil  service  retirees  who  were  not  receiving  social  security  had  a 
median  federal  pension  of  $570  a  month.  Data  on  other  income  sources  of  the- 
Federal  annuitants  are  not  available. 

We  do  not  have  comparable  information  on  the  roughly  1  million  people  who 
receive  state  and  local  government  pensions  based  on  noncovered  employment.  The 
data  available  indicate  that  their  patterns  of  social  security  receipt  are  roughly 
cofmparable  to  those  of  Federal  civil  service  retirees. 

Attachment. 
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FEDERAL  CIVIL  SERVICE  RETIREMENT  (CSR)  PENSION  BY  SOCIAL  SECURITY  ENTITLEMENT  AND  PRIMARY 
INSURANCE  AMOUNT  FOR  CIVIL  SERVICE  RETIREES,  DECEMBER  1975 


Entitled  to  social  security  by  primary  insurance  amount  Not 


Monthly  CSR  pension 

Total 

Minimum 
minimum 

($101.40) 

to  $129 

tnn  tn 
$159 

tlfifl  tn 

>plOU  IU 

$189 

$249 

V\(\  tn 

$299 

t?nn  nr 
more 

cFUIllcu 

to  social 
secu- 
rity 1 

Total  Civil  Service  retirees: 

Number  

439,470 

122,080 

59,190 

76,870 

54,520 

68,040 

38,830 

19,940 

538,710 

Percent   

100 

100 

100 

100 

100 

100 

100 

100 

100 

Under  $200  

21 

10 

12 

15 

23 

34 

40 

53 

5 

$200  to  $399  

30 

26 

31 

35 

35 

30 

27 

19 

21 

$400  to  $599  

26 

31 

31 

28 

23 

20 

18 

14 

28 

$600  to  $899  

16 

23 

18 

15 

13 

11 

10 

9 

26 

$900  or  more  

6 

9 

7 

6 

5 

5 

4 

5 

20 

Median  pension  

$390 

$490 

$440 

$400 

$350 

$290 

$270 

$185 

$570 

Percent  distribution  by  PIA  

100 

28 

14 

18 

12 

16 

9 

4 

Total  retired  workers  under  social  security  (in 

thousands)  

16,557 

2,251 

1,118 

1,730 

1,855 

3,558 

3,755 

2.290 

Percent  distribution  

100 
2.7 

14 

5.4 

7 
5.3 

10 
4.4 

11 

2.9 

22 
1.9 

23 
1.0 

14 

0.9 

Percent  receiving  civil  service  pensions  

1  Includes  280,620  who  were  insured  for  social  security  beneifts  but  had  not  yet  claimed  them. 

Source:  Daniel  N.  Price  and  Andrea  Novotny,  "Federal  Civil-Service  Annuitants  and  Social  Security,  December  1975,"  Social  Security  Bulletin, 
November  1977. 

Question.  You  speak  of  a  working  group  within  HHS  to  deal  with  the  issue  of  the 
health  of  the  social  security  program.  Can  you  tell  us  who  is  on  this  working  group 
and  when  they  will  make  their  report  to  you? 

Answer.  The  following  HHS  staff  are  on  the  working  group: 
David  Swoap,  Under  Secretary. 

John  Svahn,  Special  Assistant  to  the  Secretary  and  Commissioner  of  Social 
Security-Designate. 

Nelson  Sabatina,  Executive  Assistant  to  the  Commissioner, 

Robert  Myers,  Deputy  Commissioner  of  Social  Security  for  Programs. 

Linda  McMahon,  Associate  Commissioner  of  Social  Security  for  Family  As- 
sistance. 

Dwight  Bartlett,  Chief  Actuary,  Social  Security  Administration. 

Robert  Rubin,  M.D.,  Special  Assistant  to  the  Secretary. 

Louis  Hays,  Acting  Director,  Office  of  Child  Support  Enforcement. 
In  addition,  the  working  group  contains  representatives  of  the  Office  of  Manage- 
ment and  Budget,  the  White  House  Office  of  Policy  Development,  the  Office  of 
Personnel  Management,  and  the  Department  of  the  Treasury.  Their  report  is  due 
shortly. 

Mr.  Pickle.  We  thank  you,  Mr.  Secretary,  and  I  must  commend 
you  for  a  condensed  and  yet  comprehensive  overview  of  the  prob- 
lem we  face.  I  would  say  to  the  people  assembled,  the  members  of 
the  committee,  when  we  asked  the  Secretary  to  come  and  appear 
before  us  it  was  with  some  reluctance  in  view  of  the  fact  that  we 
hoped  he  might  testify  before  the  President  made  his  address  last 
night,  but  we  held  the  appearance  over  until  this  morning  because 
we  would  all  have  a  better  view  of  his  overall  recommendations. 

I  also  said  to  the  Secretary  that  we  would  not  expect  him  to 
come  to  make  specific,  concrete  hard  decisions  or  hard  recommen- 
dations at  this  stage  of  the  hearings,  but  we  would  hope  that  we 
would  have  those  very  soon,  so  with  that  understanding,  and  the 
Secretary  accepted  it,  we  are  very  pleased  that  you  would  come.  I 
do  not  think  the  committee  now  is  going  to  ask  you  to  give  positive, 
definite  answers,  but  we  will  pursue  some  general  questions,  Mr. 
Secretary,  that  concern  us. 
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May  I  also  say  to  the  committee  that  we  are  going  to  limit  you 
now  to  the  5-minute  limitation  on  the  first  round,  so  that  we  may 
proceed  rapidly,  and  that  includes  the  chairman. 

My  concern,  Mr.  Secretary,  is  this.  You  make  reference  through- 
out your  speech  that  you  are  going  to  appoint  someone,  the  Under 
Secretary  is  going  to  be  chairman  of  this  working  group.  You  say 
that  this  has  the  highest  priority,  that  you  are  committed  to  do 
something  about  the  social  security  program,  and  that  you  look 
forward  to  making  some  specific  recommendations  this  spring. 

That  concerns  me,  Mr.  Secretary.  The  social  security  problem  is 
one  which  I  think  should  have  an  equal  priority  with  the  tax  cut 
and  the  spending  cuts.  If  our  problem  is  as  serious  and  as  grave  as 
the  actuaries  describe,  it  would  seem  to  me  that  we  must  have 
quicker  action.  When  you  talk  about  this  spring,  that  is  when  the 
tulips  are  blooming.  Then  we  are  gone  for  the  Easter  recess,  and 
with  the  tax  bill  before  us  that  means  then  we  may  not  get  into 
social  security  until  May  or  midsummer.  Do  you  think  we  can 
afford  to  wait  that  long? 

Secretary  Schweiker.  Mr.  Chairman,  I  will  put  the  answer  in 
this  way.  If  you  are  talking  about  supplying  answers  for  the  short- 
range  problem,  I  am  sure  we  could  have  them  quicker  than  that  if 
that  is  what  the  committee  and  the  chairman  would  like.  If  we 
want  a  package  that  would  include  both  the  short-range  and  the 
long-range,  it  would  take  a  little  bit  longer,  to  assess  and  evaluate 
the  complex  and  very  difficult  issues.  We  could  accommodate  the 
committee  in  some  way,  if  we  wanted  to  have  a  fast  track  and  a 
little  slower  track,  but  I  still  hope  that  we  can  meet  the  committee 
chairman's  schedule  and  cooperate  in  a  way  that  will  give  it  expe- 
ditious treatment. 

I  recognize  what  the  chairman  says,  that  it  is  a  high  priority.  It 
is  certainly  my  highest  priority,  and  we  began  work  on  it  almost 
the  day  after  I  went  into  office  by  creating  a  working  group.  I 
certainly  want  to  accommodate  the  chairman  in  every  conceivable 
way,  but  I  do  not  want  to  give  him  a  product  that  we  either  cannot 
defend  or  that  will  not  hold  up  under  pressure. 

Mr.  Pickle.  I  would  then  express  a  personal  feeling  that  it  is  i 
imperative  that  we  move  quickly  on  the  area  of  social  security.  It  is  & 
extremely  controversial.  Every  month  that  goes  by  the  problem 
becomes  more  difficult,  and  when  you  talk  in  terms  of  needing  to 
take  swift  action  and  to  take  action  as  quickly  as  possible,  and  then 
to  say  we  are  going  to  make  a  report  this  spring  to  start  work  on 
it,  it  seems  to  me  we  have  lost  3  or  4  valuable  months,  and  I 
personally  would  hope  that  we  can  advance  this  much  more  quick- 
ly, and  this  committee  may  do  that  with  specific  proposals,  but  we ' 
would  want  to  visit  with  your  department  in  the  meantime. 

Our  immediate  problem  is  one  that  is  short-term,  and  it  is  I 
brought  on  by  inflation,  and  if  the  economy  can  improve,  the  social 
security  program  improves  immensely,  because  that  is  our  problem 
right  now,  because  of  inflation.  Now  as  I  understand  it,  the  admin- 
istration has  recommended  three  basic  changes,  in  the  minimum 
benefit,  in  the  student  benefit,  and  some  kind  of  a  megacap  with 
respect  to  disabilities.  Those  are  really  not  long  term.  They  would 
be  short  term,  but  it  is  not  realistic  to  believe  that  this  committee 
or  the  Congress  is  going  to  just  cut  out  student  benefits  automati- 
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cally,  that  they  are  just  going  to  cut  out  the  minimum  benefit 
immediately,  or  similarly  for  disability.  The  savings  then  that  you 
recommend  here,  $12  billion  to  $13  billion,  cannot  be  that  high, 
because  there  is  not  that  much  savings  involved,  so  we  have  an 
immediate  problem  of  how  do  we  correct  our  imbalance  now. 

With  that  as  a  background,  last  night  the  President  said  he  was 
not  going  to  make  any  changes  in  social  security  basic  benefits, 
including  full  cost  of  living.  Now  for  the  last  3  days  we  have  had 
testimony  from  former  Commissioners,  the  President's  Commission 
on  social  security,  the  Congressional  Budget  Office,  and  almost 
without  exception  they  think  that  one  of  the  most  impressive  prob- 
lems is  cost-of-living  increases.  Is  it  your  statement  that  you  are 
not  going  to  recommend  any  changes  in  the  cost-of-living  adjust- 
ment formula? 

Secretary  Schweiker.  We  really  have  not  rejected  any  options, 
Mr.  Chairman,  so  I  find  it  a  little  difficult  to  answer  the  question. 
If  I  may  divide  the  problem  into  two  parts,  I  think  that  the  short- 
range  problem  certainly  can  be  put  in  fairly  good  order,  not  by 
increasing  the  tax,  but  by  reallocating  the  tax  between  the  funds  or 
permitting  one  fund  to  borrow  from  another.  I  think  the  short- 
range  problem  could  certainly  be  solved  fairly  quickly  with  some 
legislation  to  do  that,  so  that  if  you  are  talking  of  doing  something 
immediately  about  the  present  crisis,  that  could  be  done  fairly 
quickly,  and  we  could  respond  quickly  to  a  request  if  you  want  to 
proceed  on  that  basis. 

Mr.  Pickle.  I  think  we  need  to  go  into  that  further,  and  the 
other  aspect  of  it  is  what  do  we  do  about  transfer  of  the  HI  fund. 
Those  two  areas,  the  cost  of  living  and  HI  possible  transfer  might 
give  you  some  running  room.  Otherwise  we  are  getting  into  deep 
trouble  quick  and  we  are  looking  down  the  road  30  years  when 
instead  we  have  got  to  look  in  front  of  us. 

My  time  has  expired,  but  I  would  like  to  come  back  to  that. 

I  recognize  Mr.  Gradison  now. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary.  Mr.  Secretary,  I  would  like  to  join  in 
support  of  the  comments  made  by  our  chairman  with  regard  to  the 
timing  of  this  matter.  I  think  we  are  helping  you  by  pushing  you  a 
little  bit  on  the  time,  simply  because  we  are  very  aware  of  the 
many  competing  demands  for  priority  and  all  the  issues  which  you 
are  going  to  have  to  confront,  and  we  have  a  special  legislative 
problem  which  in  my  judgment  simply  is  that  if  we  are  going  to 
legislate  on  social  security  we  have  to  do  it  this  year.  There  are  a 
number  of  reasons  for  that,  but  one  of  the  many  ones  is  simply 
that  next  year,  according  to  the  figures  you  have  presented  us,  is 
the  critical  point  when  the  ability  to  continue  to  pay  old-age  bene- 
fits comes  into  question,  and  therefore  to  reassure  the  public, 
action  this  year  is  certainly  indicated.  I  know  you  are  aware  from 
your  own  experience  up  here  that  it  does  take  time  at  our  end  to 
i  get  these  things  through  and  resolve  differences  between  the  two 
Houses. 

With  regard  to  the  figures  that  you  have  presented,  I  want  to  say 
to  you  first  of  all  that  I  am  encouraged  by  the  new  numbers  and  by 
the  positive  impact  that  the  President's  program  would  have.  I 
also,  however,  would  like  to  share  with  you  the  reaction  of  many  of 
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us  based  upon  the  hearings  that  we  have  had  so  far,  especially  the 
hearings  yesterday  with  four  former  Commissioners  of  social  secu- 
rity. As  you  know,  we  generally  receive  three  estimates  from  the 
actuaries,  the  optimistic,  the  pessimistic,  and  middle,  whatever 
they  call  it,  the  middle-of-the-road  one. 

In  recent  years  the  pessimistic  assumptions  have  turned  out  to 
be  closer  to  accurate  than  the  others.  I  mention  that  because  I 
think  you  are  wise  and  doing  just  the  right  thing  to  give  us  your 
best  judgment,  as  you  have  in  these  figures,  but  I  hope  you  will 
understand  why  some  of  us  may  want  to  see  a  range  of  choices,  and 
may  be  inclined  at  this  time  to  use  as  a  basis  for  legislation  the 
more  pessimistic  assumptions,  in  order  to  build  up,  hopefully,  an 
adequate  reserve  in  the  years  ahead,  so  that  if  there  is  an  unex- 
pected downturn  in  the  economy,  or  a  mix  of  economic  events  that 
eats  into  the  reserve,  we  will  have  a  larger  reserve  there  to  handle 
it.  Obviously  if  the  reserve  were  larger  now  we  would  not  have  the 
short-term  problem.  We  could  focus  on  the  longer-term  issues 
before  us. 

I  welcome  your  comments  if  you  have  any,  but  I  mention  this  to 
indicate  that  we  are  not  pessimistic  on  the  system,  but  we  are 
anxious  to  avoid  looking  at  projections  which  are  so  important  to 
tens  of  millions  of  Americans  just  through  rosy-colored  glasses, 
since  the  experience  of  recent  years  suggests  that  doing  so  has  been 
a  mistake,  a  mistake  that  we  have  all  participated  in. 

Secretary  Schweiker.  Let  me  say,  Mr.  Congressman,  that  if  the 
actuaries  were  coach  of  the  Washington  Redskins  they  would  have 
been  fired  long  ago  for  their  performance.  I  recognize  what  you  are 
saying.  I  know  that  we  have  consistently  in  the  past  erred  on  the 
side  of  being  too  optimistic  when  in  fact  pessimistic  assumptions 
were  more  relevant.  I  want  to  assure  this  committee  that  whatever 
programs  we  come  forward  with,  we  will  look  very  closely  at  the 
more  pessimistic  assumptions,  because  that  obviously  has  been  the 
error  in  the  past.  As  a  Senator  and  Congressman  I  voted  for  these 
things  with  the  understanding  that  they  were  going  to  solve  the 
problem,  and  this  would  be  the  last  whack  we  would  have  to  take 
at  it,  so  I  am  probably  just  as  saddle-sore  as  the  committee  is  in 
doing  that,  and  I  would  concur  with  them. 

I  also  want  to  respond  by  saying  that  I  recognize  that  the  com- 
mittee is  helping  me  by  putting  a  time  constraint  on  getting  some- 
thing out,  because  I  recognize  that  now  is  the  time  to  correct  the 
problem,  and  you  will  never  have  a  better  time  to  do  it,  so  I  do  not 
in  any  way  resent  the  time  pressure.  I  just  want  to  get  a  product 
back  to  you  that  will  be  satisfactory.  So  I  really  do  applaud  that, 
and  you  certainly  are  going  to  have  my  utmost  cooperation  in 
meeting  your  own  time  frame. 

Mr.  Gradison.  Thank  you,  coach. 

Mr.  Pickle.  Mr.  Secretary,  in  that  connection,  when  you  talk  in 
terms  of  the  pessimistic  or  the  optimistic  viewpoint,  I  would  hope 
you,  the  Under  Secretary,  or  the  Commissioners  would  give  us  any 
recommendations  you  would  have  about  how  you  deal  with  these 
projections,  whethef  we  are  accurate  or  inaccurate.  We  have  been 
inaccurate  for  20  years.  Now  what  safeguards  can  we  put  into  the 
system  so  that,  regardless  of  what  the  economic  assumptions  are, 
we  can  have  the  assurance  that  those  trust  fund  moneys  will  be 


235 


there?  It  is  not  enough  I  believe  to  say  we  are  going  to  have 
interfund  borrowing,  as  you  indicate.  We  can  do  that  and  it  will 
tide  us  over  to  mid-1983  or  mid-1984,  but  that  would  be  a  risky 
business  to  follow  just  in  itself,  so  give  us  what  recommendations 
you  have  about  how  you  would  go  about  it  regardless  of  the  pessi- 
mistic or  the  optimistic  viewpoints. 
Mr.  Jacobs. 

Mr.  Jacobs.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  find  a  glaring  omission  in  your  statement  this 
morning.  You  enumerate  eight  salient  areas  in  social  security  that 
are  representative  issues — problems  to  be  resolved — but  among 
those  eight,  can  you  think  just  offhand  in  your  entire  statement 
about  a  very  important  omission  that  has  occurred  in  terms  of 
problems  with  the  social  security  program?  Does  anything  occur  to 
you? 

Secretary  Schweiker.  What  was  the  last  part  of  that  question?  I 
did  not  hear  it. 

Mr.  Jacobs.  Can  you  think  of  any  significant  omission  from  your 
statement  concerning  salient  problems  in  the  social  security  pro- 
gram today? 

Secretary  Schweiker.  Certainly  I  am  aware  of  a  computer  prob- 
lem. I  do  not  know  if  that  is  what  you  mean. 
Mr.  Jacobs.  Let  me  give  you  a  hint. 

Secretary  Schweiker.  I  think  that  obviously  we  have  many  prob- 
lems. I  was  dealing  with  the  financing  problem.  We  have  problems 
with  women  and  how  we  treat  them. 

Mr.  Jacobs.  Yes. 

Secretary  Schweiker.  We  have  problems  with  

Mr.  Jacobs.  That  is  the  one  I  was  wondering  about.  I  see  enu- 
merated here  eight  different  problems,  all  being  equity,  and  the 
rights  of  beneficiaries  as  well  as  the  question  of  where  the  money 
is  going  to  come  from,  but  I  see  no  reference  at  all  anywhere  in 
your  statement  to  a  problem  which  affects  many  of  the  people  who 
constitute  more  than  half  of  the  population.  I  just  wonder  do  you 
talk  about  that  over  there?  Is  that  something  that  you  think  is  of 
any  consequence,  or  is  it  just  an  omission  by  inadvertence? 

Secretary  Schweiker.  As  I  understood  the  thrust  of  the  hearing, 
it  was  primarily  on  restoring  the  integrity  of  the  social  security 
trust  fund,  and  so  the  specific  instances  I  cited  refer  to  that  eventu- 
ality, that  we  do  restore  it,  and  that  it  is  a  serious  problem. 

I  did  not  attempt  to  give  you  an  overview  of  all  our  problems, 
and  that  is  why  we  did  not  have  any  reference  to  the  problems 
1  with  women.  I  certainly  concur  there  is  a  serious  problem,  and  I 
realize  that  there  is  a  growing  consensus  in  this  area  of  the  prior- 
ity of  this  problem.  I  think  one  of  the  difficulties  is  that  when  you 
go  to  correct  one  part  of  a  problem,  it  creates  some  others,  so  there 
'  is  not  an  easy  solution  in  this  area,  just  like  there  is  not  an  easy 
.  solution  in  the  financial  area,  but  we  certainly  will  address  this 
*  problem  as  well,  in  terms  of  the  committee's  interest  and  in  terms 
of  the  position  of  the  Administration. 

Mr.  Jacobs.  That  is  good.  I  just  take  No.  5  on  your  enumerated 
items  here,  and  I  find  the  retirement  test,  which  affects  the  pay- 
j  ments  of  benefits  to  people  with  earnings.  Now  surely  you  do  not 
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consider  a  change  in  the  retirement  test  a  solution  to  the  financing 
of  social  security,  do  you,  sir? 

Secretary  Schweiker.  We  just  put  it  down  on  the  basis  that  we 
were  going  to  look  at  every  eventuality.  For  example,  it  might  be 
that,  and  this  is  just  a  supposition,  that  if  you  change  the  retire- 
ment age,  one  offsetting  answer  might  be  to  let  people  have  the 
opportunity  to  earn  more  when  they  do  retire,  so  that  they  are  not 
put  in  the  situation  where  they  do  not  have  enough  to  make  ends 
meet. 

Mr.  Jacobs.  That  is  no  solution  to  the  financing.  That  will  cost 
$2  billion.  That  is  an  increased  benefit,  so  you  are  not  just  talking 
here  about  financing  problems  in  this  case.  You  are  talking  about 
creating  a  further  financing  problem,  about  $2  billion  a  year  by  the 
best  estimates  of  the  Social  Security  Administration,  so  you  have 
gone  into  the  question  of  benefits,  and  I  do  not  mean  to  belabor  the 
point.  I  simply  say  that  we  have  a  committee,  the  Ways  and  Means 
Committee  here  of  the  House  of  Representatives,  and  no  woman 
serves  on  the  Ways  and  Means  Committee.  I  do  not  know  who 
constitutes  the  highest  councils  of  your  own  staff,  sir,  the  people  at 
HHS  now,  and  I  do  not  mean  to  assume  the  role  of  the  great 
protector  of  womanhood  in  America  by  asking  this  question,  but  it 
seems  to  me  as  of  an  element  of  justice  that  you  ought  to  be 
thinking  about  that,  and  if  you  were  thinking  about  it,  it  would 
have  been  in  your  statement-in-chief,  especially  if  you  include  the 
implied  repeal  of  the  retirement  test,  which  would  mean  paying 
retirement  benefits  to  people  who  are  not  retired.  For  example,  the 
law  now  would  allow  a  70-year-old  man,  who  is  receiving  a  salary 
of  say  $200,000  a  year,  next  January  1  to  have  a  tax-free  social 
security  income  on  top  of  it,  would  it  not? 

Secretary  Schweiker.  I  certainly  do  not  disagree  with  the  Con- 
gressman at  all.  I  think  that  the  social  security  program  has  in- 
equities for  women.  There  is  no  argument  from  me. 

Mr.  Jacobs.  I  hope  I  have  reminded  you  of  it,  sir. 

Thank  you  very  much. 

Mr.  Pickle.  Mr.  Rousselot,  do  you  have  any  questions? 
Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  thank  you  for  being  here  today.  Thank  you  for 
your  statement. 

First  of  all  I  want  to  thank  you  for  your  willingness  to  meet 
head-on  with  this  issue,  your  identification  in  your  testimony  that  j 
you  realize  we  have  to  get  at  it  right  now,  and  move  on  it.  I  must 
say  that  I  tend  to  agree  with  my  chairman  and  other  members  who 
have  spoken,  that  I  hope  you  can  help  accelerate  the  long-term  . 
recommendations  that  you  will  have  as  quickly  as  you  can,  because 
I  also  feel  that  we  are  going  to  be  in  the  full  committee  working  on  j 
too  many  other  things  to  let  this  go  too  long,  and  especially  since 
the  President  last  night  says  there  will  be  two  parts  to  his  tax  | 
package,  one  the  immediate  and  one  later  on,  a  second  package.  So 
I  think  that  the  more  we  can  all  emphasize  the  necessity,  as  you  j 
said  in  your  testimony,  of  making  this  a  high  priority,  it  will  be 
extremely  helpful  to  us,  and  I  know  that  you  have  already  indicat- 
ed  you  wish  to  do  that,  but  I  tend  to  agree  that  spring  may  be  too 
far  down  the  road  for  us  to  get  started  in  our  legislative  process,  in 
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order  that  the  full  committee  can  take  up  any  kind  of  an  end 
product  also,  for  us  to  really  consider  seriously. 

We  heard  yesterday  from  several  former  Commissioners.  All  em- 
phasized the  major  problem  of  the  computers.  Can  you  comment? 
Have  you  had  a  chance  to  dig  into  that  at  all?  We  heard  from  one 
that  the  system  was  10  years  behind  being  upgraded  and  updated, 
that  it  really  let  out  an  awful  lot  of  considerations,  inadequate 
ability  to  cross-check,  all  kinds  of  things  in  helping  States  to  locate 
problem  areas.  Should  we  include  in  this  legislation,  even  though  it 
is  not  all  our  jurisdiction,  some  consideration  of  improving  the 
computer  operation? 

Secretary  Schweiker.  I  am  very  much  concerned  about  comput- 
ers, Congressman,  and  I  think  that  it  is  a  serious  problem.  I  think 
that  no  business  corporation  in  America  today  that  has  even  a 
percentage  of  the  kind  of  volume  that  the  Government  does  in  this 
area  would  stand  for  the  kind  of  computer  facility  we  have.  It  is 
two  or  three  generations  out  of  date.  It  is  old-fashioned,  and  it  is 
something  that  no  modern  American  corporation  would  put  up 
with.  I  think  there  is  a  risk  here,  so  your  point  is  well  taken.  We 
certainly  are  going  to  be  looking  at  the  computer  problem  closely 
and  perhaps  recommending  to  this  committee  some  steps  that 
ought  to  be  taken  in  this  area. 

Everybody  has  talked  about  moving  these  computers  from  one 
building  to  another  for  almost  a  decade.  I  am  the  Secretary  who 
will  be  on  the  watch  when  we  move  all  the  computers,  and  if  some 
computer  gets  snarled  up  or  messed  up  or  snafued  and  we  misshoot 
100,000  checks  across  the  country,  I  am  the  guy  at  the  computer 
door.  I  am  the  guy  realistically  sensitive  to  it.  I  think  it  is  an 
important  point.  I  would  like  to  have  an  opportunity  to  make  some 
recommendations  about  what  we  might  do  in  the  future. 

Mr.  Rousselot.  Do  you  think  it  would  be  helpful  for  us  to  go  look 
at  it  with  you  or  does  that  make  any  difference? 

Secretary  Schweiker.  No,  I  think  it  would  be  very  helpful.  We 
are  still  using  a  lot  of  tapes  out  there.  I  think  it  is  helpful  to  see 
some  of  the  old-fashioned  technologies  we  are  using.  Most  every 
other  corporation  is  using  computer  disks.  I  think  it  would  be 
helpful  to  see  just  the  mechanical  problem  we  have  of  sequentially 
using  tapes  instead  of  disks  in  these  computer  systems. 

Mr.  Rousselot.  You  mentioned  in  your  comments  that  you  felt 
that  reallocating  might  be  a  temporary  short-term  solution.  I  agree 
with  you,  it  is  very  short  term,  and  I  wonder  in  any  recommenda- 
tions that  you  make  in  this  regard  if  we  cannot  really  pressure  you 
to  go  beyond  that,  because  we  have  been  doing  that  really  on  a 
temporary  basis,  and  it  does  not  really  seem  to  solve  the  long-range 
problem.  Again  I  hope  we  can  encourage  you  to  move  beyond  just 
that  very,  very  temporary  solution. 

Secretary  Schweiker.  I  can  only  concur,  Congressman.  I  think 
that  is  only  a  Band-Aid,  and  I  think  we  should  have  courage  in  the 
Administration  to  face  up  to  the  whole  problem,  and  I  only  divided 
it  into  two  parts  on  the  basis  that  we  could  get  one  to  you  immedi- 
ately. The  other  will  take  a  little  bit  longer,  but  I  think  we  ought 
to  put  the  package  together  and  do  the  whole  job  right,  and  I 
concur. 
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Mr.  Rousselot.  You  are  willing  to  work  with  us  immediately  in 
the  drafting  of  a  bill? 

Secretary  Schweiker.  I  am. 
Mr.  Rousselot.  Thank  you. 

Mr.  Pickle.  Mr.  Secretary,  before  I  recognize  Mr.  Cotter,  may  I 
ask  you  do  you  have  or  have  you  appointed  a  Social  Security 
Administrator  yet? 

Secretary  Schweiker.  Mr.  Chairman,  I  am  in  a  difficult  position. 
I  have  indicated  a  choice.  I  have  made  a  recommendation.  It  is 
going  through  some  procedural  clearances  at  the  White  House. 
There  has  been  some  press  speculation  on  it,  but  I  have  to  be  in 
the  position  of  having  the  President  announce  that. 

Mr.  Pickle.  I  am  sure  you  understand  our  apprehension  and 
deep  concern  that  this  pressing  national  top  priority  that  we  have 
in  this  country  is  not  being  administered  with  an  SSA  Administra- 
tor yet,  so  I  would  hope  that  that  would  be  done.  I  do  not  know 
what  difficulty  you  have.  We  understand  that. 

Secretary  Schweiker.  It  was  one  of  the  first  job  selections  that  I 
made,  and  hopefully  the  announcement  will  be  forthcoming  very 
shortly. 

Mr.  Pickle.  Mr.  Secretary,  it  probably  might  be  like  this.  We  had 
a  little  bit  of  trouble  getting  our  committee  together  this  year 
because  we  did  not  have  many  volunteers,  and  it  may  be  that  down 
the  street  you  may  have  a  little  trouble  with  a  lot  of  people  saying 
"Sylvester  does  not  want  the  ball,"  but  we  have  got  to  have  an  SSA 
Administrator,  and  I  hope  you  will  get  it  to  us  as  quickly  as 
possible. 

Secretary  Schweiker.  I  had  to  do  a  little  arm  twisting  to  get  my 
Commissioner. 

Mr.  Pickle.  May  I  also  say  this  to  you,  and  I  am  making  this  as 
a  suggestion.  This  committee  is  proceeding  to  try  to  put  together 
some  kind  of  an  overall  package,  both  short  term  and  long  term. 
As  you  say,  we  do  not  need  any  more  studying.  We  have  got  that, 
but  you  say  we  ought  to  review  it.  Now  I  do  not  know  the  differ- 
ence much  between  a  long  review  and  a  deep  study,  but  no  matter. 
I  am  going  to  suggest  to  you  that  perhaps  by  the  first  week  in 
March  this  committee  or  the  administration  together  or  separately 
might  come  together  with  some  kind  of  legislation  to  consider.  I 
hope  you  look  at  those  goals,  and  if  that  is  too  short  a  time,  why 
we  will  visit  with  you  about  it,  of  course. 

I  have  another  summation,  but  I  want  to  recognize  Mr.  Cotter 
now. 

Mr.  Cotter.  Mr.  Chairman,  I  will  be  happy  to  yield  to  you. 
Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  it  is  good  to  have  you  here.  I  want  to  compliment 
you  on  a  fine  statement,  I  empathize  with  the  chairman.  I,  too, 
agree  that  the  time  for  study  is  over,  and  I  am  sure  you  will  leave 
here  with  the  impression  that  there  is  unanimity  on  both  sides  of 
the  aisle.  We  have  got  to  move  and  we  have  got  to  move  fast  on 
this,  and  I  know  you  will  cooperate  with  us. 

In  your  proposals  here  on  page  6,  you  mentioned  eliminating 
wasteful  disability  insurance  payments  by  tightening  administra- 
tion and  eliminating  misdirected  benefits,  for  a  total  savings  of  $8.5 
billion. 
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Now  as  you  know,  in  1980  we  enacted  some  disability  benefits 
legislation  which  would  eliminate  many  of  the  abuses  in  this  area. 
Does  your  figure  contemplate  the  savings  which  can  be  accom- 
plished by  this  legislation  which  we  enacted  last  year,  or  is  this 
something  added  on,  so  to  speak? 

Secretary  Schweiker.  As  I  understand  it,  we  do  anticipate  doing 
some  things  beyond  what  was  done  last  year. 

[HHS  submitted  the  following:] 

The  disability  insurance  proposals  would  (a)  tighten  the  disability  eligibility  re- 
quirements, (b)  limit  the  amount  of  total  benefits  payable  to  social  security  disabil- 
ity beneficiaries  who  also  receive  disability  benefits  from  other  programs,  and  (c) 
intensify  the  review  of  the  disability  benefit  rolls  to  assure  that  only  those  who 
continue  to  be  disabled  remain  on  the  rolls. 

A.  Eligibility  (insured  status). — Under  current  law,  a  person  can  get  disability 
benefits  even  if  he  has  not  worked  under  social  security  for  as  long  as  5  years.  To 
assure  that  only  those  people  who  can  be  presumed  to  lose  earnings  from  covered 
work  due  to  their  disability  can  qualify  for  benefits,  as  the  program  originally 
intended,  we  propose  to  require  that  a  person  meet  a  recent-work  test  in  addition  to 
the  two  tests  that  a  person  must  generally  meet  under  present  law  in  order  to  get 
disability  benefits.  Under  the  additional  test,  a  person  would  need  IV2  years  of 
social  security  covered  work  in  the  3-year  period  preceding  disability. 

B.  Combined  benefit  limitation  (mega-cap). — This  proposal  would  assure  that 
people  who  get  social  security  disability  benefits  and  benefits  from  other  disability 
programs  do  not  get  total  benefits  that  exceed  their  predisability  net  earnings.  A 
person's  social  security  disability  benefits  would  be  reduced  so  that  the  combined 
benefits  payable  under  Federal,  State,  and  local  disability  programs  will  not  exceed 
a  person's  predisability  earnings.  The  proposal  would  not  apply  to  needs-based 
benefits,  private  insurance,  or  VA  service-connected  disability  benefits. 

C.  Continuing  eligibility  review. — Additional  reviews  of  the  continuing  eligibility 
of  people  getting  disability  benefits  will  help  assure  that  only  those  people  who 
continue  to  be  disabled  will  receive  benefits. 

Mr.  Cotter.  This  would  be  additional  savings? 
Secretary  Schweiker.  Yes. 

Mr.  Cotter.  Over  and  above  what  could  be  accomplished  by  the 
disability  amendments  of  1980;  is  this  correct? 
Secretary  Schweiker.  That  is  right. 

Mr.  Cotter.  Could  you  give  me  an  indication  of  how  you  would 
go  about  this?  You  know  this  is  a  pretty  tough  area,  particularly 
where  it  is  handled  on  the  State  level.  Standards  vary  between 
States.  You  have  administrative  law  judges  involved  in  the  whole 
thing.  It  is  a  tough  area. 

Secretary  Schweiker.  These  are  primarily  managerial  controls. 
For  example,  increased  screening  of  disability  claims  in  cases 
where  high  monthly  benefits  are  being  paid  before  forwarding  to 
the  State  agencies  the  continuing  investigation,  and  defer  doing 
some  of  the  SSI  investigations  and  concentrate  on  the  DI  investiga- 
tions. In  other  words,  it  is  a  matter  of  utilizing  resources  where  we 
feel  the  biggest  potential  for  error,  fraud,  or  abuse  is  a  managerial 
function  that  we  feel  we  can  do  internally. 

Mr.  Cotter.  There  is  no  question  there  are  many  abuses  in  this 
area,  but  would  this  be  done  on  the  State  level?  Would  it  be  done 
by  your  Department,  or  what  is  the  mechanism  you  contemplate? 

Mr.  Schweiker.  Yes,  it  would  be  primarily  done  within  our 
Department,  and  would  be  a  matter  of  reassigning  some  priority, 
instead  of  sort  of  treating  everything  the  same  across  the  board. 
We  would  look  where  the  biggest  potential  for  abuse  might  be,  and 
investigate  these  areas  as  opposed  to  just  at  random  doing  some 
things  that  we  have  done  in  the  past. 
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Mr.  Cotter.  This  is  a  monumental  job,  I  think  there  is  a  great 
deal  of  abuse  in  this  particular  area,  but  it  would  appear  to  me 
that  whether  it  is  done  through  your  Department  or  through  the 
States,  their  income  maintenance  departments,  that  it  would  re- 
quire a  great  deal  more  manpower,  the  administrative  costs  alone 
may  really  not  compensate  for  what  you  might  pick  up  in  savings. 

Secretary  Schweiker.  It  certainly  does  require  manpower. 

Mr.  Cotter.  There  is  no  question  about  it. 

Secretary  Schweiker.  Right,  and  I  think  you  have  to  look  at 
where  your  manpower  has  been  spent  in  the  past  and  what  it  has 
produced.  For  example,  we  feel  that  concentrating  more  of  our 
personnel  on  social  security  disability  investigations  as  opposed  to 
the  SSI  disability  investigations  will  produce  a  greater  dollar  sav- 
ings. 

Mr.  Cotter.  More  bang  for  the  buck  then. 

Secretary  Schweiker.  Just  because  of  a  high  error  rate,  and 
because  social  security  disability  benefit  levels  are  higher  than  SSI 
disability  payments. 

Mr.  Cotter.  This  figure  seems  pretty  large,  and  when  you  look  at 
the  cost  of  putting  these  management  programs  into  effect,  I  ques- 
tion whether  the  $8.5  billion  is  realistic,  I  know  it  is  probably 
unfair  to  put  you  on  the  spot  today,  but  I  would  ask  that  your 
Department  look  into  this  and  come  back  with  specifics  on  it  as  to 
what  the  savings  would  be,  what  the  management  costs  would  be, 
and  whether  our  figures  on  the  savings,  because  of  the  disability 
amendments  of  mid-1980,  are  realistic  as  well.  I  would  ask  unani- 
mous consent,  that  this  be  provided  for  the  committee  Mr.  Chair- 
man. 

Mr.  Pickle.  That  consent  is  granted,  Mr.  Cotter. 
[HHS  submitted  the  following:] 

Cost  savings  estimates  for  the  proposed  disability  insurance  changes  are  being 
developed  and  will  be  forwarded  as  soon  as  possible. 

Secretary  Schweiker.  You  are  right.  In  terms  of  work  and 
people  involved,  for  example,  part  of  the  costs  would  be  for  recruit- 
ing and  training  additional  State  agency  examiners  to  handle 
larger  CDI  workload.  However,  we  have  taken  that  cost  into  consid- 
eration in  figuring  the  overall  savings.  These  administrative  costs 
would  primarily  be  for  State  agency  personnel  but  we  would  pay 
for  them,  so  it  is  not  a  burden  that  we  would  put  on  the  States 
without  reimbursement. 

Mr.  Cotter.  Yes,  but  some  way  or  the  other  States  will  be 
looking  for  the  money  back.  You  know  that. 

Secretary  Schweiker.  Right.  The  Federal  Government  pays  the 
States  for  all  costs  of  making  disability  determinations. 

Mr.  Cotter.  Thank  you  very  much,  Mr.  Chairman. 

Thank  you,  Mr.  Secretary. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarinl  Mr.  Secretary,  we  thank  you  for  the  benefit  of  your 
testimony.  Let  us  put  the  Nation  at  ease.  About  a  year  ago  the 
Commission  came  down  with  the  suggestion  that  the  social  security 
benefits  be  taxed.  Does  this  administration  propose  to  tax  social 
security  benefits  for  the  disabled  or  elderly? 

Secretary  Schweiker.  I  personally  am  against  taxing  social  secu- 
rity benefits. 
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Mr.  Guarini.  Can  you  speak  for  the  administration? 
Secretary  Schweiker.  I  do  not  know  if  I  do  or  not.  I  suspect  I  do, 
but  I  do  not  know. 
Mr.  Guarini.  That  is  part  of  an  answer. 
Mr.  Rousselot.  Will  the  gentleman  yield? 
Mr.  Guarini.  Yes. 

Mr.  Rousselot.  That  is  not  part  of  the  President's  second  tax 
package,  is  it? 

Mr.  Guarini.  I  hope  not.  We  are  all  in  trouble  if  it  is. 

Secretary  Schweiker.  Maybe  I  can  answer  it  this  way.  There  are 
no  plans  that  I  know  of  in  the  administration  on  the  first  or  second 
track  to  do  this.  Maybe  that  is  a  more  complete  answer. 

Mr.  Guarini.  I  would  be  worried  about  that,  Mr.  Secretary.  The 
Nation  is  not  at  ease. 

May  I  ask  you  whether  or  not  it  is  the  intention  of  the  adminis- 
tration to  support  what  is  known  as  the  Conable  bill  or  to  some 
extent  pay  for  medicare  services,  not  out  of  the  social  security 
funds,  but  to  pay  for  them  out  of  Treasury  funds? 

Secretary  Schweiker.  I  did  not  come  here  today  to  really  support 
any  particular  bill,  and  the  understanding  we  had  with  the  chair- 
man was  that  I  would  outline  the  parameters  of  the  problem  as  I 
saw  it,  and  give  you  my  ideas  of  priorities  and  recommendations,  so 
I  am  really  not  prepared  to  make  any  recommendations  on  specific 
legislation.  We  well  may,  but  I  just  do  not  know  yet. 

Mr.  Guarini.  You  have  not  got  a  position  on  that  as  yet,  then. 

Secretary  Schweiker.  I  do  not,  no. 

Mr.  Guarini.  Lastly,  let  me  ask  you  this.  It  was  testified  that 
about  70  percent  of  the  people  now  retire  at  the  age  of  62,  that  65 
is  not  the  age  of  retirement  in  our  country,  that  people  opt  for  an 
early  retirement.  This  takes  them  out  of  the  productivity  stream  of 
the  country.  Do  you  intend  to  study  this  and  put  incentives  into 
our  program  so  that  people  would  retire  later  and  stay  working  if 
they  are  able  to  work? 

Secretary  Schweiker.  I  think  that  is  one  of  the  features  that  we 
would  certainly  look  into,  because  I  think  you  raise  a  very  good 
i  point,  that  we  well  may  want  some  incentives  there  to  help  a 
|  person  who  would  like  to  stay  on  and  work  and  get  a  better  benefit 
later  on.  So  that  is  one  of  the  incentives  specifically,  yes,  that  we 
would  look  at. 

Mr.  Guarini.  Thank  you,  Mr.  Secretary.  I  look  forward  to  your 
testimony  later. 

Secretary  Schweiker.  Thank  you. 

Mr.  Pickle.  Mr.  Gephardt. 
-  Mr.  Gephardt.  Thank  you,  Mr.  Chairman,  and  I  add  my  voice  to 
those  who  welcome  you  to  the  committee  and  look  forward  to 
working  with  you  to  carry  out  what  you  said  is  your  highest 
priority — to  shore  up  and  make  more  stable  the  social  security 
system. 

I  My  question  is  in  two  related  parts.  In  the  Washington  Post  of 
'  February  11  there  was  a  story  relating  to  the  administration's  re- 
reassurance  that  there  were  seven  programs  including  the  social 
isecurity  basic  retirement  benefit  that  would  not  be  cut  in  the 
.  Reagan  economic  proposals.  As  your  testimony  indicates  and  as  the 
President's  speech  last  night  and  the  accompanying  materials  indi- 
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cate,  there  is  a  cut  called  for  in  the  minimum  benefit  and  in 
certain  student  benefits. 

My  question  is  how  do  we  define  those  as  not  being  part  of  the 
social  security  retirement  program,  that  is  A,  and  B,  even  if  we 
agree  that  that  had  to  be  done,  let  us  assume  that  for  the  moment, 
how  is  the  effort  to  make  those  two  cuts  related  to  our  need  to  put 
together  a  social  security  bill  that  is  perhaps  broader  than  that  in 
the  very  near  future?  To  put  it  another  way,  are  you  advocating 
that  we  make  those  two  cuts  in  a  reconciliation  bill  this  spring, 
before  we  do  a  social  security  bill,  or  would  you  be  satisfied  to  have 
those  two  cuts  and  a  lot  of  other  recommendations  considered  in  a 
social  security  bill  that  may  or  may  not  come  simultaneously  with 
the  reconciliation  process? 

Secretary  Schweiker.  To  answer  your  first  question,  Congress- 
man, the  word  that  was  used  initially  and  it  might  not  have  been 
reported  in  that  particular  paper,  was  I  believe  "core"  benefits  for 
social  security,  so  there  was  an  attempt  to  draw  a  distinction 
between  core  benefits,  and  maybe  somebody  changed  it  to  basic, 
but  core  benefits  was  the  original  word,  which  I  think  is  probably  a 
little  more  accurate  description  of  what  we  are  trying  to  do.  When  j 
you  talk  about  basic  benefits,  you  probably  broaden  the  definition. 
I  do  think  the  President's  intention  though  was  to  not  change  core 
benefits,  and  that  is  why  he  in  his  definition  did  not  include 
minimum  payment  and  student  benefits.  That  is  terminology.  On  j 
the  other  hand,  when  you  start  talking  basic  benefits  then  it  be-  j 
comes  a  broader  issue. 

On  the  second  part  of  your  question,  it  is  the  administration's 
desire  to  put  these  social  security  changes  in  a  reconciliation  pack-  j 
age,  on  the  basis  that  that  can  be  done  fairly  soon,  and  on  the  basis 
that  everybody  will  make  some  contribution  in  that  reconciliation  ! 
package  in  solving  the  budget  problem.  On  the  other  hand,  I  would  j 
argue  very  strongly  that  major  substantive  items,  such  as  changing  j 
the  retirement  age,  or  changing  the  inflation  adjustment  should  ; 
not  be  put  in  the  reconciliation  package.  On  these  this  committee  j 
and  comparable  committees  should  be  given  a  chance  to  make  j 
long-range  policy  judgments.  So  I  argue  very  strongly  and  I  think 
successfully  for  a  two-tier  effect  here,  which  would  give  this  com-; 
mittee  its  lead  role,  so  we  do  strike  off  some  things  that  I  would 
say  are  not  core  benefits,  but  we  also  then  are  going  to  come  back ) 
with  a  basic  program  that  affects  the  future,  which  the  committee  i 
would  be  heavily  involved  in,  and  it  would  not  be  in  reconciliation,  i 

Mr.  Gephardt.  I  thank  you  for  the  answer.  I  guess  I  have  a  little 
concern  that  we  can  accomplish  this  in  reconciliation  without  let- 
ting the  country  know  the  bigger  picture,  where  we  are  trying  to ' 
go  with  social  security,  but  I  think  since  we  started  these  hearings 
this  soon,  and  we  have  had  such  good  and  extensive  hearings,  that 
maybe  we  can  develop  that  picture  on  a  parallel  track  with  the 
reconciliation  bill.  I  do  not  know. 

Secretary  Schweiker.  I  did  argue  very  strongly  in  the  Cabinet 
meetings  and  Presidental  meetings  for  exactly  that  position.  I 
think  that  position  has  been  accepted,  so  I  really  believe  there  is  a 
strong  commitment  within  the  administration  to  do  what  this  com- 
mittee wants  to  do  and  what  you  are  saying  we  ought  to  do. 
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Mr.  Gephardt.  Let  me  just  ask  one  corollary  question,  and  that 
is  I  take  it  from  what  you  are  saying  in  your  testimony  and  what 
was  said  earlier  that  you  are  not  ruling  out  other  changes  in 
benefits,  nor  are  you  ruling  out  the  change  in  the  cost-of-living 
escalator  treatment  in  the  social  security  program  by  the  fact  that 
it  was  not  included  in  your  initial  reconciliation  recommendations? 

Secretary  Schweiker.  That  is  exactly  right,  and  I  felt  that  when 
you  got  into  those  areas,  in  the  age  area  particularly,  that  you  are 
really  getting  to  basic  policy  changes,  and  it  would  not  be  desirable 
to  put  those  in  a  reconciliation  package  and  preempt  a  committee 
such  as  this  one  that  really  should  make  the  prime  decisions.  That 
is  correct. 

Mr.  Gephardt.  One  last  question.  I  did  not  see  in  your  testimony 
any  reference  to  the  various  ideas  for  introducing  general  revenue 
into  the  system  that  have  been  made  through  the  years.  Is  that 
totally  out  of  discussion? 

Secretary  Schweiker.  I  have  taken  a  position  personally,  and  I 
believe  it  is  pretty  well  the  administration's  position,  that  we 
should  not  use  general  revenue  financing  for  the  social  security 
fund.  I  think  that  just  delays  the  problem  and  is  sort  of  a  nonsolu- 
tion. 

On  the  other  hand,  I  have  not  ruled  out  maybe  taking  a  look  at 
part  of  medicare  and  some  of  the  things  that  I  do  not  consider 
basic  core  benefit  programs.  I  rule  out  general  revenues  for  the 
basic  program,  because  I  think  we  have  to  own  up  to  solving  the 
funding  crisis.  We  cannot  defer.  We  cannot  pass  the  buck.  On  the 
other  hand,  I  think  we  should  look  at  some  of  the  things  that  you 
could  classify  in  another  way,  that  are  hard  core  or  basic  social 
security  programs,  and  just  study  them.  I  do  not  have  any  recom- 
mendations on  them,  but  we  certainly  should  not  exclude  them. 

Mr.  Gephardt.  Thank  you  for  your  testimony. 

Mr.  Pickle.  I  recognize  the  gentleman  from  Massachusetts,  Mr. 
Shannon,  who  represents  the  same  State  that  our  great  former 
Chairman  Burke  came  from. 

Mr.  Shannon.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  you  mentioned  in  your  testimony  student  benefit 
cuts  that  you  would  be  proposing,  and  said  that  there  were  more 
appropriate  Federal  assistance  programs  available.  Yet  part  of  the 
Reagan  administration's  overall  economic  proposal  includes  cuts  in 
the  guaranteed  student  loan  program  and  the  Pell  grant  program. 
Wouldn't  we  be  cutting  back  on  both  types  of  educational  benefits 
at  the  same  time  and  be  greatly  limiting  the  ability  of  students  to 
finance  a  higher  education. 
Secretary  Schweiker.  It  is  true  that  there  are  cuts  in  the  educa- 
'  tional  programs,  and  as  a  member  of  the  Senate  Education  Com- 
i  mittee  who  has  worked  in  those  programs,  I  know  them  quite  well. 
:  I  do  think,  though,  that  when  you  look  at  the  nature  of  the  cuts, 
they  do  not  go  to  the  person  who  is  basically  in  need  of  student 
financial  help  at  your  low-income  level.  I  think  the  cuts  primarily 
I  will  affect  your  middle  and  upper  income  levels,  so  I  think  the 
]  point  probably  to  be  made  here  is  that  when  you  come  to  the 
i  person  in  need,  the  person  at  the  lower  income  level,  he  will  not  be 
.  affected  by  it,  but  some  of  the  people  in  this  program  who  would  be 
the  middle  or  upper  income  level  would  be  affected. 
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Mr.  Shannon.  Would  anticipate  that  you  will  structure  these 
cuts  in  such  a  way  that  low-income  people  would  be  taken  care  of 
at  the  expense  of  middle-income  people  or  upper  income  people. 

Secretary  Schweiker.  I  think  that  is  the  way  the  educational 
cuts  were  structured,  and  I  say  that  same  situation  would  apply 
here,  that  those  who  are  really  in  need  in  terms  of  this  particular 
program  would  still  be  able  to  get  help  under  one  of  the  other 
educational  loan  programs  or  the  Pell  grants  as  we  now  call  them. 
They  would  still  very  much  be  able  to  get  it. 

Mr.  Shannon.  How  much  real  savings  are  we  going  to  realize  if 
we  just  switch  people  from  the  social  security  program  to  one  of 
the  other  Government  programs?  Have  you  taken  a  look  at  those 
numbers? 

Secretary  Schweiker.  I  do  not  have  them  broken  down  specifical- 
ly, because  it  depends  so  much  on  which  program  you  are  talking 
about.  If  you  are  talking  about  a  Pell  grant,  since  it  is  a  grant, 
obviously  you  are  not  going  to  save  money.  If  you  are  talking  about 
a  subsidized  loan  situation,  where  the  person  will  pay  back  the 
money,  you  will  save  significantly.  Again  I  think  it  gets  down  to 
the  fact  that  if  a  person  is  in  the  lowest  income  group  we  will  not 
save  too  much  money.  As  he  goes  up  the  scale  we  will  save  more 
money,  and  that  is  the  purpose  of  the  cuts. 

Mr.  Shannon.  It  seems  to  me  that  much  of  what  the  administra- 
tion is  saying  we  should  do  with  the  budget  is  premised  upon  the 
existence  of  other  programs  that  will  pick  up  the  slack.  This  is 
certainly  true  in  the  education  area.  Perhaps  if  we  cut  the  social 
security  student  benefit,  the  effected  students  would  be  picked  up 
by  another  program.  But  at  the  same  time  you  talk  about  cutting 
the  student  benefit  you  are  also  talking  about  cutting  other  pro- 
grams. I  am  concerned  that  this  committee  is  only  going  to  see  one 
piece  of  the  picture,  without  having  a  real  sense  of  how  other 
programs  are  going  to  pick  up  the  people  that  might  be  cut  off 
were  we  to  adopt  the  administration's  proposal.  Whatever  you  can 
do  to  coordinate  your  proposals  and  give  us  some  numbers  as  to  the 
eventual  availability  of  aid,  assuming  that  your  budget  cuts  in 
those  student  loan  programs  and  Pell  grant  programs  are  adopted, 
would  be  very  helpful  to  us. 

[HHS  submitted  the  following:] 

STUDENT  AID 

The  Administration's  proposals  regarding  Federal  assistance  for  post-secondary 
education  are  designed  to  improve  the  target  efficiency  of  the  allocation  of  Federal 
assistance  by  focussing  it  on  students  who  demonstrate  a  need  for  assistance  in 
order  to  pursue  a  course  of  higher  education. 

SSA  estimates  of  the  size  of  the  reductions  in  Title  II  student  benefits  and  OMB 
estimates  of  the  additional  costs  to  the  Pell  Grant  (BEOG)  program  due  to  people 
who  would  be  newly  eligible  or  who  would  receive  higher  benefits  because  of  the 
proposal  to  phase  out  social  security  student's  benefits  are  presented  below  (in 
millions  of  dollars). 
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CHANGES  IN  PROGRAM  COSTS 

Fiscal  year — 

1981          1982          1983  1984  1984 

Title  II  student  benefit  reductions                                     -$35   -$1,030   -$1,675  -$2,075  -$2,225 

Offsetting  Pell  grant  increases                                                   +30       +50  +75  +100 


Social  security  paid  about  $1.6  billion  in  benefits  to  post-secondary  school  students 
in  fiscal  year  1980.  By  comparison,  post-secondary  educational  assistance  for  fiscal 
year  1982  under  the  President's  economic  program  demonstrates  that  the  grant  and 
loan  programs  will  continue  to  be  the  main  source  of  assistance  to  post-secondary 
students  and  will  be  available  to  low-income  students  whose  benefits  under  social 
security  will  be  reduced  or  eliminated. 

More  than  $5.6  billion  in  direct  budget  authority  for  the  Pell  grant,  work-study, 
direct  loan,  supplemental  grant,  and  guaranteed  student  loan  program  will  be 
available. 

More  than  $500  million  in  State  and  institutional  matching  funds  and  collections 
of  prior  loans  will  also  be  available  for  student  assistance. 

In  addition,  it  is  estimated  that  about  $5.7  billion  in  loans  from  banks  and  other 
lending  institutions  will  be  available  as  part  of  the  guaranteed  student  loan  pro- 
gram. 

A  more  detailed  breakout  of  these  amounts  for  fiscal  year  1982  follows: 
FISCAL  YEAR  1982  STUDENT  ASSISTANCE  FOR  HIGHER  EDUCATION 

[In  millions  of  dollars] 


Federal  budget 
authority  '™h 


State  or 

institutional 


Pell  grant   $2,486   

Colleage  work  study   550  40 

SEOG  :  .:.  :   370   

State  student  incentive  grants   78  78 

Direct  student  loans   286  32 

Loan  collections   380 

Guaranteed  student  loans   1,865   

Total   5,635  530 


Lending  institution  loans  ,   5,700 


Families   2,300 

Students   3,400 


Summary  of  available  funds  for  fiscal  year  1982: 

Federal  budget  authority   5,635 

Matching  and  other   530 

Bank  loans   5,700 


Total   11,865 


It  should  be  noted  that  President's  program  is  intended  in  part  to  stop  the 
skyrocketing  increases  in  educational  costs.  This  will  benefit  all  students. 

Secretary  Schweiker.  I  think  you  raise  a  good  point,  and  I  think 
this  is  true  not  only  in  the  area  that  you  mentioned,  but  I  think 
some  other  areas.  I  think  we  are  going  to  take  a  hard  look  at  how 
this  interaction  works,  and  if  you  noticed  there  was  a  statement  in 
the  paper  about  the  President  contemplating  forming  Cabinet 
councils  by  certain  groupings.  One  of  the  proposals  would  include 
myself  chairing  a  council,  including  education,  for  example,  so  we 
will  have  a  vehicle  to  go  back  and  look  at  whether  we  interact  in  a 
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way  we  did  not  intend.  I  share  your  concern.  There  may  be  areas 
where  the  President  and  everyone  else  would  want  to  look  at  those 
kinds  of  interaction,  and  I  would  certainly  mark  this  as  an  area 
that  we  should  look  at  to  make  sure  that  people  do  not  fall  through 
the  cracks  and  get  hurt  by  what  we  have  done. 

Mr.  Shannon.  That  will  be  very  useful,  and  we  look  forward  to 
hearing  from  you.  Thank  you,  Mr.  Secretary. 

Mr.  Pickle.  This  completes  the  5-minute  period.  We  have  three 
Members  of  the  House  I  think  who  wish  to  testify  if  they  are  here, 
but  since  you  are  here,  Mr.  Secretary,  and  since  our  leader  to  the 
left,  Mr.  Conable,  is  here,  and  he  was  one  of  those  who  would 
testify,  the  Chair  will  recognize  him  at  this  point  to  make  what 
statements  or  ask  such  questions  as  he  would  like. 

Mr.  Conable.  I  have  no  questions  of  the  Secretary.  I  appreciate 
his  coming  forward.  I  would  like  to  make  a  presentation  before  the 
subcommittee,  if  I  may,  Mr.  Chairman,  but  at  such  time  as  it  is 
appropriate,  and  at  such  time  as  the  committee  is  through  interro- 
gating the  Secretary. 

Mr.  Pickle.  You  had  your  chance,  Mr.  Conable,  but  we  will 
recognize  you  in  a  very  few  minutes.  We  will  recognize  other 
members.  Mr.  Secretary,  let  me  say  again  to  you  that  I  must  insist 
that  this  committee  and  the  Congress  and  I  hope  the  administra- 
tion proceed  with  immediate  action  in  trying  to  find  solutions  for 
the  social  security  program.  I  do  not  think  that  we  can  wait  until 
spring,  unless  we  start  in  the  first  week  in  March,  and  the  first 
week  in  March  is  spring  in  Texas,  so  we  will  say  that  is  springtime, 
and  we  are  going  to  try  to  put  together  a  bill.  I  would  hope  by  the 
first  week  of  March  you  give  this  committee  a  specific  recommen- 
dation about  your  position  on  the  cost-of-living  adjustments.  How 
do  we  approach  it,  not  with  respect  to  a  savings  per  se,  but  as  a 
protection  of  the  trust  fund,  and  also  to  give  us  your  viewpoint 
with  respect  to  the  HI  transfer  of  funds? 

One  other  thing  before  I  conclude.  I  want  to  say  that  whether  we 
consider  the  student  benefit  or  the  minimum  in  a  reconciliation 
bill,  I  think  the  administration  would  be  realistic  to  know  that  the 
Congress,  if  we  take  action  in  those  fields,  it  would  be  on  a  phased- 
out  basis,  that  we  will  not  save  $2  billion  immediately  on  student 
loans,  because  the  Congress  probably  will  not  accept  that  approach, 
just  abruptly  cutting  them  off.  So  as  you  plan,  as  you  save  funds  or 
as  you  consider  the  program  I  hope  you  take  in  the  fact  that  the 
Budget  Committee  may  not  agree  with  your  projection  that  you  are 
going  to  save  $12  billion  in  the  next  4  years  on  say  student  benefits 
and  the  minimum,  but  in  that  respect  I  know  you  will  keep  in 
mind  if  we  do  anything  it  will  probably  be  on  a  phased-out  basis. 

Also  we  must  recognize  with  respect  to  the  minimum,  can  we  go 
back  to  establish  these  minimum  amounts,  or  must  we  look  at  it 
prospectively,  and  I  think  from  a  budget  standpoint  we  will  have  to 
consider  that  it  would  be  difficult  to  go  back.  I  appreciate  very 
much  your  coming  here  to  give  us  your  views.  We  have  not  tried  to 
pin  you  specifically,  as  we  said.  What  you  have  given  us  is  very 
good,  but  I  think  we  need  much  quicker  action. 

Do  any  members  of  the  committee  have  other  questions  they 
would  want  to  ask  at  this  time? 

Mr.  Shannon. 
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Mr.  Shannon.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  just  have  one  brief  line  of  questioning  that  I 
would  like  you  to  respond  to.  First  of  all,  how  many  people  or  how 
many  recipients  of  the  minimum  benefit  do  we  have? 

Secretary  Schweiker.  Getting  minimum  benefits? 

Mr.  Shannon.  Yes. 

Secretary  Schweiker.  I  believe  there  are  roughly  about  3  mil- 
lion, as  I  recall. 
Mr.  Shannon.  Three  million? 
Secretary  Schweiker.  Three  million. 

Mr.  Shannon.  Do  you  have  the  income-level  breakdowns  on 
those  recipients? 

Secretary  Schweiker.  We  have  a  detailed  breakdown  that  I 
would  be  glad  to  give  to  you.  About  1.5  million  would  actually  have 
their  benefits  reduced  under  the  proposal.  A  total  of  3  million 
receive  the  minimum  benefit.  Frankly,  some  of  those  are  Govern- 
ment employees  who  will  draw  a  Government  pension,  but  because 
they  worked  in  the  private  sector  for  a  certain  segment  of  time, 
they  are  entitled  to  what  would  be  a  very  small  social  security 
benefit  were  it  not  for  the  minimum  benefit  provision,  so  one  of  the 
areas  affected  would  be  Government  employees.  About  1.5  million 
would  be  affected.  The  others  are  very  peripherally  affected. 

Mr.  Shannon.  Do  we  not  have  a  lot  of  low-income  households 
who  receive  minimum  benefits?  Do  we  have  any  households  in  the 
United  States  with  an  income  of  say  $6,000  or  $5,000  who  receive 
the  minimum  benefit,  and  would  suffer  a  severe  loss  in  income  as  a 
result  of  the  reduction  in  the  minimum  benefit? 

Secretary  Schweiker.  Under  the  law,  someone  who  is  principally 
a  homemaker,  might  receive  her  own  worker's  benefits  plus  the 
amount  if  any  by  which  the  wife  or  widow's  benefit  based  on  her 
husband's  earnings  exceeds  her  benefits,  and  since  these  homemak- 
ers  in  effect  get  the  higher  of  their  worker's  benefits  or  the  wife  or 
widow's  benefits,  most  will  not  be  adversely  affected,  because  they 
get  the  higher,  not  the  lower  of  that.  They  are  protected  in  that 
respect. 

Mr.  Shannon.  I  am  just  concerned  about  a  household  that  has 
say  a  $5,000  or  $6,000  income  and  a  $200  minimum  benefit  pay- 
ment for  both  spouses  that  will  have  to  suffer  a  severe  and  immedi- 
ate loss  in  income,  a  substantial  loss  of  income  of  a  couple  thou- 
sand dollars  a  year.  Is  that  going  to  happen  to  any  households 
under  your  proposal? 

Secretary  Schweiker.  Well,  with  1.2  million  it  is  hard  to  say 
exactly  what  will  happen  in  all  cases.  I  think  that  if  it  does 
*  happen,  obviously  there  are  some  other  forms  of  aid  that  might 
well  be  available. 

Mr.  Shannon.  Again  you  know  we  are  going  to  get  into  this 
whole  musical  chairs  game  of  what  other  types  of  aid  are  available. 
I  can  tell  you  that  I  am  openminded  on  the  question  of  what  we 
I  should  do  with  the  social  security  system,  but  I  am  not  going  to 
vote  for  any  reductions  in  social  security  on  the  hope  that  there 
will  be  some  other  program  to  pick  up  people  who  are  hurt.  So  if 
you  could,  I  would  appreciate  your  giving  us  some  of  the  numbers 
and  some  of  the  other  sorts  of  aid  that  might  be  available  to  catch 
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these  people  who  are  going  to  suffer  a  real  loss  in  income,  if  we 
pass  the  administration's  proposal. 

Thank  you,  Mr.  Secretary. 

[HHS  submitted  the  following:] 

3,053,709  people  are  now  receiving  the  minimum  benefit;  however,  not  all  of  these 
people  would  be  affected  by  the  administration's  proposal.  Of  people  receiving  the 
minimum  benefit,  856,605  are  dually  entitled.  That  is,  they  are  entitled  to  a  higher 
benefit  based  on  a  spouse's  or  deceased  spouse's  earnings  record.  Such  people  would 
experience  little  or  no  decrease  in  total  benefits  if  the  minimum  were  eliminated. 
Approximately  500,000  minimum  beneficiaries  are  also  receiving  SSI  benefits.  The 
loss  of  the  minimum  benefit  would  be  made  up  by  increases  in  their  SSI  payments. 
Additionally,  approximately  200,000  people  would  have  benefits  based  on  their  own 
earnings  equal  to  the  minimum  benefit  and  would  not  be  affected. 

Therefore  only  about  1.5  million  beneficiaries,  slightly  under  half  of  those  receiv- 
ing the  minimum,  would  be  potentially  affected  by  the  proposal.  Of  this  group, 
about  360,000  are  Federal,  State,  and  local  government  annuitants.  An  additional 
580,000  would  either  become  newly  eligible  for  SSI  (80,000)  or  are  presently  eligible 
for  SSI,  but  have  not  applied  for  benefits  (500,000).  Also,  based  on  estimates  in  a 
recent  GAO  study,  about  370,000  of  these  people  are  primarily  dependent  on  the 
earnings  of  a  nonretired  spouse. 

This  leaves  only  approximately  200,000  beneficiaries  who  do  not  have  an  obvious 
alternative  source  of  support.  These  people  may  be  eligible  for  food  stamps,  housing 
subsidies,  Medicaid,  and  other  cash  assistance  depending  upon  the  jurisdiction  in 
which  they  live  and  the  amount  of  assets  that  they  have. 

Mr.  Pickle.  Mr.  Rousselot. 

Mr.  Rousselot.  Mr.  Secretary,  did  the  freeze  the  President  insti- 
tuted for  Federal  employees,  for  new  hires,  did  that  apply  to  the 
administrative  law  judges,  of  whom  you  have  many? 

Secretary  Schweiker.  Yes. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Are  there  any  other  questions? 

Mr.  Secretary,  we  appreciate  your  coming.  This  has  been  a  very 
interesting  round  1.  We  look  forward  to  an  early  spring. 

Secretary  Schweiker.  I  want  to  say  I  am  delighted,  Mr.  Chair- 
man. In  Pennsylvania  I  am  a  member  of  the  Slumbering  Ground 
Hog  Lodge,  and  the  ground  hog  did  not  see  his  shadow,  so  our 
spring  is  going  to  be  a  little  bit  longer,  but  I  will  try  to  meet  the 
Texas  spring  instead  of  the  Pennsylvania  spring. 

Mr.  Pickle.  The  committee  will  come  to  order.  Those  who  are 
guests  will  take  their  seats  and  refrain  from  conversation.  We  will  1 
now  hear  from  various  Members  of  the  Congress  with  respect  to  j 
their  views  on  the  important  subject  of  social  security  financing.  ; 

The  Member  we  will  hear  from  now  is  the  Honorable  Barber 
Conable  of  New  York,  one  of  the  most  distinguished  Members  of 
this  body,  and  certainly  one  of  the  most  distinguished  members  of 
this  committee,  who  has  a  very  keen  and  an  active  interest  in  this  \ 
program  in  seeing  that  something  is  done  about  it,  and  we  appreci- 
ate it  that  you  would  come  to  be  with  us  this  morning. 

STATEMENT  OF  HON.  BARBER  B.   CONABLE,  JR.,  A  REPRE-  1 
SENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Conable.  Mr.  Chairman  and  members  of  the  committee,  I  j 
very  much  appreciate  your  making  this  time  available  to  me.  I 
don't  pretend  any  greater  knowledge  of  this  subject  than  other  i 
members  of  the  committee  and  certainly  no  greater  than  other 
members  of  this  subcommittee.  I  do,  however,  feel  perhaps  a  little  I 
greater  emotional  involvement  in  this  subject  than  those  of  you 
who  have  been  around  considerably  less  time  than  I  and  have  been 
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able  to  observe  to  a  lesser  degree  and  for  lesser  periods  of  time  the 
downward  spiral  of  confidence  in  the  social  security  system  that 
lends  an  urgency  to  our  discussions  this  morning  that  has  led  me 
to  appear. 

I  do  not  have  a  prepared  statement.  I  don't  wish  to  filter  my 
emotions  on  this  subject  through  tracks  on  a  sheet  of  paper.  I  want 
to  talk  to  you  as  a  member  of  the  committee,  and  try  to  impart 
some  degree  of  the  urgency  I  feel  about  it. 

For  a  long  time  we  in  Congress  have  been  toggling  up  the  social 
security  system  with  baling  wire  from  one  election  to  another.  That 
has  been  the  primary  reason  why  we  have  had  an  erosion  of 
confidence  in  the  system. 

There  is  a  tremendous  conservatism  in  Government  institutions 
generally,  and  the  more  people  who  are  involved  as  beneficiaries  of 
the  system,  the  more  conservative  we  become.  We  are  still  dealing 
with  the  system  as  it  was  originally  put  together  back  in  1935, 
although  there  has  been  social  change  in  the  intervening  period. 
Our  failure  to  adapt  has  been,  I  think,  quite  damaging  to  the  image 
of  the  social  security  system. 

I  do  not  object  to  using  short-term  pressures,  because  I  think 
they  are  one  of  the  only  types  of  pressures  that  really  activate  the 
Congress.  But  we  had  better  use  those  short-term  pressures  now  to 
do  some  long-term  planning,  which  is  one  of  the  primary  functions 
of  Government  with  respect  to  an  institution  like  this. 

We  are  not  dealing  with  speculation;  we  are  dealing  with  demo- 
graphic facts.  We  know  exactly  who  is  going  to  be  retiring  and  who 
is  going  to  be  moving  into  the  labor  force  over  the  next  20  years, 
and  those  facts,  because  they  are  not  speculative,  make  it  absolute- 
ly imperative  that  we  design  the  institution  so  that  it  will  meet  the 
needs  of  the  people  during  the  time  frame  that  we  are  operating  in. 

I  quite  agree  with  the  statements  that  have  been  made  here,  and 
almost  everyone  who  was  interrogated  has  made  the  same  some- 
time. No  further  study  is  necessary.  We  can  use  the  massive  data 
that  is  available  to  us,  and  I  hope  we  can  use  it  effectively.  I  trust 
the  committee  will  make  every  effort  to  stay  away  from  palliatives 
to  the  short-term  devices  designed  to  prevent  bankruptcy  tomor- 
row, at  the  same  time  failing  to  do  the  long-term  planning  that  is 
necessary  to  give  this  program  the  credibility  the  American  people 
expect  of  it. 

Now,  there  are  two  basic  issues  that  have  to  be  considered  by  the 
committee.  One  is  economic  survival  of  the  system,  and  the  other  is 
individual  equity.  I  want  to  talk  about  both  of  those. 

With  respect  to  the  economic  survival  of  the  system,  we  all  know 
-  the  kinds  of  options  we  have.  We  have  to  choose  among  them, 
though.  We  can't  go  on  ignoring  them  or  failing  to  make  those 
choices. 

One  of  the  first  things  we  can  do  in  a  general  way  is  suppress 
the  growth  of  those  benefits  that  are  more  needs  related  or  welfare 
related,  that  relate  to  social  adequacy  rather  than  to  the  basic 
insurance  character  of  the  system,  the  purpose  of  which,  in  the 
i  view  of  most  Americans,  is  to  insure  against  the  loss  of  earning 
capacity  on  retirement. 
I  don't  need  to  define  the  types  of  benefits  that  are  welfare 
:  related  or  needs  related,  but  the  basic  principle  there  is  that  any- 
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thing  that  relates  to  welfare  and  to  need  should  be  taken  care  of 
out  of  the  general  Treasury,  by  all  taxpayers,  not  just  by  those  who 
pay  payroll  taxes.  Isolating  the  welfare  elements  of  the  system,  and 
trying  to  find  ways  either  of  transferring  them  to  the  general 
Treasury  or  at  least  suppressing  their  further  erosion  of  the  insur- 
ance character  of  the  system  is  one  of  the  primary  obligations  of 
this  committee,  in  my  view. 

We  can  suppress  the  growth  of  needs-related  benefits  as  one  of 
the  options  available  to  us. 

Second,  we  can  reallocate  payroll  taxes.  Now,  obviously  this  by 
itself  is  not  a  solution,  but  one  of  the  problems  that  face  us  is  the 
very  regressive  and  burdensome  nature  of  the  payroll  tax.  It  im- 
poses more  economic  drag  than  other  types  of  taxation.  It  has  gone 
about  as  far  as  it  should  go,  and  if  we  continue  to  let  it  continue  to 
rise,  we  are  going  to  have  serious  economic  consequences  from  it. 
So  one  way  to  take  some  pressure  off  the  system  and  the  economic 
drag  that  it  causes  for  the  rest  of  the  country  would  be  to  reallo- 
cate payroll  taxes. 

For  instance,  there  could  be  a  transfer  of  a  nonactuarial  part  of 
the  system,  like  medicare,  to  the  general  Treasury.  That  is  obvious- 
ly going  to  cost  money  somewhere  else.  It  is  going  to  cost  the 
general  Treasury  substantial  sums  of  money  to  do  that,  but  then 
that  means  you  have  more  acceptable  payroll  tax  revenue  available 
to  the  core  part  of  the  social  security  system,  the  part  that  is 
considered  significant  by  most  of  the  people  contributing  to  the 
social  security  system.  They  have  an  expectancy  as  to  what  their 
money  is  going  to  be  used  for.  Such  a  transfer  will,  in  other  words, 
give  you  leeway  to  have  a  more  soundly  based  system  than  you 
have  now,  with  inadequate  payroll  tax  allocation  to  the  insurance 
part  of  the  system. 

The  third  thing  we  can  do — and  I  think  this  is  important  to  the 
economic  survival  of  the  system  in  the  longer  term — is  to  find  ways 
of  encouraging  people  to  work  longer.  Now,  I  think  there  may  be 
many  reasons  for  wanting  to  do  that  other  than  the  issue  of  the 
survival  of  the  social  security  system,  but  there  is  a  tremendous 
actuarial  wallop  in  finding  ways  to  encourage  people  to  work 
longer.  I  would  warn  you  against  eliminating  the  earned  income 
ceiling.  We  have  1.5  million  people  working  now  who  would  be 
drawing  social  security  if  we  eliminated  the  earned  income  ceiling, 
and  quite  obviously  that  additional  drag  on  the  system  would  be 
particularly  burdensome  for  the  system,  as  attenuated  as  it  is 
already. 

Some  people  have  suggested  raising  the  retirement  age.  Now, 
that  is  fraught  with  all  kinds  of  political  peril,  Mr.  Chairman.  I 
want  to  say  that  I  have  advocated  this  at  times  in  the  past,  and 
have  found  that  you  get  very  little  thanks  from  people  for  trying  to 
save  the  social  security  system  in  that  way.  The  problem  with  it  is 
that  everyone  looks  at  the  social  security  system  as  part  of  the 
social  contract,  and  they  don't  like  to  think  that  they  won't  get  the 
same  kind  of  benefits  that  people  have  had  up  until  this  time,  and 
so  extending  the  retirement  age  is  a  political  hornet's  nest.  It  is  not 
necessary  to  do  that.  That  is  the  stick  approach  that  would  require 
people  to  work  longer  whether  they  want  to  or  not,  if  they  are  to 
draw  full  social  security  benefits. 
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You  can  use  the  carrot  instead,  and  encourage  them  to  work 
longer  by  eliminating  what  is  now  a  punishment  if  they  don't 
retire  at  age  65.  We  take  away  from  people  who  continue  to  work, 
and  as  I  say,  there  are  1.5  million  of  them  out  there.  We  take  away 
from  them  a  substantial  tax-exempt  benefit,  namely,  a  social  secu- 
rity pension  which  is  beginning  to  reach  significant  economic  di- 
mensions as  we  have  raised  our  wage  base  over  the  years. 

If  we  found  some  way  instead  of  giving  them  an  income  tax 
credit  equivalent  to  what  their  social  security  benefit  would  be, 
were  they  to  stop  work,  and  start  drawing  social  security  benefits,  I 
think  a  large  number  of  people  would  continue  to  work,  continue 
to  contribute  to  the  social  security  system,  and  would  not  thereby 
be  punished  by  losing  a  tax-exempt  benefit  of  some  dimension. 

Now,  that  is  going  to  be  expensive,  too,  but  it  puts  more  pressure 
on  the  general  Treasury  and  not  on  the  social  security  system.  The 
total  cost  of  this  would  have  to  be  determined.  It  is  a  suggestion, 
and  something  that  should  be  considered. 

We  now  give  up  to  a  3-percent  bonus  for  those  who  continue  to 
work  after  age  65  and  contribute  to  the  system.  That  is  a  very 
modest  palliative  indeed,  for  people  who  have  given  up  a  major  tax- 
exempt  benefit,  and  so  I  suspect  that  we  are  going  to  have  to  do 
something  else  in  order  to  encourage  people  to  work  longer. 

However,  again  looking  at  demographic  facts,  as  longevity  in- 
creases, as  we  have  fewer  and  fewer  people  coming  into  the  work 
force  and  therefore  no  longer  have  the  need  to  create  room  for  new 
people  coming  on  that  we  had  when  the  system  was  first  put 
together,  we  may  very  well  find  that  there  are  psychological, 
health  and  basic  economic  reasons  in  the  maintenance  of  our 
standard  of  living  that  will  lead  us  to  want  to  encourage  people  to 
work  longer,  quite  apart  from  what  it  does  to  the  social  security 
system. 

Now,  in  terms  of  economic  survival,  you  have  also  got  to  consider 
the  administrative  fragility  of  the  system,  and  there  has  been  a  lot 
of  talk  about  that,  the  outmoded  computers,  the  problem  of  Con- 
gress constantly  dumping  on  the  social  security  system  additional 
burdens — in  the  way  of  administering  SSI,  in  the  way  of  adminis- 
tering the  black  lung  proposal,  et  cetera — for  which  we  give  them 
no  additional  personnel,  and  authorize  the  development  of  no  addi- 
tional skills  that  are  involved  in  some  cases  to  quite  unrelated 
programs  they  have  to  administer. 

I  must  say  I  will  urge  the  Reagan  administration  to  try  to 
encourage  every  possible  degree  of  stability  in  the  handling  of  the 
Social  Security  Administration.  We  have  had  three  major  over- 
hauls of  the  system  and  three  Commissioners  in  the  past  6  years. 
There  has  been  a  loss  of  skilled  people  from  top  levels  in  the  Social 
Security  Administration,  and  the  result  is,  not  only  for  computer 
reasons  but  for  all  kinds  of  other  administrative  reasons,  serious 
pressure  on  the  system.  This  is  going  to  snowball  and  can  lead 
eventually  to  a  breakdown,  a  quite  unnecessary  breakdown  unre- 
lated to  basic  social  security  law,  unless  we  have  a  greater  atten- 
tion to  the  administrative  problems  that  are  involved  there. 

Now,  I  mention,  then,  four  things  related  to  the  economic  surviv- 
al of  the  system:  One,  suppressing  the  growth  of  welfare-related 
benefits. 
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Two,  possibly  reallocating  the  payroll  tax  so  that  it  will  be  possi- 
ble to  reduce  its  economic  drag  and  make  it  a  more  acceptable  way 
of  financing  the  retirement-related  parts,  the  core  parts  of  the 
social  security  system. 

Three,  encouraging  people  to  work  longer  in  one  way  or  another. 
That,  incidentally,  has  a  tremendous  actuarial  wallop,  if  you  can 
encourage  people  not  to  draw  their  social  security  benefits  for  a 
longer  period  of  time,  but  to  continue  to  contribute  to  it  for  a 
longer  period  of  time. 

Four,  paying  some  attention  to  the  problems  of  administrative 
fragility  that  we  all  ought  to  be  concerned  about  but  frequently 
take  for  granted  that  the  social  security  system  will  be  able  to 
overcome  regardless  of  what  problems  we  dump  on  it. 

Now  let's  look  at  the  individual  equity  issue.  I  am  concerned 
about  our  inability  to  accommodate  to  changing  social  security  ! 
patterns.  One  of  the  most  obvious  ones  has  to  do  with  the  treat-  \ 
ment  of  working  women.  Working  women,  we  all  know,  feel  very 
much  discriminated  against,  because  if  they  are  intermittently  em- 
ployed and  married,  the  chances  are  they  will  derive  more  benefit 
from  their  derivative  rights  through  their  husbands  than  they  will ' 
ever  get  as  a  result  of  contributions  to  the  system  on  their  account. 

There  are  many  ways  of  handling  this,  and  we  can  talk  about 
income  splitting  or  we  can  talk  about  giving  an  additional  benefit 
based  on  a  percentage  of  the  benefits  which  a  working  woman  has 
earned,  even  though  they  are  less  than  what  she  would  get  deriva-  i 
tively  through  her  husband.  But  one  way  or  another,  as  long  as 
such  a  substantial  part  of  the  work  force  now  involves  women 
intermittently  employed,  we  must  deal  with  this  problem,  or  wet 
are  taking  away  substantial  taxes  and  expecting  working  women  to 
subsidize  a  system  for  the  benefit  of  others,  not  just  women  who 
don't  work,  although  they  are  benefited,  of  course,  by  the  contribu- 
tions of  working  women,  but  also  men  who  draw  from  the  system, 
and  who  are  able  to  get  bigger  benefits  because  of  the  uncompen- 
sated contributions  of  working  women. 

Cost-of-living  adjustments  need  to  be  of  concern.  Cost-of-living 
adjustments,  I  happen  to  think,  are  absolutely  necessary  as  long  as 
Government  is  the  primary  element  in  creating  the  inflation  that 
robs  people  of  their  wages,  but  quite  frankly  and  obviously,  the- 
measurement  of  cost-of-living  is  important. 

Now  I  want  to  tell  you  if  we  are  going  to  try  to  adjust  the  CPI  in 
order  to  reflect  the  actual  cost-of-living  of  elderly  people,  we  must 
do  that  objectively  and  not  just  eliminate  the  interest  component, 
which  is  too  big  with  respect  to  elderly  people.  We  must  also 
consider  the  medical  care  component,  which  is  probably  too  small  ! 
with  respect  to  elderly  people. 

The  point  I  am  making  is  if  we  are  going  to  change  the  cost-of; 
living  adjustment  in  any  way,  it  should  be  done  not  to  accomplish 
some  purpose  like  suppressing  the  growth  of  cost-of-living  incre-j 
ments  for  social  security.  It  should  be  done  in  order  to  get  an 
accurate  measure  of  the  real  cost  of  living  for  elderly  people,  anc 
that  involves  pluses  as  well  as  minuses.  They  do  have  different 
needs  from  other  elements  in  our  society,  and  you  ought  to  have  ar 
objective  measure. 
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Don't  start  out  with  the  idea  that  you  are  going  to  reduce  the 
growth  of  benefits,  or  it  will  be  seen  as  a  subterfuge  by  people  who 
have  every  right  to  be  upset  that  the  Government  has  robbed  them 
of  their  savings.  In  that  respect  let's  talk  about  taxing  benefits  for 
a  minute. 

I  happen  to  strongly  oppose  that.  The  philosophical  argument  in 
favor  of  taxing  benefits  is  that  the  employer's  contribution  is  total- 
ly deductible  and  therefore  half  the  benefits  should  be  taxable,  and 
I  know  the  arguments  that  have  been  made  by  former  heads  of  the 
social  security  system  that  taxation  of  benefits  would  be  appropri- 
ate. 

Now,  quite  frankly,  I  don't  see  that  that  will  help  the  system 
anyway,  because  the  income  taxation  of  benefits  is  going  to  go  into 
the  general  Treasury  and  I  do  not  support  general  Treasury  contri- 
butions to  the  social  security  system,  but  quite  apart  from  that,  it 
is  my  impression  that  if  we  start  taxing  benefits,  we  are  very  likely 
to  increase  the  exemptions  for  elderly  people,  and  in  effect  what  we 
will  then  be  taxing  is  not  truly  social  security  benefits,  but  the 
savings  that  provide  additional  income  beyond  social  security,  and 
therefore  we  will  be  doing  exactly  the  opposite  of  what  most  Mem- 
bers of  Congress  want  to  do. 

We  will  be  discouraging  savings,  encouraging  people  then  to  have 
only  social  security  as  the  asset  of  their  later  years.  I  think  that 
would  be  a  serious  mistake.  I  think  it  is  socially  undesirable.  I 
think,  also,  it  would  be  a  step  toward  making  the  social  security 
system  more  a  needs-related  system,  which  it  should  not  be.  It  will 
be  only  a  small  step  from  taxing  benefits  for  those  who  have  other 
sources  of  income  to  in  fact  getting  to  a  needs-related  system  to  a 
greater  degree. 

Now  I  have  one  other  point  I  want  to  make.  I  appreciate  the 
forebearance.  Mr.  Chairman,  I  realize  I  am  taking  more  time  than 
I  should.  My  other  point  has  to  do  with  universal  coverage.  I  think 
it  is  absolutely  politically  untenable  for  Members  of  Congress  to 
raise  taxes  for  everybody  but  themselves  when  they  raise  social 
security  taxes. 

I  think  it  is  politically  untenable  for  the  Commissioner  of  Social 
Security  not  to  be  covered  by  social  security.  It  will  not  bail  out  a 
failing  system  by  putting  Federal  employees  in  it — 2V2  million 
civilian  Federal  employees — and  I  think  that  canard  ought  to  be 
laid  to  rest,  too.  In  fact,  the  civil  service  retirement  system  is  very 
substantially  unfunded,  in  excess  of  $400  billion,  and  that  is  a 
failing  system,  too,  from  that  point  of  view.  I  do  not  favor  merging 
the  two  systems. 

I  think  we  should  have  an  integrated  system,  which  would  be 
similar  to  that  of  big  business  generally,  where  you  have  basic 
coverage  of  social  security  and  on  top  of  that,  an  increment  compa- 
:  rable  to  the  civil  service  system,  comparable  to  what  the  private 
\  pension  system  does  in  most  business  enterprises.  I  think  we  ought 
j  to  get  at  it  because  as  long  as  we  fail  to  have  Federal  employees 
,  uncovered  by  social  security,  we  are  saying  to  the  average  person 
1  out  there  in  the  private  sector,  for  whom  coverage  is  mandated, 
j  there  must  be  something  wrong  with  this  mandated  system,  be- 
cause the  Federal  employees  themselves  don't  want  to  be  covered. 
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I  happen  to  think  it  would  be  very  much  in  the  interests  of  the 
Federal  employees  to  be  covered,  that  they  would  make  out  very 
well  with  the  transition  rules  and  otherwise,  and  I  regret  that  the 
union  heads  are  playing  the  fear  game  in  trying  to  protect  against 
an  integrated  system  rather  than  the  merged  system  that  they  all 
claim  is  what  those  of  us  supporting  this  are  in  fact  advocating. 

Mr.  Chairman,  I  appreciate,  as  I  say,  your  forebearance  in  letting 
me  testify  to  this  extent.  I  want  to  tell  you  that  you  will  have  my 
strong  support  in  any  prompt  attention  to  this.  I  hope  prompt 
attention  will  not  be  short-term  attention,  because  I  think  it  is 
absolutely  essential  that  we  stop  this  downward  spiral  of  confi- 
dence in  the  system,  which,  unless  we  halt  it,  ultimately  will  result 
in  generational  warfare  between  the  young  and  the  old.  The  young 
are  going  to  resent  having  to  contribute  to  the  retirement  of  the 
old,  and  are  going  to  have  no  confidence  that  anyone  will  be  able  to 
look  after  them  when  the  time  comes,  because  of  the  bankruptcy  of 
the  system. 

The  old  have  lost  confidence  in  the  system  because  of  a  constant- 
ly recurring  crisis,  which  has  been  politically  whipsawed  by  those 
who  want  to  hold  the  system  hostage  to  their  own  political  advan- 
tage. 

And  so,  one  way  or  another,  we  need  a  long-term  settlement.  We 
should  use  the  pressure  that  is  on  us  right  now  to  bring  that  about. 

Mr.  Pickle.  Mr.  Conable,  you  have  given  us  a  bold  and  coura- 
geous statement.  I  hope  it  will  be  recorded  and  disbursed  to  our 
members,  not  only  to  this  committee  but  to  the  Members  of  Con- 
gress. I  appreciate  your  forthright  statement. 

Mr.  Conable.  Mr.  Chairman,  I  don't  have  to  be  courageous  about 
this.  I  was  1  of  36  kamikazes  who  voted  against  that  20-percent 
benefit  increase  back  in  1972,  which  was  financed  only  by  restating 
the  actuarial  assumptions,  so,  being  that  kind  of  a  suicidal  type,  it 
doesn't  require  any  courage  to  come  in  here  and  advocate  some 
long-term  planning. 

Mr.  Pickle.  I  feel  that  it  is  a  very  courageous  position  you  have 
taken.  I  enjoyed  your  comments  on  the  financing  issues  and  the 
equity  issues,  and  you  will  be  of  inestimable  help  to  the  Congress 
in  passing  a  bill  that  won't  be  just  a  patchup  or  baling  wire,  as  you 
say.  I  didn't  know  they  used  baling  wire  in  New  York. 

Mr.  Conable.  We  use  nylon  cord  now,  Mr.  Chairman.  We  are 
quite  sophisticated  up  there. 

Mr.  Pickle.  Mr.  Conable.  What  you  have  said  has  been  very, 
very  helpful,  and  I  appreciate  it. 

Do  members  of  the  committee  want  to  make  comment  or  have 
questions  of  Mr.  Conable?  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman.  I  would  like  to  join 
with  you  first  of  all  in  thanking  Mr.  Conable  for  his  statement. 

I  would  like  to  ask  you  a  specific  question.  From  time  to  time  the 
posisbility  of  financing  some  portion  of  medicare  benefits  from  the 
general  revenue  has  been  discussed,  and  you  have  supported  it  as 
well.  It  has  not  been  clear  to  me  whether  the  notion  is  that  this 
would  be  just  an  additional  claim  on  the  general  revenue  or  wheth- 
er it  would  be  treated  somewhat  differently  by  being  the  basis  for  a 
specific  surcharge  of  some  kind  in  the  income  tax  system. 
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In  one  of  the  recent  studies  that  was  made — and  I  don't  recall 
which  commission  it  was — their  suggestion  with  regard  to  the  use 
of  general  revenues  went  to  the  use  of  an  explicit  surcharge,  and  I 
just  wanted  to  make  sure  I  understood  what  your  thinking  was  on 
this,  if  you  have  any  clear  views. 

Mr.  Conable.  I  don't  have  any  position  on  that,  Mr.  Gradison.  I 
think  a  charge  on  the  General  Treasury  for  about  half  of  the  HI 
payroll  tax  would  cost  around  $17  billion  additional  to  the  General 
Treasury  this  year.  You  could  do  that  through  a  surcharge  or  take 
it  out  of  the  General  Treasury  and  add  it  as  a  budget  item  from  the 
General  Treasury  hereafter,  accommodating  in  other  ways  through 
your  budget  process.  I  don't  feel  strongly  about  that.  The  point  is, 
obviously  you  are  not  doing  anything  with  mirrors  here.  It  is  going 
to  have  to  be  paid  one  place  or  the  other. 

We  are  now  paying  roughly  70  percent  of  medicare  B  through 
general  revenues.  Medicare  A  is  generally  paid  by  the  payroll  tax. 
It  is  not  an  actuarial  program  in  the  sense  that  people  draw  out  in 
proportion  to  their  medical  needs  and  not  in  proportion  to  their 
contributions,  and  therefore  it  seems  to  me  more  appropriately  a 
General  Treasury  charge  against  all  the  taxpayers  than  it  is 
against  a  regressive  and  quite  burdensome  tax  like  the  payroll  tax. 

I  acknowledge  that  it  is  not  a  basic  change.  I  don't  care  how  you 
finance  it  on  the  General  Treasury  side,  whether  it  is  through  a 
surcharge  or  whether  it  is  just  through  the  regular  assumption  of 
the  priorities  necessary  under  the  budget  process. 

There  is  one  danger  when  you  do  that.  The  minute  you  go  to 
General  Treasury  financing  of  medicare,  it  takes  the  pressure  off 
the  growth  of  medicare  benefits.  Now  maybe  that  is  an  appropriate 
thing  to  do.  I  will  tell  you,  we  haven't  kept  faith  with  the  people  on 
medicare,  because  in  my  view,  elderly  people  are  now  paying  a 
greater  proportion  of  their  spendable  income  for  medical  costs  than 
they  did  before  medicare  was  enacted,  and  obviously  we  have  not 
failed  to  keep  benefits  up  with  the  goals  that  we  set.  But  I  do 
acknowledge  that  one  thing  that  has  kept  restraining  the  growth  of 
medicare  benefits  has  been  the  fact  that  it  had  to  be  paid  for  in 
substantial  degree  out  of  the  payroll  tax  which  had  already  become 
too  burdensome. 

These  are  all  considerations  the  committee  must  keep  in  mind 
and  how  you  finance  it  I  really  don't  care  that  much  in  terms  of 
whether  it  is  a  surcharge,  a  surtax  of  some  sort  or  whether  it  is 
done  through  the  regular  budget  process.  Obviously  it  is  going  to 
require  considerable  General  Treasury  accommodation  if  you  do 
that. 

Mr.  Pickle.  Any  other  questions  or  comments?  Mr.  Jacobs. 

Mr.  Jacobs.  Barber,  I  always  suspected  you  as  a  suicidal  type. 

Mr.  Conable,  What? 

Mr.  Jacobs.  I  always  suspected  you  were  the  suicidal  type  be- 
;  cause  you  joined  the  Marine  Corps. 

Mr.  Conable.  But  I  was  an  officer.  I  sent  you  enlisted  men  out 
'  ahead  of  me. 

]  Mr.  Jacobs.  We  try  to  forget.  As  a  matter  of  fact,  wasn't  it  Bill 
Mauldin  who  had  Willy  or  Joe  say,  "Oh,  I  likes  officers;  they 
makes  me  want  to  live  until  the  war  is  over,"  or  something  like 
that. 
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I  applaud  your  reference  to  women's  equity.  I  mentioned  earlier 
that  it  was  sadly  omitted  from  the  Secretary's  statement  this  morn- 
ing in  chief.  Barber,  the  tax  cut  proposed  by  the  President,  some- 
thing on  the  magnitude  of  $51  billion  I  think,  and  spending  cuts 
have  proposed  on  the  order  of  $42  billion.  Now,  I  doubt  that  you 
are  an  enthusiastic  disciple  of  the  Laffer  curve,  so  I  am  not  just 
exactly  certain  how  soon  this  approach  may  generate  new  addition- 
al revenue. 

It  may  or  not  work  in  that  way,  but  if  you  add  the  $47  billion  tab 
for  medicare  to  General  Treasury  obligations,  don't  you  think  it  is 
really  most  likely  that  they  will  end  up  with  a  larger  deficit,  which 
is  to  say  printing  the  money? 

Mr.  Conable.  You  wouldn't  be  adding  $47  billion.  That  is  the 
total  cost  of  medicare.  Medicare  is  already  very  substantially  raised 
out  of  the  General  Treasury,  so  you  would  be  adding  only  that  part 
that  would  be  covered  by  the  payroll  tax. 

Mr.  Jacobs.  What  would  that  amount  be? 

Mr.  Conable.  I  can't  tell  you  the  figure  except  I  believe  it  would 
be  somewhere  in  the  neighborhood  of  $25  or  $26  billion. 

Mr.  Pickle.  I  think  it  may  be  more  than  that. 

Mr.  Jacobs.  Let's  take  that  as  a  ballpark  figure. 

Mr.  Conable.  If  you  diverted  half  of  the  HI  payroll  tax  into 
OASDI,  the  effect  for  this  fiscal  year  would  be  somewhere  in  the 
neighborhood  of  $13  or  $14  billion  additional. 

Mr.  Jacobs.  Let's  take  that  figure  for  the  purposes  of  discussion. 

Mr.  Conable.  Possibly  a  figure  in  that  area.  I  do  not  profess  to 
be  a  budget  expert.  All  I  know  is  it  can't  be  done  with  mirrors. 
Obviously,  it  is  going  to  be  taken  up  here  or  there,  somewhere  else. 

Mr.  Jacobs.  I  guess  the  point  I  would  like  to  make,  and  I  am  not 
unalterably  opposed  to  that  proposal,  let  me  hasten  to  say.  But  I 
would  be  distressed  to  think  that  the  $13  billion,  ultimately  per- 
haps $25  billion,  might  be  monetized,  which  is  to  say  printed  out 
and  paid  in  that  way,  because  to  monetize  the  debt  simply  means 
to  tax  the  American  public  in  a  regressive  way  with  no  exemptions, 
rather  than  a  progressive  way  through  the  Federal  income  tax, 
personal  income  tax,  which  ultimately  would  mean  that  the  very 
people  you  seek  to  aid  would  be  paying,  last  year,  for  example,  a  12 
percent  national  sales  tax  with  no  exemption  for  food. 

I  only  say  that  for  the  record,  and  I  am  sure  the  gentleman 
considers  that  and  would  not  want  that  result,  but  I  thought  that 
ought  to  be  put  on  the  record  as  a  possibility. 

Mr.  Conable.  I  acknowledge  the  point  you  make.  I  am  afraid  you; 
are  going  to  wind  up  monetizing  social  security  benefits  though, 
and  I  will  tell  you  the  manner  in  which  you  pay  social  security 
benefits  is  another  issue  of  great  significance  in  addition  to  the  way 
in  which  you  monetize  the  national  debt.  So  I  just  hope  we  will 
keep  perspective  about  this  and  some  relative  sense  of  importance  I 
between  the  two. 

Mr.  Pickle.  Mr.  Rousselot. 

Mr.  Rousselot.  Barber,  thank  you  for  being  here.  I  assume  you 
will  give  us  a  strong  letter  after  your  comments. 

Mr.  Conable.  It  is  hard  for  me  to  wave  my  arms  in  a  letter.! 

Mr.  Rousselot.  Do  you  suppose  we  ought  to  think  about— just 
think  about,  since  we  are  just  speculating  here,  and  since  you 
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mentioned  that  we  dumped  so  many  things  into  the  system  that 
really  are  far  beyond  what  was  originally  contemplated — having 
the  social  security  system  cover  only  retirement  and  survivor  bene- 
fits, which  was  its  original  intention? 

Mr.  Conable.  Obviously  we  can't  go  on  worrying  about  having 
the  social  security  system  pick  up  all  the  social  ills  we  can  concern 
ourselves  with.  The  average  worker  when  he  pays  into  social  secu- 
rity is  not  quantifying  the  benefits  that  he  gets  that  are  potential 
for  him.  He  thinks  of  it  primarily  as  an  investment  in  his  retire- 
ment, and  if  that  is  the  way  he  thinks  of  it  I  think  his  representa- 
tives had  better  think  of  it  in  those  terms  also,  or  sooner  or  later 
we  are  going  to  have  a  divergence  of  the  ways,  and  some  of  his 
representatives  will  find  themselves  back  in  some  other  role. 

I  really  think  it  is  important  to  consider  where  we  are  going  to 
go.  I  hope  we  will  go  in  the  direction  not  of  social  adequacy, 
because  we  have  a  whole  complex  of  generally  financed  programs 
to  take  care  of  the  social  side  of  government,  but  I  hope  it  will  be 
related  to  what  the  American  workman  thinks  is  important  about 
social  security,  and  that  is  his  retirement. 

Mr.  Rousselot.  I  think  you  made  an  excellent  point.  I  am 
amazed  how  many  people  are  beginning  to  ask  about  the  social 
security  system,  is  it  going  to  last?  And  what  kind  of  shape  is  it  in? 
And  we  have  had  an  awful  lot  of  feature  stories  about  it  around 
the  country.  How  many  are  amazed  to  find  out  that  we  have  so 
many  other  welfare  programs,  as  you  say,  included  in  the  system, 
never  believing  that  that  was  the  intention  of  the  system. 

For  instance,  when  we  terminated  last  year — thanks  to  our 
chairman — social  security  benefits  to  people  who  were  in  prison, 
which  a  lot  of  us  didn't  even  know  were  being  paid,  that  they 
applauded  that  effort,  and  I  wonder  if  we  shouldn't  consider, 
though  I  realize  it  would  be  a  monumental  step,  how  to  transfer 
the  costs  of  all  these  other  programs  that  we  have  loaded  into  the 
system  out  of  the  general  revenues .  It  would  be  a  horrendous 
problem  as  to  how  to  do  that,  to  return  the  system  to  just  retire- 
ment and  survivor  benefits,  which  it  was  intended  originally  to 
take  care  of. 

I  realize  that  is  far-out  thinking,  but  an  awful  lot  of  people  out 
there  paying  that  tax  feel  that  is  what  they  are  paying  for,  those 
two  benefits,  and  they  are  very  disturbed  when  they  find  out  there 
are  so  many  other  things  we  have  loaded  into  it,  as  you  have 
stated. 

A  good  statement.  Thank  you. 
Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  Thank  you,  Barber,  for  your  very  refreshing,  spirit- 
ed, provocative,  forthright  remarks,  and  I  think  it  was  very  helpful. 
There  are  just  a  few  areas  that  I  would  like  to  clear  up.  Did  I 
understand  you  to  say  that  there  should  be  more  continuity  of 
Commissioners  of  Social  Security,  that  it  should  be  more  like  a 

i  career  post  such  as  a  Federal  Reserve  appointment,  or  a  Post  Office 
appointment,  so  that  we  don't  have  the  turnover,  so  that  we  can 
have  continuity  of  policy  under  one  person? 
Mr.  Conable.  I  hope  the  political  leaders  of  the  country  will 

:  concern  themselves  with  the  morale  of  the  social  security  system.  I 
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happen  to  think  that  the  management  of  that  system  is  a  critical 
policy  area,  where  you  are  disbursing  this  next  year  $159  billion. 

It  should  not  be  isolated  from  policy  control,  and  therefore  I  do 
not  favor  making  the  social  security  chairman  politically  untouch- 
able, but  I  do  think  that  at  this  point,  with  three  changes  of  top 
personnel  in  the  last  5  years,  and  with  several  major  reorganiza- 
tions of  the  administration  of  the  Social  Security  Administration, 
some  of  which  were  never  implemented,  and  only  created  insecur- 
ity, not  disruption,  that  you  have  got  a  bad  morale  problem  over  in 
Social  Security  that  needs  the  attention  of  the  administrators  of 
our  Government.  By  testifying  here  and  calling  attention  to  it,  I 
am  trying  to  urge  every  possible  stabilizing  effort  be  made  toward 
improving  the  environment  in  which  social  security  personnel 
work. 

In  that  connection,  there  is  one  thing  I  wanted  to  mention  that  I 
did  not,  and  I  would  like  to  mention  it  now.  I  think  it  is  an  outrage 
that  the  social  security  system  has  a  completely  different  way  of 
handling  congressional  requests  than  it  does  requests  from  ordi- 
nary citizens.  If  you  write  a  letter  saying,  "Why  didn't  my  constitu- 
ent John  Smith  get  his  check  last  month?"  That  letter  gets  special 
attention  from  the  social  security  system,  and  the  request  gets 
pulled  off  the  bottom  of  the  pile  and  put  on  the  top  of  the  pile. 

Now,  there  are  several  effects  from  that.  One  is  that  we  don't 
really  know  how  bad  things  are  here  unless  people  complain  to  us. 
The  second  thing  is  everybody  now  has  the  idea  the  way  to  get 
social  security  problems  straightened  out  is  to  go  to  their  friendly 
local  congressman,  and  we  are  doing  things  that  bear  no  relation  to 
our  legislative  responsibilities.  I  don't  know  about  you,  but  a  major 
part  of  my  ombudsman  work  involves  social  security  adjustments 
because  of  problems  in  the  administration  of  the  system,  and  every 
one  of  those  is  being  handled  differently  than  it  would  be  if  I 
hadn't  complained  in  the  first  place. 

Now,  that  is  not  equal  protection  under  the  laws  for  the  citizens 
of  this  country.  Obviously,  I  am  going  to  continue  to  do  what  I  can 
for  my  constituent,  but  I  would  be  much  reassured  if  I  thought  that 
somebody  dealing  with  that  impersonal  bureaucracy  out  there  was 
getting  as  much  attention  whether  or  not  he  went  to  his  Congress- 
man. I  would  like  to  see  him  get  good  attention  in  both  cases,  but  I 
want  to  tell  you,  politically  it  is  a  terribly  sensitive  area,  and  that 
is  why  they  do  what  they  do  with  congressional  requests. 

Mr.  Guarini.  You  said  you  thought  the  social  security  system 
shouldn't  be  integrated,  as  I  understand  it.  My  understanding  is 
that  social  security  is  considered  more  a  social  program,  and  that" 
many  of  the  people  who  are  under  it  have  their  own  individual 
pension  programs,  whereas  the  Federal  system  is  truly  a  pension 
program.  Federal  workers,  to  a  great  extent,  don't  have  any  other. 
Wouldn't  that  indicate  a  difference  in  philosophy,  so  how  would 
you  integrate  these  two  systems? 

Mr.  Conable.  Yes,  and  I  will  have  to  say,  Mr.  Guarini,  that  if 
you  are  going  to  integrate  the  systems,  you  have  got  to  have  a 
major  review  of  Federal  pension  policy  anyway.  I  think  we  need 
that.  I  want  to  tell  you  that,  to  me,  it  is  quite  remarkable  that  we 
have  come  out  with  as  lush  a  Federal  retirement  system  as  we 
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have  got,  and  I  think  it  creates  rather  interesting  questions  about 
comparability. 

I  don't  want  to  address  that  problem  specifically,  but  it  does 
seem  to  me  that  the  Federal  retirement  system  over  a  period  of 
time  could  be  made  into  something  quite  comparable  to  the  private 
pension  system,  which  some  of  us  feel  is  a  desirable  part  of  our 
total  security  process  in  this  country,  personal  security  process, 
and  that  an  integrated  program,  not  a  merged  program,  an  inte- 
grated program,  which  gave  basic  coverage  to  social  security  and 
relegated  the  Civil  Service  retirement  system  to  an  incremental 
benefit,  raising  the  benefits  of  Federal  workers  to  the  level  the 
Federal  Government  deems  appropriate  to  give  them  comparability 
with  private  industry  would  be  far  better  than  having  two  com- 
pletely developed  systems  with  all  the  manipulative  opportunities 
that  offers,  and  with  all  the  confusion  and  waste  that  attends  it.  It 
seems  to  me  it  would  be  far  preferable  in  the  long  run. 

I  want  to  repeat  again  that  the  current  Federal  employees,  that 
you  would  take  no  benefits  away  from  them,  would  make  out  very 
well  under  an  integrated  system,  particularly  since  the  Post  Office 
and  Civil  Service  Committee,  with  its  well-known  affinity  for  large 
groups  of  Federal  employees,  would  be  designing  the  transition 
rules. 

Mr.  Guarini.  Do  you  still  want  to  keep  the  social  security  system 
as  a  social  form  of  insurance,  though,  or  would  you  upgrade  it  to  a 
different  type  of  program? 

Mr.  Conable.  I  have  expressed  my  view  on  that  to  some  degree.  I 
think  that  the  average  American  does  not  look  at  it  as  primarily  a 
welfare  system  or  a  social  security  system.  He  looks  at  it  as  a 
retirement  system  based  on  his  contributions  and  investment  in  his 
declining  years,  and  the  security  of  those  declining  years.  That  is  a 
social  purpose,  obviously,  and  therefore  is  part  of  a  social  system. 

However,  there  are  some  elements  of  it  that  are  more  actuarial 
than  others,  and  I  would  like  to  see  us  suppress  the  growth  of  the 
nonactuarial  elements  as  time  goes  on,  and  move  toward  more  of  a 
retirement  system  than  a  social  insurance  system. 

Mr.  Guarini.  Thank  you. 

Mr.  Pickle.  Mr.  Conable,  again  we  thank  you.  We  would  like  to 
\go  on  and  discuss  these  matters  at  length. 

Mr.  Conable.  I  will  be  around,  Mr.Chairman. 

Mr.  Pickle.  You  have  given  us  a  very  valuable  statement  and  we 
expect  to  hear  from  you  again. 

We  have  two  other  Members  of  Congress  to  present  statements. 
.Congressman  Bill  Young  from  Florida,  will  you  come  to  the  witness 
stand,  and  at  the  same  time  we  will  ask,  is  Congressman  Petri 
here? 

Both  of  you  come  up  to  the  table,  if  you  will,  and  we  will 
jproceed. 

Mr.  C.  W.  Bill  Young  is  from  the  Sixth  District  of  Florida,  a  very 
■prominent  Member  of  the  House.  He  is  prepared  to  make  a  state- 
ment, I  see.  I  hope  that  wasn't  your  statement  that  was  dropped 
jthere.  We  are  glad  to  have  you,  Bill.  I  am  going  to  recognize  you. 
You  have  a  prepared  statement.  Do  you  wish  to  summarize  it  or  do 
;you  want  to  follow  your  statement? 
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STATEMENT  OF  HON.  C.  W.  BILL  YOUNG,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Young.  Mr.  Chairman,  thank  you  very  much  for  letting  me 
be  here.  I  will  summarize  my  statement  in  the  interest  of  time.  Mr.  I 
Chairman,  between  the  time  that  you  made  the  announcement  of 
these  hearings  and  today,  this  is  the  mail  I  received  on  the  subject 
of  social  security  from  the  people  in  my  district.  As  you  are  very 
well  aware,  my  field  of  assignment  in  the  Congress  is  not  in  the 
area  of  finances  or  taxation  or  matters  of  that  type,  those  intrica- 
cies are  left  to  you.  But  I  happen  to  represent  a  district  in  the 
United  States  that  has  some  230,000  people  who  receive  social 
security  checks  every  month,  and  that  makes  it  quite  interesting  to 
me,  obviously. 

Mr.  Pickle.  I  can  understand. 

Mr.  Young.  You  might  expect  that  a  district  with  that  many  1 
people  receiving  some  type  of  social  security  benefits,  Mr.  Chair- 
man, would  immediately  be  up  in  arms,  saying,  "Don't  change 
anything,  don't  do  anything  that  would  affect  me  adversely.  Just 
leave  it  like  it  is." 

But,  Mr.  Chairman,  that  is  not  what  these  letters  say.  There  are 
about  1,000  of  them  here,  and  in  my  written  statement  I  will 
summarize  what  these  people  are  recommending.  But  basically,  if  I 
were  to  summarize  it  in  one  sentence,  it  would  be  this:  That  as  Mr. 
Rousselot  and  others  on  the  committee  have  suggested,  the  people  , 
in  my  district  basically  suggest  that  the  social  security  program  s 
should  be  what  it  was  originally  intended  to  be,  and  that  is  a  basic 1 
income  security  program  at  the  time  of  their  retirement. 

Now,  a  lot  of  the  other  programs  are  supported.  They  believe 
that  while  these  others  may  be  needed  programs,  they  should  not 
be  paid  from  the  social  security  trust  fund. 

Let  me  take  just  a  couple  of  minutes,  Mr.  Chairman,  and  go  : 
through  several  of  these  suggested  ideas,  because  some  of  them  are  ! 
also  administrative  type  areas  that  might  save  a  few  million  herel 
or  a  few  million  there.  I  know  in  Congress  that  doesn't  sound  like  a 
lot  of  money,  but  as  our  former  colleague  Senator  Dirksen  said,  "AJ 
couple  hundred  million  here  and  a  couple  hundred  million  there  I 
and  it  soon  adds  up."  1 

Mr.  Pickle.  Mr.  Young,  your  entire  statement  will  be  made  a 
part  of  the  record.  You  may  proceed. 

Mr.  Young.  Yes,  Mr.  Chairman.  I  am  not  going  to  use  the^ 
statement  at  great  length.  Obviously,  concern  has  been  expressed1 
in  this  mail  about  the  effect  of  the  economy  on  social  security,3 
recognizing  that  inflation  drives  up  not  only  the  cost  to  the  people  l 
living  on  social  security,  but  it  also  drives  up  the  cost  to  the  social 
security  trust  fund,  since  the  benefits  at  the  present  time  are  based  i 
on  the  Consumer  Price  Index.  It  has  been  suggested  that  the  Con-  11 
sumer  Price  Idex  be  analyzed  to  see  if  it  is  a  true  parameter  of  the 
actual  need. 

They  suggested,  Mr.  Chairman,  that  the  mandatory  retirement 
age  of  70  be  removed.  You  would  be  surprised  how  many  people  in 
St.  Petersburg,  Fla.,  in  their  70's  and  80's,  find  themselves  getting  J 
married,  starting  homes,  and  working.  Many  of  them  are  willing  tc 
work  far  beyond  the  age  of  70.  They  want  to  work,  and  they  should  t 
not  be  required  to  retire  at  the  particular  age  of  70. 
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The  subject  of  universal  coverage  that  our  colleague  Mr.  Conable 
mentioned  has  a  lot  of  support  in  some  areas  and  opposition  in 
other  areas,  but  I  suggest  we  take  into  account  that  adding  a  lot  of 
people  to  the  present  system  all  at  one  time,  without  first  making 
the  system  fiscally  sound,  will  eventually  add  to  the  problem,  be- 
cause all  of  those  people  coming  into  the  system  are  also  going  to 
have  to  receive  benefits  at  the  outgo,  and  as  you  gentlemen  are 
well  aware,  when  the  program  first  began  in  1937,  about  12  work- 
ers paid  in  enough  money  to  fund  the  retirement  benefits  of  one 
retiree. 

Today  that  figure  is  three  workers  paying  the  cost  of  one  retiree. 
That  can't  go  on  very  long,  because  if  the  trend  continues,  pretty 
soon  there  will  be  one  worker  supporting  one  retiree.  And,  Mr. 
Chairman,  you  and  I  know  that  isn't  going  to  work.  It's  not  work- 
ing now.  If  it  was,  you  wouldn't  be  holding  these  hearings. 

Mr.  Chairman,  the  Social  Security  Administration  was  rounding 
benefits  to  the  nearest  dollar  when  calculating  benefits.  The  Gener- 
al Accounting  Office  suggested  that  savings  would  be  accomplished 
if  the  benefits  were  rounded  to  the  nearest  cent.  The  SSA  subse- 
quently rounded  to  the  nearest  dime,  but  still  the  savings  are 
estimated  to  be  $8  million  in  fiscal  year  1982,  and  some  $181 
million  during  fiscal  years  1983  to  1985  if  we  would  round  to  the 
nearest  cent  rather  than  to  the  nearest  dime,  or  10  cents. 

Now  that  wouldn't  mean  very  much  to  the  individual  retiree  or 
the  individual  recipient  of  a  social  security  check,  but  it  would 
mean  a  whole  lot  to  the  system,  and  it  would  mean  a  whole  lot  to 
making  that  system  a  sound  system. 

Mr.  Chairman,  again,  I  have  many  pages  in  my  written  state- 
ment, but  I  realize  your  hearing  has  gone  on  longer  than  you 
expected  today,  and  it  has  certainly  given  me  a  severe  time  prob- 
lem as  well,  so  what  I  would  like  to  do  is  to  offer  this  entire 
statement  for' the  record,  and  offer  you,  if  you  would  like,  or 
members  of  your  staff,  to  review  these  letters  that  we  have  here, 
and  see  what  the  people  out  there  in  rural  America  and  urban 
America,  are  saying.  They  are  not  afraid  of  a  realistic  look  at  the 
social  security  program,  because  they  are  aware  of  the  realistic 
problems  in  that  program. 

They  want  to  do  what  has  to  be  done  to  make  sure  the  program 
is  sound.  For  those  who  are  retired  today,  our  commitment  to  them 

:  must  be  maintained,  and  President  Reagan  spoke  strongly  of  that 

j  last  night  in  his  speech,  saying  he  intends  to  maintain  that  com- 
mitment. However,  if  we  don't  begin  to  plan  now  for  the  long-range 

j  future  of  this  program,  the  truth  is  there  might  not  be  a  program 

i  for  the  millions  of  people  who  rely  on  it  today. 

[    Mr.  Chairman,  I  wish  we  had  more  time,  but  thank  you  very 

,  much  for  the  time  you  have  given  me. 

j    [The  prepared  statement  follows:] 

I Statement  of  Hon.  C.  W.  Bill  Young,  a  Representative  in  Congress  From 
the  State  of  Florida 
a  Mr.  Chairman  it  is  indeed  an  honor  and  privilege  to  appear  today  before  your 
:  Subcommittee  to  discuss  the  financial  needs  of  the  Social  Security  System.  I  would 
j  like  to  commend  you  personally,  Mr.  Chairman,  for  taking  this  initiative  in  an 
|1  effort  to  expedite  the  work  of  the  97th  Congress  in  consideration  of  Social  Security 
legislation.  As  we  ail  know,  time  is  of  the  essence. 
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Mr.  Chairman,  the  some  1,000  letters  I  have  before  me  represent  not  only  the 
fears  and  concerns  of  the  more  than  230,000  Social  Security  recipients  in  my 
Congressional  District,  they  also  represent  letters  from  concerned  individuals  who 
are  presently  working  and  paying  into  Social  Security,  expecting  to  receive  benefits 
when  they  retire. 

These  letters  are  moving  and  poignant  pleas  from  the  American  people.  All  of 
these  letters  are  from  people  who  have  written  to  express  their  feelings  and  to  offer 
their  suggestions  on  how  to  solve  the  problems  facing  Social  Security.  I  would  like 
to  share  some  of  these  suggestions  with  you  now  and  offer  all  of  them  for  your  use 
as  this  Committee  moves  forward  in  an  attempt  to  address  and  solve  the  financial 
problems  plaguing  Social  Security. 

In  making  my  recommendations  to  this  Committee,  I  am  also  drawing  upon 
information  obtained  from  the  General  Accounting  Office,  the  fiscal  year  1982 
Budget  of  the  United  States  submitted  by  former  President  Carter,  OMB  Director 
Dave  Stockman's  suggestions,  and  a  number  of  studies  done  by  private  institutions 
in  attempting  to  address  the  long  term  requirements  of  the  Social  Security  System. 

Without  question,  the  most  important  step  we  can  take  for  both  the  short-term 
and  long-term  benefit  of  the  Social  Security  System  is  to  join  with  President  Reagan 
in  getting  our  Nation's  economic  house  in  order.  Many  of  the  problems  which 
plague  Social  Security  can  be  traced  directly  to  the  depressing  state  of  our  economy. 
We  have  experienced  over  the  past  two  years  double  digit  inflation,  13.3  percent  in 
1979  and  12.4  percent  in  1980  and  as  we  all  know,  it  is  driving  up  the  cost  of  Social 
Security  benefits. 

What  adds  to  this  problem  is  that  while  we  have  been  experiencing  such  an 
alarming  rate  of  inflation,  we  have  also  been  experiencing  massive  unemployment. 
Presently,  there  are  7  million  Americans  unemployed.  When  unemployment  is  high, 
there  are  fewer  people  paying  taxes  to  generate  sufficient  revenues  to  meet  the 
growing  requirements  of  Social  Security  benefits. 

As  President  Reagan  noted  in  his  address  to  the  Nation  on  the  economy,  "the 
federal  budget  is  out  of  control  and  we  face  runaway  deficits  of  almost  $80  billion 
for  fiscal  year  1980.  Since  1960  our  government  has  spent  $5.1  trillion.  Our  national  ! 
debt  has  grown  by  $648  billion  and  prices  have  exploded  by  178  percent."  President 
Reagan  estimated  that  altogether  regulations  of  every  kind  adopted  by  government 
on  shopkeepers,  farmers,  and  major  industries,  "add  $100  billion  or  more  to  the  cost 
of  the  goods  and  services  we  buy.  And  then  another  $20  billion  is  spent  by  govern- 
ment handling  the  paperwork  created  by  those  regulations." 

For  the  sake  of  those  who  live  on  their  Social  Security  and  the  Social  Security 
System  itself,  our  number  one  priority  has  to  be  the  economy,  for  Social  Security  is  '■ 
so  directly  related  to  the  state  of  the  economy  that  its  problems  will  not  be 
effectively  solved  without  substantial  improvement  in  America's  economy.  To  be- 
lieve that  a  weakened  economy  feeding  on  high  inflation  and  high  unemployment 
can  ever  produce  a  fiscally  sound  Social  Security  program  is  to  ignore  reality. 

But  economic  improvement  will  not  happen  overnight  and  until  it  does,  let  me 
suggest  several  thoughts  that  I  believe  your  Committee  should  review. 

In  the  letters  before  me,  the  most  frequently  made  suggestion  by  my  constituents  j 
is  to  eliminate  Social  Security  benefits  to  post-secondary  students.  According  to  a  i 
February  1981  Congressional  Budget  Office  (CBO)  report,  savings  of  approximately 
$650  million  could  be  realized  during  fiscal  year  1982  and  recurring  savings  of 
larger  amounts  in  later  years  if  this  recommendation  was  followed. 

Unless  some  immediate  action  is  taken,  the  OASI  is  expected  to  be  in  deficit  by  i 
late  1982.  In  an  effort  to  avoid  this  I  would  suggest  permitting  interfund  borrowing  i 
to  ease  OASI  deficits  during  the  short  term.  Interfund  borrowing,  however,  could  at  | 
best  only  postpone  rather  than  eliminate  the  need  for  more  income  in  later  years,  j 

Improve  recovery  of  overpayments  made  to  retirement  survivors  and  disability 
insurance  beneficiaries.  While  the  Social  Security  Administration  (SSA)  has  recov- 
ered a  sizeable  portion  of  overpayments  by  adjusting  future  benefits,  GAO  reports" 
that  individuals  no  longer  receiving  benefits  owed  SSA  approximately  $234  million 
as  of  July  31,  1978. 

Some  of  the  mail  I  received  suggests  examining  the  use  of  the  Consumer  Price 
Index  (CPI)  for  determing  cost  of  living  raises  for  recipients.  It  has  been  suggested 
that  current  CPI  indexing  of  benefits  might  not  be  an  accurate  parameter  to 
determine  the  real  effect  of  inflation  on  retirees.  CBO  states  that  the  14.3  percent 
increase  for  June  1980  will  add  nearly  $17  billion  to  outlays  in  fiscal  year  1981  and 
for  each  one  percentage  point  increase  in  the  CPI  in  the  future,  more  than  $1.3 
billion  in  benefits  are  paid  each  year  to  OASI  and  DI  beneficiaries.  The  Tax 
Foundation  claims  that  a  more  accurate  indexing  method  could  save  aimost  $3 
billion  per  year.  The  Tax  Foundation  states  in  a  report  that,  "If  the  adjustment 
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were  restricted  to  less  than  a  full  percentage  of  increase  in  the  inflation  index  or 
the  interval  of  adjustment  stretched  out  some,  many  more  billions  could  be  saved." 

A  frequently  made  suggestion  is  to  raise  the  retirement  age  from  65  to  68  but  to 
do  it  gradually  to  allow  people  time  to  make  their  retirement  plans.  While  some 
increase  in  retirement  age  might  be  needed,  if  we  act  on  some  of  these  other 
proposals,  it  may  not  be  necessary  to  postpone  retirement  to  68  but  rather  we  may 
be  able  to  get  by  with  raising  the  retirement  age  to  66  or  67. 

The  mandatory  retirement  age  of  70  should  be  removed.  The  age  is  arbitrary  and 
many  are  able  and  quite  willing  to  work  past  this  age. 

There  are  others  who  suggest  the  possibility  of  mandating  universal  coverage,  a 
means  of  gaining  immediate  additional  revenues.  This  would  be  difficult  to  accom- 
plish, but  at  best  it  could  only  be  done  with  full  integration  with  civil  service  on 
favorable  terms  to  current  federal  employees.  This  obviously  diminishes  the  poten- 
tial for  revenue  gains  while  increasing  the  inevitable  increase  in  outgo  when  those 
new  recipients  would  reach  eligibility. 

Another  administrative  change  which  we  may  want  to  consider  would  be  to 
calculate  Social  Security  payments  to  the  nearest  penny.  In  the  past,  SSA  rounded 
benefits  to  the  nearest  dollar.  When  GAO  reported  that  savings  could  be  accom- 
plished if  benefits  were  rounded  to  the  nearest  cent,  SSA  subsequently  rounded  to 
the  nearest  dime.  GAO  estimates  a  savings  of  at  least  $8  million  in  fiscal  year  1982 
and  at  least  $181  million  during  fiscal  years  1983-85  if  SSA  would  round  the  nearest 
cent. 

A  frequently  cited  suggestion  is  for  the  Congress  to  examine  the  need  for  mini- 
mum Social  Security  benefits.  In  view  of  the  Supplemental  Security  Income  (SSI) 
program  being  implemented  to  establish  a  minimum  income  for  needy  people  who 
are  at  least  65,  the  need  for  a  minimum  Social  Security  benefit  seems  questionable. 

It  has  been  suggested  that  we  examine  the  use  of  trust  fund  resources  for 
payments  to  surviving  spouses  with  working  children  as  well  as  lump  sum  death 
benefits.  Some  have  suggested  that  while  these  are  necessary  benefits,  they  would 
be  more  appropriately  considered  as  different  than  Social  Security  benefits  and 
therefore  funded  from  general  revenue.  According  to  the  Tax  Foundation,  the 
elimination  fo  these  two  benefits  along  with  student  benefits  and  minimum  pay- 
ments, could  save  more  than  $3  billion  a  year  by  the  mid-1980s. 

The  Medicare  and  Supplemental  Security  Income  program  should  be  examined  to 
determine  whether  they  should  be  funded  from  general  revenues. 

While  these  various  suggestions  should  not  be  viewed  as  a  complete  list  of  options, 
they  do  represent  the  mainstream  of  thought  as  expressed  in  the  mail  I  have 
received  thus  far.  Clearly  there  is  the  widely  held  belief  that  Social  Security  should 
be  returned  to  the  program  as  originally  intended,  that  of  basic  security  income  at 
the  time  of  retirement. 

We  are  talking  about  people,  who  throughout  their  working  lives,  have  paid  their 
Social  Security  tax — with  no  exemptions  or  deductions — to  finance  a  government 
program  that  is  supposed  to  assist  them  when  they  retire. 

We  are  also  talking  about  115  million  individuals  who  are  now  working  in  social 
security  covered  employment,  expecting  retirement,  survivor  and  disability  protec- 
tion for  themselves  and  their  dependents. 

The  original  Social  Security  program  (OASI)  was  enacted  in  1935,  to  provide 
income  protection  for  retired  workers  and  their  surviving  dependents.  Then,  as  now, 
Social  Security  taxes  are  levied  on  employees  as  well  as  employer,  on  all  covered 
earnings  up  to  the  maximum  ceiling. 

Social  Security  was  intended  to  be  a  pay-as-you-go,  intergenerational  transfer 
system  under  which  taxes  withheld  from  today's  workers  would  benefit  today's 
recipients.  Todays  taxpayers  then  would  rely  on  tomorrows  taxpayer  for  his  bene- 
fits. Even  with  the  large  tax  increase  recently  voted  by  Congress  this  obviously  is 
'not  how  it's  working  out  or  you  wouldn't  be  holding  this  hearing  today. 

In  1937,  the  first  Social  Security  payroll  deductions  were  one  percent  of  an  earned 
salary  up  to  $3,000  or  a  maximum  of  $30.  In  1950,  the  maximum  contribution  was 
raised  to  $45  a  year.  By  1965,  $4,800  was  the  maximum  taxable  salary  and  the 
i  maximum  annual  contribution  for  a  worker  was  up  to  $174.  In  1981,  the  taxable 
(ceiling  is  $29,700,  with  a  tax  rate  of  6.65  percent  for  a  maximum  contribution  of 
131,975. 

Today,  OASI  outlays  are  on  fifth  of  the  entire  federal  budget,  5  percent  of  the 
(Gross  National  Product  and  growing  faster  than  either.  In  the  past  10  years,  OASI 
-outlays  have  gone  from  $32.3  billion  to  $121.2  billion,  averaging  14.1  percent  annual 
growth  rate,  1.6  times  the  average  annual  cost  of  living  and  1.4  times  the  average 
annual  Gross  National  Product  increase. 
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In  1979,  35  million  people  received  $101  billion  in  Social  Security  Benefits.  One 
out  of  seven  people,  including  retired  workers  and  their  spouses,  widows,  orphans, 
disabled  individuals  and  their  dependents  received  a  monthly  Social  Security  check. 

From  a  small  scale  program  to  supplement  an  indiivdual's  savings,  today  s  Social 
Security  system  includes  disability  benefits,  a  form  of  income  replacement  insurance 
that  protects  workers  of  all  ages  and  is  an  umbrella  for  medicare. 

If  the  present  trends  continue,  18  percent  of  the  population  or  55  million  people, 
will  be  65  or  older  by  the  year  2030.  The  median  age  of  the  population  in  the  year 
2030  will  be  almost  38,  compared  to  30  today.  The  number  of  aging  and  retired 
persons  who  are  eligible  for  Social  Security  is  moving  ahead  faster  than  the  number 
of  people  who  work.  The  significance  of  all  this  for  Social  Security  is  that  even 
fewer  workers  will  be  funding  retirement  benefits  for  even  more  retirees.  In  1937, 
the  contributions  of  12  workers  supported  one  retiree.  In  1980,  only  3  workers  pay 
the  benefits  of  one  retiree.  That  kind  of  a  situation  just  can't  survive  for  very  long. 
Not  only  is  Social  Security  in  deep  trouble  now  but  if  it  continues  to  run  as  usual, 
without  a  marked  improvement  in  our  Nation's  economy,  it  is  guaranteed  to  get 
worse. 

If  we  are  going  to  keep  our  commitment  and  have  a  fiscally  sound  Social  Security 
program,  obviously,  something  must  be  done.  It  would  be  cruel,  unfair  and  unwor- 
thy of  us,  however,  to  try  to  reform  the  Social  Security  System  at  the  expense  of 
those  already  retired,  and  the  President  has  assured  us  that  this  will  not  happen. 
But  it  is  clear  that  without  some  change,  the  Social  Security  system  will  soon  be  in 
serious  financial  trouble,  not  necessarily  for  those  people  now  receiving  benefits,  but 
for  those  people  in  the  work  force  who  are  paying  into  the  system  expecting  to 
retire  in  the  future  with  a  Social  Security  income. 

The  obvious  solution  to  the  problem  that  faces  Social  Security  is  to  return  Social 
Security  to  what  it  was  originally  intended  to  be  with  a  few  relatively  minor 
modifications. 

The  suggestions  I  have  presented  today  are  consistent  with  the  views  of  my 
constituents,  as  represented  in  these  letters.  They  are  also  consistent,  I  believe,  with 
the  views  of  the  Reagan  Administration.  The  President  has  said  that  he  intends  to 
keep  faith  with  his  commitment  to  our  senior  citizens  and  I  am  confident  that  he 
will  do  so.  Likewise,  I  am  confident  that  this  Committee  after  completing  it's 
hearings  will  maintain  the  commitment  of  the  Congress  to  protect  the  benefits  of  J 
today's  and  tomorrow's  Social  Security  recipients. 

Thank  you  Mr.  Chairman,  I  appreciate  this  opportunity  to  express  these  views  to 
the  distinguished  Members  of  your  Committee. 

Mr.  Pickle.  Thank  you,  Congressman  Young.  I  have  read  your 
statement  and  you  make  several  good  suggestions,  many  of  which 
we  have  talked  about  in  this  committee,  some  of  which  I  think  we 
will  approach,  so  you  can  be  certain  that  your  entire  statement  has 
been  made  available  to  the  committee  members. 

I  agree  with  you  that  people  throughout  the  country  as  a  whole 
now  are  beginning  to  look  realistically  at  social  security  and  the 
changes  that  we  should  make,  and  are  not  trying  to  get  locked  into 
any  one  set,  hard  position  such  as  you  can't  take  away  a  penny  or 
don't  tax  me. 

I  think  they  recognize  this  as  being  extremely  valuable  and  for 
the  first  time  I  think  there  is  an  attitude  of  cooperation  and 
understanding  of  the  task  ahead.  That  wasn't  true  perhaps  2,  3,  or 
4  years  ago  because  we  had  plenty  of  money  and  nobody  thought! 
about  it.  Now  it  is  extremely  important. 

I  believe  what  you  are  telling  me  about  your  constituents  is 
shared  by  many  people.  I  want  to  ask  our  staff  to  be  in  touch  with 
you  and  your  office  so  that  we  may  review  some  of  these  letters 
and  gain  from  them  many  of  the  sentiments  and  feelings  that  your 
people  have. 

I  thank  you  very  much. 

Mr.  Young.  Mr.  Chairman,  thank  you  very  much. 
Mr.  Pickle.  Mr.  Jacobs. 

Mr.  Jacobs.  I  just  have  one  question.  Have  you  answered  that 
mail  yet?  i 
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Mr.  Young.  Not  yet.  We  have  been  very  busy  trying  to  index 
what  the  mail  was  saying. 

Mr.  Jacobs.  In  that  case  we  will  delay  you  no  further. 

Mr.  Young.  Thank  you  very  much. 

Mr.  Pickle.  Thank  you  very  much,  Congressman  Young. 

Mr.  Young.  If  we  can  take  the  mail  without  stumbling  again,  we 
will  get  it  out  of  the  way  for  the  time  being. 

Mr.  Pickle.  I  see  you  brought  a  box.  Scoop  it  up. 

Now  we  will  be  pleased  to  hear  from  Congressman  Thomas  E. 
Petri.  We  thank  you  for  waiting  so  patiently.  It  has  been  a  long 
morning,  but  I  assure  you  that  we  want  to  hear  you.  If  you  will, 
proceed,  sir. 

STATEMENT  OF  HON.  THOMAS  E.  PETRI,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  WISCONSIN 

Mr.  Petri.  Mr.  Chairman,  I  would  like  to  thank  you  and  the 
members  for  this  time,  and  I  will  summarize  my  statement  and  ask 
that  it  be  made  a  part  of  the  record. 

Mr.  Pickle.  It  will  be. 

Mr.  Petri.  I  have  three  points.  First  of  all,  I  want  to  support  the 
President's  proposal  to  phase  out  the  benefits  which  have  become 
redundant,  and  that  is  the  post-secondary-school  benefit.  I  support 
rationalizing  the  social  security  system  by  placing  educational  as- 
sistance where  it  properly  belongs,  under  the  Higher  Education 
Act.  Currently,  the  student  benefit  is  not  well  integrated  with 
other  higher  educational  assistance,  and  is  often  inequitable. 

For  example,  it  is  not  included  in  the  needs  analysis  for  pro- 
grams such  as  the  Pell  grant  and  direct  loan,  which  means  that  a 
student  attending  a  public  university  or  college  costing  around 
$4,000  per  year  could  get  a  $2,000  Pell  grant  and  an  average  $3,000 
social  security  benefit,  leaving  him  with  an  extra  $1,000  per  year 
before  any  other  grants  or  loans  for  which  he  might  be  eligible  are 
considered. 

I  would  also  like  to  state  my  support  for  two  additional  changes. 
One  is  a  small  technical  change  which  will  eliminate  a  windfall  for 
certain  people  who  retire  before  the  age  of  65.  I  will  supply  details 
of  this  to  the  committee  and  its  staff. 

Finally,  I  think  we  ought  to  consider  bringing  new  Federal  em- 
ployees under  social  security.  In  the  past,  Federal  employees  have 
opposed  merging  their  retirement  system  with  social  security, 
partly  out  of  fear  that  their  money  would  be  used  to  bail  out  social 
security  and  their  promised  benefits  would  be  jeopardized.  We  do 
.  not  need  to  merge  their  system  with  social  security.  Consider  allow- 
ing current  Federal  employees  to  keep  their  separate  system.  Just 
bring  new  employees  under  social  security. 

We  have  no  obligation  to  treat  them  the  same  as  existing  em- 
ployees. They  will  be  free  to  choose  a  Federal  job  or  not,  knowing 
that  one  of  the  conditions  of  employment  is  participation  in  the 
social  security  system.  They  may  also  participate  in  the  Federal 
retirement  plan  as  private  company  employees  participate  in  both 
the  social  security  and  their  company  plan  and  State  employees 
participate  in  both  social  security  and  their  State's  retirement 
plan.  In  short,  we  should  keep  the  promises  we  have  made  to 
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current  employees,  but  that  need  not  prevent  us  from  changing  the 
rules  for  prospective  employees. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 

Statement  of  Hon.  Thomas  E.  Petri,  a  Representative  in  Congress  From  the 

State  of  Wisconsin 

Mr.  Chairman,  I  want  to  thank  you  for  the  opportunity  to  appear  before  the 
Committee  on  Ways  and  Means  Subcommittee  on  Social  Security.  I  know  you  share 
my  belief  that  we  must  make  sure  that  the  economic  structure  of  the  Social 
Security  system  is  sound — both  now  and  in  the  future.  It  is  because  of  my  desire  to 
maintain  Social  Security  as  a  viable  and  equitable  program  of  income  security  for 
the  elderly  and  disabled  that  I  believe  the  time  has  come  to  gradually  phase  out  a 
benefit  which  has  become  redundant — the  postsecondary  school  benefit.  We  should 
rationalize  the  Social  Security  system  by  placing  educational  assistance  where  it 
properly  belongs — under  the  Higher  Education  Act. 

Payments  under  the  postsecondary  school  entitlement  currently  average  $255  per 
month  per  student  and  range  between  $20  per  month  and  $700  per  month.  When 
this  entitlement  was  added  to  the  Social  Security  System  in  1965,  there  was  a  need 
for  additional  higher  education  financing.  However,  times  have  changed  and  such 
legislation  as  the  Higher  Education  Act  and  the  Middle  Income  Student  Assistance 
Act  now  ensure  that  adequate  grants  and  loans  are  available  to  virtually  all 
applicants.  As  a  member  of  the  Education  and  Labor  Committee's  Subcommittee  on 
Postsecondary  Education,  I  participated  actively  in  the  recent  reauthorization  of  the 
Higher  Education  Act,  and  I  feel  confident  that  those  who  would  be  losing  Social 
Security's  postsecondary  benefits  would  not  be  denied  access  to  higher  education  for 
financial  reasons. 

Permit  me  to  list  some  of  the  education  assistance  available  from  federal  and 
state  sources.  First  there  are  the  Pell  Grants,  which  were  previously  called  the 
Basic  Educational  Opportunity  Grants.  In  academic  year  1981-82,  these  needs-tested 
grants  have  a  limit  of  $1,900,  which  cannot  be  more  than  50  percent  of  the  student's 
educational  costs.  Pell  grants  will  increase  to  a  maximum  of  $2,600  per  year  and  70 
percent  of  costs  in  1985-86.  Triggers  tie  Pell  Grants  to  other  student  aid  programs, 
such  as  Supplemental  Educational  Opportunity  Grants  (SEOG).  SEOGs  are  needs- 
tested  by  the  school  and  can  carry  maximum  stipends  of  $2,000  per  year.  Then  there 
are  State  Student  Incentive  Grants  (SSIG),  which  also  carry  a  maximum  grant  of 
$2,000  per  student.  Another  federally-funded  program  is  College  Work-Study,  under 
which  a  student  works  for  at  least  the  minimum  wage  part-time  during  school  and 
possibly  full  time  during  recesses  and  summer  vacations. 

Turning  to  loan  programs,  we  have  the  needs-tested  National  Direct  Student 
Loans  (NDSL),  at  4  percent  interest,  providing  up  to  $1,500  per  year,  and  the 
Guaranteed  Student  Loan  program,  under  which  any  student  can  borrow  $2,500  per 
year  at  9  percent  interest  regardless  of  family  income.  Under  both  these  programs, 
no  interest  is  charged  and  no  payments  are  due  until  after  the  student  leaves 
school. 

Finally,  a  parental  loan  program  has  just  been  established  which  allows  parents 
to  borrow  up  to  $3,000  a  year  per  student  at  11  percent  interest  regardless  of  family 
need. 

In  addition  to  the  above-mentioned  programs,  I  should  like  to  note  that  many 
schools  have  independent  funds  available  for  scholarships,  fellowships,  and  assis- 
tantships.  Nor  should  we  forget  that  many  students  also  work  part  or  full  time  to 
fund  their  quest  for  learning. 

Mr.  Chairman,  please  forgive  me  for  going  on  at  length  about  sources  of  student 
assistance,  but  I  wanted  to  emphasize  that  by  gradually  doing  away  with  Social 
Security's  post-secondary  school  benefit  we  would  not  be  harming  the  poor  or  needy 
because  there  are  alternate  sources  of  aid.  In  fact,  we  would  be  helping  those  who 
depend  on  Social  Security  for  income  security  by  taking  this  step  toward  restoring 
the  long-range  financial  health  of  the  Social  Security  system. 

Moreover,  since  the  student  benefit  is  not  well  integrated  with  other  higher 
education  assistance,  it  is  often  inequitable.  For  example,  it  is  not  included  in  the 
needs  analysis  for  programs  such  as  Pell  grants  and  direct  loans.  So  a  student 
attending  a  public  university  or  college  costing  around  $4,000  per  year  could  get 
both  a  $2,000  Pell  Grant  and  an  average  $3,000  Social  Security  student  benefit, 
leaving  him  with  an  extra  $1,000  per  year  before  any  other  grants  or  loans  are 
considered.  If  he  also  takes  out  maximum  subsidized  loans  and  puts  his  extra  money 
in  high-yielding  investments,  he  can  make  a  far  larger  profit  off  of  Uncle  Sam. 
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Mr.  Chairman,  the  last  three  Administrations  have  recommended  the  gradual 
elimination  of  the  postsecondary  benefit.  By  not  adding  new  student  beneficiaries 
and  phasing  out  the  program  over  the  next  four  years,  fiscal  year  1982  savings 
would  amount  to  $700  million  and  the  Congressional  Budget  Office  projects  the 
federal  savings  in  the  1982-1986  period  at  $8.9  billion.  This  would  be  a  considerable 
saving  which  would  not  eliminate  payments  for  death,  disability  and  old  age,  which 
are  the  most  important  elements  of  the  Social  Security  system. 

I  urge  the  Subcommittee  to  take  prompt  action  toward  the  gradual  elimination  of 
the  postsecondary  student  benefit. 

Mr.  Chairman,  I  would  also  like  to  state  my  support  for  two  additional  changes  in 
Social  Security.  One  is  a  technical  change  that  will  eliminate  a  small  windfall  for 
certain  people  who  retire  before  the  age  of  65.  No  one  expects  this  windfall  and  it 
causes  considerable  administrative  problems,  so  I  do  not  expect  major  opposition  to 
a  bill  I  have  prepared  to  eliminate  it.  I  would  like  to  submit  an  explanation  of  it  to 
your  staff  at  a  later  date,  and  I  merely  take  this  opportunity  to  alert  you  to  it. 

Finally,  I  think  we  ought  to  consider  bringing  new  federal  employees  under  Social 
Security.  In  the  past,  federal  employees  have  opposed  merging  their  retirement 
system  with  social  security,  partly  out  of  fear  that  their  plan  would  be  used  to  bail 
out  social  security  and  their  promised  benefits  would  be  jeopardized.  But  we  do  not 
need  to  merge  their  system  with  social  security.  Let's  allow  current  federal  employ- 
ees to  keep  their  separate  system.  Just  bring  new  employees  under  social  security. 
We  have  no  obligation  to  continue  the  same  treatment  for  them.  They  will  be  free 
to  choose  a  federal  job  or  not,  knowing  that  one  of  the  conditions  of  employment  is 
participation  in  the  social  security  system.  They  may  also  participate  in  the  federal 
retirement  plan  as  private  company  employees  participate  in  both  Social  Security 
and  their  company  plan,  and  as  many  state  employees  participate  in  both  social 
security  and  their  state's  retirement  plan. 

In  short,  we  should  keep  the  promises  we  have  made  to  current  employees,  but 
that  need  not  prevent  us  from  changing  the  rules  for  prospective  employees. 

Mr.  Pickle.  We  thank  you,  Mr.  Petri. 

Can  you  tell  me  just  for  my  information,  you  talk  about  the  Pell 
grants. 

Mr.  Petri.  It  was  called  the  BEOG,  basic  educational  

Mr.  Pickle.  I  am  not  talking  about  the  BEOG;  I  am  talking 
about  the  Pell. 
Mr.  Petri.  They  renamed  it. 

Mr.  Pickle.  The  same  thing.  I  misunderstood  you,  then.  I  do  not 
have  a  question.  Mr.  Jacobs. 

Mr.  Jacobs.  Mr.  Chairman,  I  would  just  like  to  say  for  the  record 
that  I  consider  this  to  be  one  of  the  better  statements  made  before 
the  committee,  not  solely  because  of  its  brevity  but  also  because  of 
its  conciseness,  and  I  have  observed  the  gentleman  from  across  the 
aisle  for  a  few  years  now,  and  I  think  he  is  at  the  top  of  the  list  of 
the  better  Members  of  the  Congress,  and  we  appreciate  your  testi- 
mony very  much. 

Mr.  Petri.  Thank  you  very  much. 

Mr.  Pickle.  Again  we  thank  you  very  much,  and  your  statement 
is  a  good  one.  You  have  been  very  kind  to  wait  this  long. 
Mr.  Petri.  Thank  you  for  having  me. 

Mr.  Pickle.  The  Chair  would  say  that  the  subcommittee  will 
adjourn  shortly.  We  hope  to  have  hearings  in  the  very  near  future, 
possibly  as  early  as  next  week  the  full  committee  will  be  in  session 
hearing  administrative  leaders  on  the  proposed  tax  cut  and  expend- 
itures bill,  as  announced  by  the  President,  but  there  is  a  possibility 
I  that  we  will  have  a  subcommittee  hearing  on  March  6.  There  is  a 
I  possibility  also  of  next  Friday,  February  27,  and  then  in  the  first 
I  week  of  March  also,  and  for  4  or  5  days  in  March.  So  we  would 
\  simply  like  to  say  that  we  hope  to  continue  these  hearings  on  a 
regularly  scheduled  basis  as  soon  as  we  are  released  by  the  chair- 
man of  the  full  committee. 
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The  committee  will  adjourn  until  further  notice. 
[Whereupon,  at  12:05  p.m.,  the  subcommittee  adjourned,  subject 
to  the  call  of  the  Chair.] 


SOCIAL  SECURITY  FINANCING  ISSUES 


THURSDAY,  FEBRUARY  26,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  B.C. 
The  subcommittee  met  at  10  a.m.,  pursuant  to  notice,  in  room 
B-318,  Rayburn  House  Office  Building,  Hon.  J.  J.  Pickle  (chairman 
of  the  subcommittee)  presiding. 

Mr.  Pickle.  The  subcommittee  is  privileged  to  have  as  our  first 
witness  one  of  the  most  knowledgeable  men  on  the  subject  of  social 
security.  I  don't  know  that  you  can  say  he  started  the  social  secu- 
rity program,  but  he  was  almost  there  at  the  beginning.  Perhaps 
he  was. 

He  has  probably  had  more  to  do  with  the  adjustments  to  the 
program  than  anyone. 

He  is  a  professor  at  the  University  of  Texas,  at  the  L.  B.  J. 
School  of  Public  Affairs. 

I  am  happy  to  welcome  you  here,  Mr.  Secretary.  We  are  delight- 
ed that  you  have  come  to  be  with  us,  and  we  are  proud  that  you 
have  taken  the  time,  and  we  are  anxious  to  see  what  you  have  to 
say. 

STATEMENT  OF  WILBUR  J.  COHEN,  PROFESSOR,  L.  B.  J. 
SCHOOL  OF  PUBLIC  AFFAIRS,  UNIVERSITY  OF  TEXAS 
(FORMER  SECRETARY  OF  HEALTH,  EDUCATION,  AND  WEL- 
FARE) 

Mr.  Cohen.  Thank  you  very  much,  Mr.  Chairman,  and  members 
of  the  committee. 

You  gentlemen  have  one  of  the  most  difficult,  controversial  and 
complex  problems  of  any  committee  or  subcommittee  on  the  Hill.  I 
have  a  deep  feeling  of  gratitude  to  you  for  being  willing  to  take  on 
your  assignment,  which  I  am  sure  will  be  very  difficult. 

I  request  permission  to  have  two  documents  printed  in  the  record 
at  the  end  of  my  testimony. 

Mr.  Pickle.  The  documents  will  appear  in  the  record. 

Mr.  Cohen.  I  am  Wilbur  J.  Cohen,  the  Sid  W.  Richardson  profes- 
sor of  public  affairs  at  the  L.  B.  J.  School  of  Public  Affairs,  the 
University  of  Texas  at  Austin.  I  was  a  member  of  the  National 
Commission  on  Social  Security  (1977-81)  by  appointment  of  Speak- 
er O'Neill. 

I  was  a  staff  member  of  the  Committee  on  Economic  Security 
(1934-35),  which  prepared  the  Economic  Security  bill  which  became 
the  Social  Security  Act  of  1935.  I  worked  for  the  Social  Security 
Board  (1935-55)  becoming  Director  of  Research  and  Statistics.  I  was 
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the  Assistant  Secretary  for  Legislation  (1961-65),  Under  Secretary 
(1965-68)  and  Secretary  of  HEW  (1968-69). 

I  am  appearing  here  today  in  my  individual  capacity. 

I  appreciate  the  opportunity  to  appear  before  this  important 
subcommittee,  especially  in  view  of  the  fact  that  my  Representa- 
tive, Mr.  Pickle,  is  the  distinguished  chairman. 

Those  of  us  who  have  been  associated  with  the  program  over 
many  years  deeply  appreciate  the  conscientious  and  considerate 
concern  which  the  chairman  and  this  subcommittee  are  demon- 
strating in  dealing  with  the  difficult  and  controversial  financing 
and  related  problems  currently  facing  the  social  security  program. 

In  a  brief  statement  such  as  this,  it  is  not  possible  to  include  all 
of  the  analysis  or  justification  for  every  recommendation.  Hence,  I 
will  summarize  my  conclusions  and  be  available  to  answer  ques- 
tions on  any  aspects  of  interest  to  the  committee  members. 

I  would  like  to  insert  in  the  printed  record  following  my  testimo- 
ny the  supplemental  statement  which  Robert  J.  Myers  and  I  pre- 
pared, which  is  included  in  the  Appendix  of  the  Report  of  the 
National  Commission  on  Social  Security  and  entitled  "Common 
Misunderstanding  About  Social  Security"  and  also  a  supplemental 
statement,  which  I  prepared  for  the  Commission  report  which  pre- 
sents my  views  as  to  why  I  believe  it  is  premature  at  this  time  to 
make  any  major  reductions  in  long-range  future  benefits  on  the 
doubtful  assumption  that  we  will  not  be  able  to  meet  the  long- 
range  future  costs  of  the  program  because  of  pessimistic  productiv- 
ity and  labor  force  estimates  which  I  do  not  think  are  inevitable. 

GENERAL  PRINCIPLES 

Before  discussing  specific  financing  and  benefit  issues,  I  think  it 
desirable  to  provide  the  framework  of  general  principles  which  I 
support  and  which  serve  to  provide  the  basis  for  answers  to  specific 
issues  which  distinguish  my  views  from  some  of  the  other  persons 
who  have  testified  before  this  subcommittee. 

I  view  the  OASDHI  program  as  a  social  insurance  system.  It  is 
not  a  welfare  program  although  its  objective  in  constitutional 
terms  is  to  promote  the  general  welfare.  It  is  not  a  private  insur- 
ance system.  But  it  is  a  contributory  insurance  program  with  ear- 
marked payroll  taxes  to  support  specific  statutory  benefits.  The 
entitlement  to  such  benefits  is  a  compact  which  the  elected  repre- 
sentatives of  the  people  have  written  into  specific  promises  in  a 
law  similar  to  the  policy  which  an  individual  receives  from  a 
private  insurance  company. 

Millions  of  people  contributed  to  this  insurance  system  for  many 
years  which  they  believed  would  pay  them  for  the  promised  bene- 
fits as  a  matter  of  statutory  right.  In  my  opinion,  reduction  or 
repeal  of  a  statutory  insurance  promise  may  result  in  individuals 
losing  faith  in  the  integrity  of  the  Congress  and  their  government. 
Already,  many  young  people  believe  they  will  never  receive  the 
benefits  promised.  Cutbacks  in  benefits  will  reinforce  and  extend 
this  belief.  Such  a  consequence  would  be  unfortunate. 

I  will  return  to  this  fact,  Mr.  Chairman,  several  times,  because 
the  most  prevalent  experience  I  have  had  in  the  past  few  years  is 
the  widespread  belief  of  younger  people  that  they  will  never  get 
the  benefits  that  are  promised. 
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That,  to  me,  is  the  most  tragic  and  unfortunate  situation,  in 
which  vast  numbers  of  people  do  not  have  confidence  that  Congress 
will  carry  out  the  promises  that  are  in  the  law. 

Now,  you  can  derive  different  conclusions  from  that  observation, 
but  I  will  say  this,  and  I  think  you  will  agree  with  me,  that  that  is 
a  very  extensive  pervasive  fact  which,  in  deciding  whatever  your 
policy  is,  you  must  take  into  account.  Cutbacks  in  benefits,  in  my 
opinion,  will  reinforce  and  extend  this  belief,  which  is  already 
prevalent,  and  such  a  consequence,  whatever  you  believe,  I  think 
would  be  exceedingly  unfortunate  for  the  Congress,  for  the  Govern- 
ment, and  for  social  security. 

Moreover,  if  the  confidence  of  large  numbers  of  the  public  in  the 
financial  integrity  of  the  system  is  weakened  or  destroyed,  the 
result  may  be  to  determine  the  entire  contributory  nature  of  the 
system  and  eventually  to  result  in  converting  the  program  into  a 
wholly  general  revenue  financed  system. 

I  would  not  want  this  to  happen.  I  think  on  that  score  I  can  say 
from  the  45  years  that  I  have  testified  before  the  Committee  on 
Ways  and  Means,  that  has  been  the  view  of  every  chairman,  re- 
gardless of  the  political  party,  and  the  majority  of  this  committee, 
which  I  share  with  them  that,  undermining  the  contributory 
nature  of  this  system  would  be  the  most  widespread  disaster  that 
could  occur.  And  I  believe  it  is  too  big  a  risk  to  take  by  considering 
benefit  cutbacks  through  the  reconciliation  process. 

It  would  be  difficult  to  persuade  contributors  that  their  contribu- 
tory benefit  could  be  wiped  out  by  a  budgetary  process  which  did 
not  take  into  account  the  moral,  political  and  economic  commit- 
ments they  believe  are  embodied  in  the  system. 

Moreover,  millions  of  contributors  do  not  understand  how  the 
earmarked  taxes  and  benefits  of  this  system  became  involved  in 
the  general  budget  or  deficits  in  the  general  revenues. 

You  gentlemen  who  are  out  on  the  firing  line  more  frequently  do 
not  need  me  to  explain  to  a  contributor  how  all  of  these  issues  get 
involved  in  the  deficit  of  the  Government,  when  they  consider 
social  security  contributions  and  benefits  as  an  earmarked  system 
quite  separate  from  the  situation. 

In  my  opinion,  the  public  does  not  view  the  social  security 
system  as  a  macroeconomic  income  transfer  program  as  do  most 
economists.  I  doubt  whether  they  want  it  mixed  up  with  the  econo- 
mists' theories  of  either  supply  policy  or  otherwise.  I  urge  that  you 
should  not  determine  the  financing  or  benefit  relationship  of  the 
program  based  solely  or  primarily  on  shortrun  budgetary  or  fiscal 
considerations. 

It  is  too  important  in  terms  of  policy  to  be  based  simply  on  that 
point  of  view. 

Recent  public  opinion  polls  show  that  most  persons  treat  social 
security,  as  did  Senator  Robert  Taft,  as  an  exception  to  general  tax 
or  Government  benefit  policies.  In  my  opinion,  there  would  be  no 
support  for  payroll  taxes  unless  the  benefits  were  earmarked  and 
paid  as  a  matter  of  statutory  right.  Conversely,  major  policy 
changes  in  the  benefit  structure  could  undermine  support  for  the 
contributory  approach  embodied  in  the  present  law. 

The  Committee  on  Ways  and  Means  over  the  past  45  years  has 
reaffirmed  its  support  and  belief  in  the  contributory  social  insur- 


272 


ance  philosophy.  It  has  done  so  at  least  on  17  major  occasions.  I 
strongly  urge  you  to  do  so  again  this  year. 
I  favor: 

One:  Interfund  borrowing; 

Two:  Authorization  for  borrowing,  with  interest,  from  the  gener- 
al fund  for  limited  periods — of  course,  paying  back  in  order  that 
Congress,  which  might  not  be  meeting  or  having  a  tax  bill  that 
year,  would  be  able  to  keep  the  system  going  until  Congress  got 
back  to  being  able  to  handle  it. 

Three:  Reenactment  of  the  Vandenberg  amendment  (1944-50), 
which  authorized  appropriations  from  the  general  fund  to  assure 
full  payment  of  promised  benefits  to  help  in  reestablishing  confi- 
dence in  the  program. 

Now,  let  me  just  stop  there,  because  I  don't  think  you  may 
discuss  that  particular  issue  in  this  subcommittee.  The  reason  why 
that  was  put  in  was  the  support  of  Mr.  Mills  and  others  in  1944.  It 
was  to  be  able  to  handle  this  psychological  political  problem  of 
saying  to  a  person  that  within  its  ability  Congress  has  guaranteed 
that  it  will  pay  the  benefits  promised.  It  was  never  used. 

In  1950,  Mr.  Mills,  with  my  concurrence,  took  it  out  of  the  law.  I 
think  that  was  a  fatal  mistake,  Mr.  Chairman.  I  am  sorry  I  ever 
agreed  to  that  amendment.  But  the  amendment  in  the  law,  which 
had  no  particular  effect,  because  appropriations,  if  needed,  would 
still  have  had  to  have  been  made  by  Congress,  and  Congress  could 
have  changed  the  law  and  raised  taxes,  or  done  something  else,  but 
it  did  give  the  Social  Security  Administration,  and  the  Congress, 
the  opportunity  to  say  to  people  who  said,  "I  am  never  going  to  get 
my  benefits,,  that  "There  is  a  provision  in  the  law  where  Congress 
will  see  to  it  that  you  get  your  benefits.' ' 

There  is  not  that  provision  in  the  law  today. 

There  is  a  provision  in  the  law  which  says  if  you  don't  get  your 
benefits,  you  may  appeal  to  the  Federal  District  Court  and  eventu- 
ally go  to  the  Court  of  Appeals  and  the  Supreme  Court  and  secure 
a  kind  of  judgment  against  the  Federal  Government  to  pay  you 
your  individual  benefits,  and  that  has  been  my  answer  up  until 
now.  But  I  have  to  say  to  you,  sir,  it  has  not  been  an  adequate  i 
answer  to  a  particular  person. 

I  strongly  urge  you  to  consider  the  Vandenberg  amendment  in-? 
sertion — not  because  I  am  asking  you  to  pay  the  benefits  out  of 
general  revenue,  but  simply  that  you  would  have  a  method  by 
which  you  could  deal  with  what  I  think  is  this  tragic  unfortunate 
situation  where  people  do  not  have  confidence  that  Congress  is  $ 
going  to  pay  the  benefits  when  due  in  the  next  20,  30,  or  40  years.  I 
recognize  you  are  considering  financial  mechanisms  to  overcome.! 
that,  but  I  think  whatever  you  do,  coupled  with  the  Vandenberg 
amendment,  would  give  you  the  strongest  rebuttal  to  these  fears, 
anxieties,  and  frustrations  which  now  help  to  undermine  the  confi-  j 
dence  of  the  people  in  the  social  security  system. 

Four:  Payment  of  up  to  one-half  of  the  cost  of  the  medicare 
program  from  general  revenues  and  allocation  of  the  released  pay- 
roll contributions  to  the  OASDI  program,  such  cost  to  be  consid- 
ered as  part  of  the  1981  tax  reduction  package; 

Five:  A  specified  tax  credit  (along  the  lines  proposed  by  Mr. 
Gephardt)  for  employer,  employee  and  self-employed  contributions, 
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such  an  offset  to  be  considered  as  part  of  the  1981  tax  reduction 
package. 

Should  you  consider  the  1981  increase,  or  any  further  increases 
you  are  going  to  put  in  the  schedule  bring  a  political  problem  in 
the  economic  situation,  I  think  you  should  then  consider  whatever 
financing  you  are  going  to  do  here,  as  part  of  an  offset  for  the 
general  tax  reduction,  and  in  that  respect  I  believe,  if  I  understood 
what  you  said  the  other  day,  Mr.  Pickle,  that  your  decision  on 
financing  social  security  should  be  made  before  the  tax  bill. 

I  see  a  close  relationship  between  decisions  you  are  going  to 
make  about  financing  social  security  and  the  tax  bill,  and  I  think 
you  ought  to  consider  in  whatever  way  you  want  to  decide,  the 
need  for  increased  revenue  as  an  offset  against  what  you  intend  to 
do  about  other  tax  deductions. 

Six:  Extension  of  coverage  to  the  President,  Vice  President, 
Members  of  Congress,  and  persons  confirmed  by  the  Senate,  includ- 
ing the  Commissioner  of  Social  Security.  I  feel  rather  strongly 
because  all  the  public  hearings  that  I  attended  in  the  Commission, 
one  of  the  first  questions  I  got  is,  when  I  was  sitting  in  your  place 
up  on  the  rostrum,  people  would  say: 

Well,  Commissioner  Cohen,  if  the  system  is  so  good  as  you  say  it  is,  why  is  it  that 
the  Congressmen  and  the  Commissioner  of  Social  Security  are  excluded?  Do  they 
know  something  that  we  don't  know? 

I  believe,  sir,  although  I  think  the  issue  is  sound,  one  of  the 
major  ways  to  overcome  some  of  the  doubts  and  views  people  have 
is  at  least  to  extend  the  coverage  to  the  major  people  who  have 
political  office,  confirmed  by  the  Senate,  in  order  to  reestablish 
confidence  of  people  and  have  those  people  recognize  it  is  a  good 
system,  too. 

With  regard  to  coverage  by  all  other  Federal  employees,  I  believe 
there  are  other  political  aspects,  so  I  am  in  favor  of  what  I  call  a 
three-step  operation. 

Seven:  My  next  step  is  coverage  of  medicare  to  all  Federal  em- 
ployees. I  presume  that  is  not  within  the  scope  of  this  subcommit- 
tee right  at  this  time.  I  don't  know.  But  let  me  take  a  moment  to 
talk  to  that.  There  is  no  problem  vis-a-vis  coverage  of  Federal 
employees  in  medicare  that  involves  those  kinds  of  issues  of  merger 
with  the  Civil  Service  Retirement  System,  and  all  the  other  issues 
that  this  subcommittee  and  committee  is  familiar  with  in  connec- 
tion with  a  cash  benefit  program. 

The  National  Commission  on  Social  Security  has  recommended 
that  we  extend  the  medicare  program  contributions  to  that  pro- 
gram, to  all  Federal  employees,  State  employees,  everyone.  They 
.  would  all  be  covered,  and,  of  course,  whatever  other  private  insur- 
ance would  be  adjusted  with  what  we  have  at  the  present  time.  I 
am  covered  by  medicare  right  now,  and  my  private  insurance 
assumes  medicare  pays  what  it  can  and  then  supplementation  is 
met  from  other  insurance.  That  would  reduce  some  of  the  windfall 
1  that  now  occurs  in  the  cost  of  the  medicare  program,  because  to 
!  give  you  an  illustration,  any  one  of  these  Federal  employees  can 
i  get — after  Federal  coverage  full  medicare  coverage  by  only  paying, 

even  at  a  maximum,  for  10  years. 
|     Eight:  Reestablishment  of  a  Social  Security  Board.  Let  me  say 
why  I  think  that  is  important  psychology:  Over  the  years  that  the 
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Social  Security  Board  existed  as  against  the  single  Commissioner, 
there  was  a  feeling,  as  I  understand  it — the  Board  was  always  two 
persons  from  the  major  political  party  and  one  from  the  other 
political  party — it  gave  an  impression  throughout  the  country  that 
social  security  was  managed  in  a  nonpartisan  bipartisan  way.  To  a 
certain  extent  that  has  been  lost. 

I  am  not  suggesting  that  that  would  materially  have  changed  the 
administration  of  the  program,  but  I  do  believe  social  security  is 
viewed  by  people,  as  Senator  Taft  did,  as  a  very  special  aspect  of 
Government.  Perhaps  they  are  wrong  in  thinking  that  it  is  very 
close  to  a  private  insurance  company.  But  to  the  extent  that  they 
do,  and  think  of  it  as  sui  generis,  as  a  program  managed  by 
Government  along  the  best  lines  of  the  insurance  policy,  I  think 
there  is  an  advantage  in  reestablishing  some  kind  of  a  board  to 
give  it  that  nonpartisan,  nonpolitical  aspect. 

Here,  of  course,  you  will  find  I  am  diverting  from  past  experi- 
ence. I  would  separate  the  functions  from  the  Department  of 
Health  and  Human  Services.  I  think  the  Department  of  Health  and 
Human  Services  now  has  gotten  so  big  and  has  so  many  diverse 
aspects  that  when  people  think  of  social  security  fused  with  all  the 
other  welfare  functions  of  the  department,  they  become  confused 
about  the  relationship  of  the  insurance  program  from  the  welfare 
program. 

Nine:  I  have  already  talked  about  the  exclusion  of  social  security 
payroll  contributions  and  expenditures  from  the  Federal  unified 
budget,  because  people  on  the  whole  do  not  understand  how,  when 
you  either  increase  the  taxes  or  decrease  the  benefits,  how  it  has 
an  impact  on  the  deficit  or  the  surplus. 

Now,  the  original  reason,  I  might  say,  why  social  security  was 
put  in  the  unified  budget  was  because  it  was  a  time  when  social 
security  had  a  big  surplus  and  was  taking  in  a  lot  more  money 
than  it  was  paying  out.  That  surplus  was  offset  against  the  deficit 
that  made  the  budget  look  good.  The  economists  thought  it  was  a 
great  idea  to  encompass  this  surplus  into  the  budget. 

Mr.  Pickle.  When  was  that  done,  Mr.  Cohen? 

Mr.  Cohen.  1968-69, 1  am  sorry  to  say. 

Mr.  Jacobs.  Where  are  you  teaching  now? 

Mr,  Cohen.  I  teach  at  the  L.  B.  J.  School  of  Public  Affairs. 
Mr.  Pickle.  We  were  just  trying  to  ascertain  the  year  it  was  put 
in. 

Mr.  Cohen.  I  have  to  be  a  little  restrained  on  this  point,  but  I 
think  it  is  good  for  all  of  us  to  admit  error  from  time  to  time. 

Mr.  Pickle.  I  don't  think  lightning  would  come  through  four 
floors  of  this  building. 

Mr.  Jacobs.  There  might  be  a  short  circit  in  the  microphone,* 
though. 

Mr.  Cohen.  Of  course,  at  that  time,  as  I  said,  it  all  looked  pretty 
good  to  people.  There  was  a  surplus. 

Mr.  Pickle.  I  think  probably  most  of  us  voted  with  you. 

Mr.  Cohen.  I  had  my  doubts  at  the  time,  but  I  subordinated 
them  to  what  I  thought  was  the  broader  interest  of  taking  account 
of  all  of  the  income. 

Now  my  view  is  this,  though:  The  one  thing,  while  I  disagree  j 
with  my  economist  colleagues,  one  thing  I  know  they  can  do  is  add  ! 
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and  subtract.  There  is  no  reason  why  Mr.  Stockman  or  anybody 
can't  take  all  the  general  revenues,  including  the  on-budget  and 
off-budget  things,  and  the  trust  funds,  and  add  them  together  or 
subtract  them  from  time  to  time  for  whatever  economic  analysis 
they  want  about  the  relationship  of  that  to  income  transfer  pro- 
grams and  the  Government  deficit  and  everything  else. 

However,  I  would  be  very  strong  for  taking  either  the  surplus  or 
the  deficit,  whatever  it  may  be,  of  the  social  security  fund  into 
account,  along  with  general  revenue  problems,  which  it  is  hard  to 
get  people  to  understand.  And  if  Mr.  Stockman  says,  as  I  under- 
stand he  said  to  you,  that  it  doesn't  make  much  difference,  well, 
then,  why  doesn't  he  do  it  if  it  doesn't  make  much  difference? 

Mr.  Pickle.  I  can't  remember  whether  he  said  it  was  cosmic  or 
cosmetic. 

Mr.  Jacobs.  It  was  cosmic. 

Mr.  Cohen.  If  I  had  to  say  so  as  an  economist,  it  is  cosmetic.  I 
would  agree  with  it.  But  I  think  you  gentlemen  know  when  you  go 
out  and  talk  with  people  who  are  not  economists,  rank-and-file 
people  of  the  country  who  try  to  discuss  social  security  and  macro- 
economic  effects,  about  the  income  transfer  program  and  borrow- 
ing, and  so  on,  you  are  immediately  at  a  loss  when  you  relate  the 
budget  deficit  to  social  security  financing  questions. 

The  first  question  is,  "What  has  that  to  do  with  it?"  I  thought  I 
was  making  my  contribution  into  a  system  in  which  the  contribu- 
tions were  being  separately  handled  for  these  benefits  and  all  of  a 
sudden  you  are  telling  me  that  the  Government  is  mixing  this 
thing  all  up  with  16  other  issues. 

Before  you  are  through,  you  have  lost  a  great  deal  of  political 
and  psychological  support  for  the  system.  That  is  my  view  this 
morning  that  I  am  expressing,  that  for  the  average  person  in  the 
country,  with  the  millions  of  people  who  contribute,  the  kinds  of 
issues  that  perhaps  you  and  I  and  the  committee  have  to  discuss, 
are  foreign  to  their  conception,  and  it  is  important  that  whatever 
you  do  in  financing,  in  what  you  say,  you  return  the  system  to 
some  kind  of  a  conception  they  have  about  how  the  total  system  is 
operated. 

My  last  point,  No.  10,  is  that  you  establish  a  special  social 
security  court  similar  to  the  Tax  Court,  to  handle  the  growing 
number  of  appeals. 

Now,  Mr.  Pickle,  that  comes  out  of  any  work  during  the  last  year 
on  the  complications  of  the  bill  that  you  sponsored  last  year, 
which,  in  my  opinion,  because  of  the  review  of  disability  claims, 
which  I  wholeheartedly  support  and  which  are  desirable,  are  going 
to  result  in  a  tremendous  increase  in  the  number  of  appeals  cases 
clogging  up  the  whole  administration  machinery. 

I  think  instead  of  clogging  up  the  Federal  district  courts,  clog- 
ging up  the  appeals  procedure,  the  recommendation  of  the  Nation- 
al Commission  on  Social  Security  in  which  we  establish  a  special 
I  social  security  court  to  handle  the  growing  appeals  will  again  make 
,  people  feel  this  insurance  system  is  going  to  handle  their  appeals 
expeditiously  and  separately,  and  that  there  is  going  to  be  prece- 
I  dent  decisions  that  will  carry  out  the  situation  which  are  not  easy 
now  because  of  the  different  court  decisions,  and  so  on. 
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I  would  urge  you  at  the  time  to  give  this  recommendation  consid- 
eration. 

Those  I  have  put  together  as  my  10  suggestions  which,  are  to 
restore  public  confidence  in  the  financial  and  administrative  integ- 
rity of  the  social  security  program.  This  objective  is  the  most 
important  action  you  can  take  at  this  time.  It  is  the  highest  prior- 
ity and  the  most  urgent  necessity. 

If  people  object  to  a  particular  item  by  saying  it  is  cosmetic,  it  is 
a  myth.  I  say  that  may  well  be  so,  but  it  is  what  people  live  by, 
believe  as  to  how  the  Government  is  operating  its  programs. 

I  would  maintain  those  are  the  kinds  of  psychological,  political, 
moral,  economic  combined  factors  that  you  ought  to  take  into 
account  when  you  are  trying  to  get  the  system  back  on  a  sound 
basis. 

Now,  I  have  listed  the  items  I  am  opposed  to. 

I  am  opposed  to  any  change  in  the  basic  methods  of  indexing 
wages  for  benefit  computation  purposes — that  is,  before  the  person 
retires— by  substituting  price  changes  for  wage  changes. 

I  think  when  the  committee  made  that  decision  a  couple  years 
ago,  that  was  the  right  decision.  Any  change  in  that  would  serious- 
ly undermine  people's  confidence  in  the  benefit  determination  proc- 
ess. 

I  have  thought  about  this  a  lot  because  I  know,  Mr.  Pickle,  you 
and  others  are  interested.  I  am  opposed  to  any  change  in  the  basic 
cost-of-living  indexing  for  social  security  beneficiaries  unless  it  is 
based  upon  professionally  sound  recommendations.  By  that,  I  mean 
unless  the  Bureau  of  Labor  Statistics  has  worked  it  out  with  profes- 
sional economists  and  others,  and  that  it  is  consistently  applicable 
to  all  other  Federal  benefits  programs. 

I  think  if  there  are  any  professionally  desirable  changes  to  be 
made—and  I  can  think  of  mortgages,  rent,  and  so  on,  where  there 
may  well  be  some,  but  they  should  be  across-the-board  for  all 
systems.  Don't  separate  out  the  social  security  system  to  do  some- 
thing separately  for  them  that  you  are  not  willing  to  do  for  all  the 
other  programs. 

I  am  opposed  to  making  the  basic  coverage  of  the  social  security 
system  voluntary  or  go  into  any  proposal  which  would  provide  for 
100  percent  general  revenue  financing  for  any  benefit  program, 
because  I  believe  it  would  inevitably  result  in  the  transformation  of 
such  benefit  into  being  considered  welfare  or  being  income-condi-  j 
tioned  and  thus  serving  as  further  discontent  over  the  earmarked 
payroll  contributions  to  the  system.  By  that,  I  mean,  should  you  do  t 
that,  I  see  step  by  step  eventual  dismantling  of  the  employer/ 
employee  contributory  system. 

I  am  opposed  to  any  proposal  which  attempts  to  establish  a 
double-decker  benefit  program  by  separating  out  a  general  revenue 
financed  benefit  from  a  contributory  financed  benefit,  for  exactly 
the  same  reasons  I  have  just  enumerated. 

Any  proposal  which  attempts  to  eliminate  one  so-called  inequity 
in  the  law  by  reducing  the  benefits  to  another  group  such  as 
between  single  or  married  women,  or  men  and  women.  I  happen  to 
believe  there  are  inequities  in  the  law  with  regard  to  women.  They 
should  be  corrected.  But  I  also  believe  if  you  are  going  to  do  that 
by  cutting  other  people's  benefits,  which  had  been  suggested  by 
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some  people,  you  are  in  for  more  inequities  than  you  have  at  the 
present  time. 

While  I  have  struggled  with  those  problems  for  several  years, 
and  I  don't  see  any  immediate  solution  to  it,  I  would  not  come 
before  you  today  to  recommend  an  increase  in  the  cost  of  the 
program  to  solve  that  inequity  until  you  put  the  present  system  on 
a  financially  sound  basis,  and  then  see  where  you  want  to  go  from 
there. 

I  am  opposed  to  any  increase  in  the  normal  requirement  age 
from  65  to  68  for  cash  benefits  and/ or  medicare,  and  any  increase 
in  the  actuarial  reduction  option  from  age  62  to  65.  I  presume  you 
would  like  to  ask  me  why,  and  I  will  be  glad  to  discuss  that. 

I  am  opposed  to  the  three  reductions  in  benefits  recently  pro- 
posed by  President  Reagan  to  be  effective  namely,  with  respect  to 
the  insurance  payments  to  the  children  between  ages  18  to  22  of 
retired,  deceased,  or  disabled  contributors,  further  disability  insur- 
ance requirements,  and  the  repeal  of  existing  minimum  insurance 
benefits  of  $122  a  month. 

I  may  say  first,  before  I  later  have  to  answer  any  questions,  I  am 
very  gratified  that  President  Reagan  has  established  the  principle 
of  what  he  calls  the  safety  net  of  programs,  which  he  is  not 
proposing  to  be  basically  changed,  and  of  his  statement  that  what 
he  wants  to  do  is  to  safeguard  programs  where  there  are  truly 
needy  persons.  I  want  to  compliment  him  on  that. 

I  also  believe  that  there  are  programs  in  which  there  is  fraud 
and  waste  and  abuse  that  ought  to  be  cut,  but  I  am  very  happy 
that  he  has  not  suggested  any  basic  change  in  the  contributory 
system — at  least  so  far  he  has  not,  and  I  believe  he  does  not  intend 
to,  under  present  circumstances — to  suggest  any  basic  change  in 
either  the  contributory  nature  of  the  program  or  the  statutory 
right,  and  I  want  to  compliment  and  I  am  completely  in  accord 
with  that  decision,  although  I  do  disagree,  as  I  said,  with  the  three 
reductions  he  has  proposed,  and  I  would  be  glad  to  discuss  that. 

OTHER  ISSUES 

Now,  in  discussing  that  kind  of  an  issue,  I  thought  it  might  be 
wise  to  take  up  three  or  four  big  issues  which  I  have  summarized 
briefly  in  this  paper,  because  they  come  up  when  you  talk  about 
specific  items. 

One  of  the  most  prevailing  arguments  that  is  being  made,  wide- 
spread, is  to  return  the  program  to  its  original  purpose.  I  try  to 
follow  all  the  literature  on  this  and  repeatedly  that  is  stated.  I 
understand  what  is  meant  by  that,  is  to  have  a  program  that  only 
deals  with  old  age  security  and  eliminates  disability  and  medicare 
"  and  finance  them  out  of  general  revenue. 

I  disagree  completely  with  that  observation  and  conclusion. 
One  of  the  most  frequent  heard  statements  is  that  the  program 
should  be  returned  to  its  original  purpose,  namely,  the  payment  of 
i  benefits  solely  to  older  people,  and  any  other  benefits  should  be 
|  considered  as  welfare  and  come  from  general  revenues.  I  am  op- 
;  posed  to  this  approach  for  reasons  I  have  already  pointed  out,  but 
i  there  are  additional  considerations  to  support  my  view. 
!  The  Committee  on  Economic  Security,  which  drafted  the  original 
<  legislation,  was  interested  in  a  program  which  included  old  age 
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survivors  and  disability  insurance.  I  can  say  rather  authoritatively 
here,  Mr.  Chairman,  since  I  was  a  staff  member  of  that  committee 
in  1934,  they  studied  the  foreign  systems  which  provided  all  three 
aspects.  That  happened  to  be  one  of  my  responsibilities  at  that 
time,  so  I  can  say  it  rather  authoritatively. 

Because  of  the  economic  conditions  in  1935  and  the  absence  of 
any  constitutional  certainty  about  the  program,  they  believed  it 
desirable  to  postpone  action  on  monthly  survivor  and  disability 
benefits  and  only  concentrate  on  old  age  benefits  at  that  time,  and 
then  to  return  the  contributions  where  a  person  died  or  didn't 
retire  as  a  lump-sum  payment.  But  as  soon  as  the  Supreme  Court 
in  1973  ruled  it  was  constitutional,  the  Board  and  Congress  imme- 
diately, in  1939,  after  the  constitutionality,  adopted  the  survivors' 
insurance  benefit  program  and  then  in  1956  adopted  the  disability 
insurance  program. 

And  if  you  study  practically  all  the  hundred  or  so  social  security 
programs  in  the  world,  you  will  see  that  they  all  have  old-age 
survivors  and  disability  insurance  and  some  kind  of  health  pro- 
gram. Some  of  the  studies  of  the  staff  which  show  this  interrela- 
tionship, the  staff  of  the  Committee  on  National  Security,  will  be 
found  in  the  volume  "Social  Security  in  America,"  and  I  have 
given  the  pages  where  these  studies  indicate  studies  of  the 
German,  and  the  British,  and  other  systems. 

In  addition,  I  would  like  to  point  out  that  the  disability  benefits 
are  premature  retirement  benefits  and  the  survivor  benefits — life 
insurance — are  payable  because  of  the  permanent  retirement  of 
the  contributor.  Medicare  is  primarily  to  cover  the  major  medical 
care  costs  of  retired  persons  whose  monthly  income  cannot  ade- 
quately handle  unpredictable  and  catastrophic  costs. 

In  addition,  I  would  like  to  point  out  that  when  they  say  they 
only  want  a  retirement  system,  that  disability  benefits  are  a  retire- 
ment benefit.  They  are  premature  retirement  benefits.  We  have 
retirement  benefits  on  a  basis  of  chronological  age,  and  we  have 
retirement  benefits  for  physical  and  mental  disability  prior  to 
chronological  old  age.  Every  social  security  system  in  the  world 
recognizes  that  you  have  to  have  a  disability  program  prior  to  j 
chronological  age  retirement  or  otherwise  you  have  a  constant 
pressure  to  lower  the  retirement  age. 

If  you  make  retirement  solely  in  a  country  conditional  upon  age, 
then  the  people  who  get  sick  and  disabled  before  they  retire  and 
you  think  they  will  die  before  retirement  age,  say,  "All  my  contri- 
butions are  being  lost.  Since  I  am  not  going  to  reach  old  age,  I 
won't  get  any  benefits."  I 

So  it  is  logical  and  consistent  to  view  disability  benefits  as  part  of 
the  retirement  system.  And,  if  I  may  say  so,  a  little  facetiously, 
survivor  benefits  are  a  form  of  permanent  retirement  as  far  as  the 
death  of  the  breadwinner  is  concerned — well,  at  least  from  this 
Earth.  I  would  have  to  modify  my  statement  to  that  extent.  I  know 
very  little  about  the  Earth,  but  on  the  other  aspect  I  know  nothing 
about  the  hereafter,  so  I  wouldn't  be  an  expert  on  that  point  at  all. 

I  believe,  therefore,  that  medicare  is  primarily  to  cover  the  major 
medical  costs  of  retired  persons  whose  monthly  income,  no  matter 
what  it  is,  cannot  be  adequately  handled  on  a  predictable  basis 
when  there  are  catastrophic  costs. 
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So,  in  my  view,  gentlemen,  old  age  security,  disability  security, 
survivors'  security,  medicaid  security,  are  an  integrated  consistent 
pattern  and  ought  to  be  kept  together.  It  safeguards  you  against 
the  idea  that  a  person  who  doesn't  meet  the  one  contingency — old 
age — is  contributing  to  a  system  in  which  they  are  not  going  to  get 
anything  back.  This  way,  you  have  the  young  and  the  old,  the 
middle  aged  and  the  old,  the  sick  and  the  well,  all  getting  some 
kind  of  insurance  protection. 

In  addition,  all  these  benefits,  in  my  judgment,  are  essentially 
broadly  defined  retirement-type  coverage,  including  the  benefits  to 
both  young  widows  with  children  and  older  widows.  They  are  a 
logical  and  consistent  package.  And  I  strongly  believe  they  should 
be  kept  together. 

There  is  one  aspect  of  the  original  purpose  of  the  1935  old  age 
insurance  program  which  I  believe  should  be  retained,  and  that  is 
the  retirement  test.  However,  I  recognize  that  this  is  one  increase 
in  expenditures  which  President  Reagan  has  endorsed,  and  which 
many  persons  support.  However,  I  urge  you  not  to  increase  the  cost 
of  program  for  this  purpose.  If  the  Congress  does  decide  at  some 
later  date  to  increase  or  repeal  the  retirement  test,  I  would  urge 
that  one-half  of  the  cost  of  any  such  legislative  action  should  be 
met  from  general  revenues  rather  than  from  payroll  taxes. 

Similarly,  while  I  am  opposed  to  any  exemption  from  the  em- 
ployer, employee,  or  self-employed  tax  on  behalf  of  anyone  age  65 
or  over,  if  Congress  does  decide  to  so  do,  one-half  of  such  revenue 
loss  to  the  system  should  be  reimbursed  from  general  revenues. 

In  any  case,  I  would  urge  that  this  is  not  an  appropriate  time  to 
increase  the  benefit  cost  or  the  revenue  loss  of  the  system.  This  is 
the  safest  point  of  view  to  be  taken  at  this  time. 

THE  INTER-GENERATIONAL  COMPACT 

The  financing  of  the  present  program  is  basically  on  a  pay-as- 
you-go  basis  with  a  contingency  reserve. 

I  would  prefer  to  build  up  the  reserves  somewhat  to  cover  the 
ups  and  downs  of  the  business  cycles,  errors  in  the  estimates,  and 
shortrun  difficulties. 

I  subscribe  to  the  idea  if  we  could  get  back  to  where  reserves 
would  be  equal  to  1  year's  payment  benefit,  that  would  be  desir- 
able. You  can't  do  that  all  in  one  fell  swoop,  but  that  might  be  a 
1  10-  to  20-year  objective. 

I  do  think  that  has  got  to  be  substantially  more  than  9  percent  of 
the  benefit  payment,  as  you  know,  to  keep  the  cash  flow  of  the 
"  system  going. 

Essentially,  however,  the  system  should  be  continued  so  that 
extraordinarily  large  reserves  are  not  accumulated.  This  necessi- 
tates convincing  contributors  that  the  current  working  generation 
pays  the  contributions  for  the  beneficiary  generation.  That  is  a 
i  sound  pay-as-you-go  policy.  I  hope  whatever  you  do,  you  will  reaf- 
firm that  in  your  committee  report. 

The  Congress  has  in  recent  years,  neglected  justifying  that  policy 
because  there  are  many  people  who  think  it  would  be  better  to 
have  a  large  reserve  rather  than  a  pay-as-you-go  philosophy,  which 
has  been  the  policy  adopted  by  the  Ways  and  Means  Committee 
ever  since  1939.  I  think  it  is  the  right  policy. 
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I  believe  it  is  essential  to  reinforce  the  principle  of  the  intergen- 
erational  financing  and  benefit  compact.  I  recognize  the  difficulties 
involved  in  convincing  young  persons  to  contribute  to  the  program. 
But  that  is  why  we  should  retain  and  preserve  the  life  insurance 
and  disability  insurance  benefits  in  the  program  so  that  younger 
and  middle-aged  workers  will  have  valuable  protection  in  relation 
to  their  contributions  and  their  risks  of  dying  or  becoming  disabled 
in  addition  to  reaching  old  age. 

PRESERVING  THE  FINANCIAL  SOUNDNESS  OF  THE  PROGRAM 

I  wholeheartedly  support  the  effort  to  provide  sufficient  income 
to  the  system  to  pay  the  promised  benefits  in  the  existing  law. 
While  I  support  and  prefer  to  finance  the  present  benefit  provi- 
sions with  a  supplementation  from  general  revenues  equal  to  one- 
half  of  medicare  costs,  I  recognize  that  some  other  combinations 
are  feasible.  One  possibility  would  be  to  phase  in  such  genera 
revenues — that  is,  instead  of  going  to  the  one-half,  start  off  with 
one-fifth,  one-seventh,  or  something  over  a  5-year  period,  combinec 
with  some  modification  in  existing  payroll  taxes,  depending  upor 
the  expectations  and  assumptions  of  economic  recovery  in  th* 
future,  and  the  extent  of  general  tax  reductions. 

I  have  not  yet  had  an  opportunity  to  take  all  that  into  account 
but  there  are  a  number  of  combinations  of  these  things. 

I  would  also  support  a  payment  from  general  revenues  equal  t( 
the  loss  of  contributions  to  the  system  during  the  period  wher 
unemployment  exceeds  a  specified  level,  such  as  5  or  6  percent 
Such  a  proposal  was  advocated  in  1977  but  not  accepted  by  th( 
Congress.  It  is,  however,  worthy  of  further  consideration  since  it  i; 
a  proposal  which  to  an  appreciable  extent  has  a  realistic  built-ii 
cost  limitation  not  related  to  future  increasing  beneficiary  liabil 
ities. 

If  you  are  trying  to  think  of  some  way  to  finance  the  shortruij 
problem  without  committing  yourselves  to  a  substantial  longrui 
financial,  then  that  proposal  still  has  some  worthiness,  because  I  g< 
on  the  assumption  that  unemployment,  at  least  as  recommende< 
by  the  present  administration,  is  going  to  decline,  and,  therefore 
the  cost  of  this  would  decline,  but  it  is  not  related  to  the  fact  thaj 
there  are  more  and  more  beneficiaries  and  higher  and  higher  cost 
to  the  system  coming  in  the  next  20  to  50  years. 

GENERAL  REVENUES 

I  recognize  the  political  and  financial  problems  involved  in  pre 
viding  that  one-half  of  the  medicare  costs  be  borne  out  of  genera 
revenues.  I  will  try  to  sort  out  some  of  these  problems. 

First,  as  you  know,  about  70  percent  of  the  cost  of  that  portion  c 
medicare  related  to  physicians'  insurance  coverage  is  borne  out  c 
general  revenues.  There  has  been  no  impairment  of  the  contribi 
tory  or  insurance  features  as  a  result  of  this  policy  instituted  i: 
1965.  That  whole  principle  was  adopted  when  Mr.  Mills  and  Mi 
Burns  agreed  upon  that  in  1965.  I  think  it  was  sound  then.  It  ha 
not  impaired  the  contributory  nature  of  the  system,  and  I  woul 
think  it  would  not  impair  the  medicare  system. 
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Since  medicare  benefits  are  not  related  to  prior  earnings  levels, 
it  is  reasonable  to  utilize  some  general  revenues  in  that  aspect 
without  impairing  the  philosophy  related  to  the  cash  earnings 
related  benefits. 

Finally,  it  is  timely  and  appropriate  to  consider  any  general 
revenue  contribution  to  the  system  as  an  offset  to  any  general  tax 
reduction  to  individuals  and  employers  which  would  otherwise 
have  been  necessary  by  an  increase  in  payroll  taxes. 

AN  INCOME  TEST? 

Some  individuals  have  advanced  the  proposition  that  the  benefit 
liability  of  the  system  could  and  should  be  reduced  by  eliminating 
payments  to  the  very  rich  or  restricting  them  to  the  truly  needy. 

Finally,  I  must  say  I  find  a  lot  of  talk  as  to  why  not  put  an 
income  test  into  the  law. 

I  would  vigorously  oppose  any  such  change  in  the  law.  No  matter 
where  the  income  limit  originally  was  set,  it  would  result  sooner  or 
later  in  the  program  becoming  considered  by  the  public  as  a  wel- 
fare program.  It  would  result  in  an  inevitable  change  in  the  con- 
tributory earnings-related  program. 

The  fundamental  objective  of  the  system  is  to  pay  benefits  when 
there  is  a  loss  of  earnings  due  to  retirement,  death,  or  disability.  It 
is  true  that  some — even  many— persons  will  receive  the  benefits 
who  do  not  really  need  them  just  as  any  insurance  system  does 
with  fire  insurance  or  automobile  insurance. 

No  insurance  company  says  when  they  pay  benefits,  "Do  you 
really  need  them?"  I  think  that  should  be  the  fundamental  policy 
of  this  social  insurance.  Not  a  policy  of  need.  It  is  one  of  the 
reasons  why  I  object  to  the  three  recommendations  made  by  the 
President.  To  not  subject  claimants  either  directly  or  indirectly  to  a 
concept  of  either  need  or  income  into  the  system  because  you  are 
fundamentally  dealing  with  a  very,  very  important  sensitive  princi- 
ple; namely,  that  people  recognize  that  in  an  insurance  program,  it 
pays  according  to  the  policy. 

In  this  case  the  statutory  provisions  of  the  law  are  without 
regard  to  any  investigation  of  need.  In  that  sense,  people  are 
relying  on  the  private  insurance  philosophy — tradition  and 
image — which  I  think  in  this  case  is  a  proper  one  because  it  is  the 
psychological  and  political  basis  on  which  you  get  people  to  contrib- 
ute to  what  is  a  very  substantial  payroll  tax  contribution. 

CONCLUSION 

In  conclusion,  Mr.  Chairman  and  members  of  the  committee,  I 
have  presented  a  number  of  recommendations  to  restore  the  finan- 
cial integrity  of  the  social  security  system  and  to  preserve  public 
confidence  in  the  congressional  responsibility  for  a  program  affect- 
ing millions  of  people. 

As  I  have  said  many  times  when  I  have  testified  before  the 
committee,  Congress  is  the  board  of  directors  of  this  insurance 
system.  People  look  to  Congress  in  terms  of  establishing  the  poli- 
cies. Not  everyone  will  concur  in  every  aspect,  but  I  believe  the 
proposals  I  have  made  are  feasible  and  sound  and,  if  instituted,  will 
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merit  the  support  of  a  large  number  of  people  in  organizations 
which  support  the  social  security  programs. 

I  have  in  recent  weeks  talked  with  a  number  of  people  represent- 
ing many  different  organizations  and  points  of  view.  The  benefit 
reductions  proposed  by  the  administration  have  resulted  in  anxiety 
primarily  because  it  is  recognized  that  if  you  can  cut  one  benefit 
today,  you  have  established  a  precedent  to  enable  you  to  cut  an- 
other benefit  tomorrow;  if  you  cut  a  little  here,  you  can  cut  a  little 
more  later;  if  you  cut  out  young  people  today,  you  can  cut  them  out 
when  they  get  old.  If  you  can  cut  out  a  student  or  disabled  person 
today,  you  can  cut  out  a  retired  person  tomorrow.  This  is  the 
danger  which  contributors  perceive  as  a  very  real  possibility,  which 
adds  to  that  feeling,  as  I  have  said,  "I  am  not  going  to  get  my 
benefits  when  they  are  due." 

I  urge  you,  therefore,  to  finance  the  benefits  in  the  present  law. 
You  may  not  think  every  benefit  in  the  law  is  as  valuable  or 
essential  as  another.  What  is  unimportant  to  Mr.  Stockman  may  be 
important  to  a  widow  or  a  disabled  person.  We  must  not  be  penny- 
wise  and  pound-foolish. 

In  the  sense  of  making  some  minor  change  which  undermines 
the  fundamental  intergenerational  compact  of  the  contributory, 
related  aspect  of  the  system,  I  particularly  wish  to  point  out  that 
recommendations  to  change  social  insurance  benefits  rights,  effec- 
tive May  1,  only  2,  4,  6  months  away,  will  be  particularly  a  vulner- 
able action. 

I  strongly  urge  action  on  a  sound  financing  program  and  your 
opposition  to  proposals  to  repeal  what  are,  in  effect,  the  vested 
benefit  rights  of  contributors  to  the  system. 

[The  statements  previously  referred  to  follow:] 

Chapter  18 — Supplementary  Statements 
chapter  1 — overview 

Common  misunderstandings  about  social  security 

Many  misunderstandings  of  the  nature  and  operations  of  the  Social  Security 
program  and  prevalent  among  the  population  of  the  Nation  and  even  among  the 
media.  This  chapter  will  deal  briefly  with  a  number  of  these  misunderstandings. 

1.  In  Social  Security,  each  person's  taxes  are  deposited  in  his  or  her  individual 
account  and  then  accumulated  at  interest  to  purchase  his  or  her  benefits. 

Social  Security  is  a  broad  social  insurance  program  which  involves  pooling  of  the 
risks  to  provide  benefits.  Benefits  are  not  determined  exclusively  according  to 
individual  contribution  as  occurs,  for  example,  in  a  savings  bank  account  or  an 
individual  life  insurance  policy.  The  Social  Security  Administration  necessarily  only 
keeps  a  record  of  covered  earnings,  and  not  of  taxes  paid. 

2.  Social  Security  is  bankrupt,  because  it  has  unfunded  accrued  liabilities  of  $4* 
trillion. 

The  concept  of  "unfunded  accrued  liability"  of  a  pension  plan  or  a  social  insur- 
ance system  is  not  simple.  There  are  several  methods  of  defining  and  expressing 
this  element  for  a  benefit  plan.  None  of  these  can  be  said  to  be  the  only  correct  one. 

Under  one  concept,  it  is  hypothesized  that  there  will  be  no  new  entrants  into  the 
system  in  the  future.  It  is  on  this  basis  that  the  figure  of  $4  trillion  1  has  been 
computed.  This  assumption  seems  very  unrealistic  and  academic  when  applied  to 
the  compulsory  Social  Security  program.  When  measured  by  this  criteria,  the  vast 
majority  of  private  pension  plans  also  have  sizable  unfunded  accrued  liabilities, 
which,  again,  are  financed  by  future  contributions. 

A  more  meaningful  concept  of  unfunded  accrued  liability  for  the  Social  Security 
system  is  to  consider  the  balance  between  income  and  outgo  over  a  long-range 
future  period,  such  as  75  years.  When  this  is  done,  the  unfunded  accrued  liability  is 
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about  $850  billion  1  for  the  present  program.  Under  the  revised  benefit  structure 
and  contribution  schedule  recommended  by  the  National  Commission,  the  unfunded 
accrued  liability  under  this  concept  would  be  completely  eliminated. 

3.  The  assets  of  the  Social  Security  trust  funds  are  spurious,  because  the  money 
has  already  been  spent  and  is  not  there. 

The  assets  of  the  trust  funds  are  invested  in  obligations  of  the  Federal  govern- 
ment that  are  recognized  and  accounted  for  in  the  national  debt.  If  the  trust  funds 
had  not  been  invested  in  such  assets,  the  debt  obligations  they  hold  would  have  to 
be  purchased  and  held  by  private  investors.  Interest  is  paid  on  the  obligation  held 
by  the  trust  funds,  and  the  principal  amount  is  repaid  at  maturity. 

The  argument  that  money  paid  in  as  Social  Security  taxes  has  been  spent  for 
other  purposes  is  equally  invalid.  All  financial  institutions  do  the  same.  When  an 
individual  makes  a  deposit  in  a  savings  bank,  the  money  is  not  held  in  cash,  but  is 
lent  out  at  interest. 

4.  The  original  law  provided  that  the  system  would  be  fully  funded,  just  as  private 
pension  plans  and  insurance  policies  are. 

This  misconception  arises  from  language  in  the  law  to  the  effect  that  appropri- 
ations to  the  trust  fund  would  be  made  equal  to  premiums  determined  by  accepted 
actuarial  principles.  The  congressional  intent,  and  the  actual  operations  of  Social 
Security,  clearly  indicated  that  the  appropriations  to  the  trust  fund  were  the  tax 
receipts  (on  an  estimated  basis),  minus  administrative  expenses. 

In  any  event,  because  of  the  graded  tax  schedule,  and  because  the  benefits 
initially  payable  were  far  larger  than  justified  on  an  actuarially  purchasable  basis, 
the  funds  accumulated  have  never  been  more  than  a  small  fraction  of  the  amounts 
needed  to  meet  the  accruing  liabilities. 

5.  Social  Security  will  not  be  here  when  I  retire,  and  all  the  money  that  I  put  in  it 
will  be  gone. 

According  to  this  review,  the  Social  Security  system  is  bankrupt  and  will  shortly 
go  out  of  existence.  It  seems  virtually  certain  that  Congress  would  never  let  this 
happen,  when  about  36  million  people  are  currently  receiving  monthly  benefits. 
Even  more  importantly,  the  current  financial  problems  have  been  greatly  exagger- 
ated by  some,  and  they  are  readily  capable  of  solution.  The  recommendations  of  this 
Commission,  if  enacted,  would  accomplish  this  result. 

6.  The  disability  and  survivor  benefits  are  of  a  "welfare"  nature,  and  thus  are  of  a 
different  character  than  the  retirement  benefits  and  should  be  financed  exclusively 
from  general  revenues  rather  than  payroll  taxes. 

Although  Social  Security  initially  provided  only  retirement  benefits,  the  later 
additions  of  survivor  and  disability  benefits  merely  rounded  out  and  extended  the 
package  of  benefit  protection.  The  disability  and  survivor  benefits  contain  as  many, 
or  even  more,  characteristics  of  insurance  than  do  the  retirement  benefits.  Disabil- 
ity can  be  described  as  being  early  retirement  due  to  physical  or  mental  conditions. 
From  a  purely  insurance  standpoint,  there  is  more  real  insurance"  in  the  disability 
and  survivor  benefits,  because  of  the  much  smaller  probability  that  such  claims  will 
arise  before  age  65  than  the  probabilities  of  surviving  to  retirement  age  and  receiv- 
ing benefits,  especially  for  those  who  were  near  retirement  age  when  they  were  first 
covered. 

7.  The  original  law  provided  benefits  on  a  strictly  actuarially  purchasable  basis, 
similar  to  an  insurance  policy,  and  no  welfare  or  social  adequacy  elements  were 
present. 

Actually,  the  original  law  contained  many  social  adequacy  features,  although  not 
as  many  as  now.  The  retirement  benefits  under  the  original  law  were  heavily 
weighted  to  provide  relatively  larger  benefits  for  low-paid  persons  and  for  persons 
then  near  retirement  age.  Furthermore,  the  contribution  schedule  was  such  that 
lower  rates  were  applicable  in  the  first  12  years  of  operation  than  later,  giving  those 
near  retirement  age  an  even  better  "actuarial  buy".  For  example,  in  1937-41,  a 
person  earning  $600  per  year  (about  %  of  the  average  wage)  who  was  covered  for 
five  years,  received  a  benefit  of  $180  a  year.  A  person  with  the  same  salary  who  was 
covered  for  45  years  in  the  future  (9  times  as  long),  would  receive  $420  a  year,  or 
only  2.3  times  as  much.  Similarly,  a  person  who  was  covered  for  45  years  at  the 
maximum  wage  of  $3,000,  or  five  times  the  earnings  of  the  $600  earner,  would 
receive  an  annual  benefit  of  $1,020,  or  only  2.4  times  as  large. 

8.  The  original  law  provided  that  the  financing  burden  would  never  exceed  1 
percent  of  payroll  for  both  the  employer  and  the  employee. 


1  "Statement  of  Liabilities  and  Other  Financial  Commitments  of  the  United  States  Govern- 
ment as  of  September  30,  1979,"  compiled  in  accordance  with  section  402  of  Public  Law  89-809, 
prepared  by  the  Bureau  of  Government  Financial  Operations,  Fiscal  Service,  Department  of  the 
Treasury,  January  1980,  Schedule  10. 
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The  original  law  provided  that  the  tax  rate  of  one  percent  would  be  effective  only 
for  1937-39.  Thereafter  the  rate  would  rise  by  increments  of  one-half  percent  every 
three  years  until  reaching  three  percent  in  1949.  The  one  percent  rate  was  frozen 
from  1937-49,  but  the  law  recognized  that  the  rate  would  necessarily  rise  over  the 
years. 

9.  Social  Security  is  a  poor  buy,  because  individuals  can  purchase  much  larger 
benefits  in  the  private  sector  for  the  same  taxes. 

Any  proper  analysis  of  the  worth  of  Social  Security  must  take  into  account  not 
only  the  retirement  benefits,  but  also  the  disability  and  survivor  ones.  The  automat- 
ic adjustment  of  benefits  for  changes  in  the  cost  of  living  must  also  be  considered. 
Frequently  analyses  on  this  matter  use  inconsistent  assumptions  such  as  taking  a 
high  interest  rate  (say,  nine  percent),  but  assuming  a  very  low  Consumer  Price 
Index  increase  (such  as  three  percent)  or  ignoring  increases  in  the  Consumer  Price 
Index  altogether. 

Nor  is  it  proper  to  consider  what  is  actuarially  purchasable  in  the  private  sector 
with  the  combined  employer-employee  taxes.  Although  the  employer  taxes  in  the 
aggregate  may  properly  be  considered  as  part  of  the  employee's  pay,  this  does  not 
mean  that  the  employer  tax  is  individually  assignable  to  each  employee.  As  in  the 
vast  majority  of  private  pension  plans  and  other  employee  benefit  programs,  the 
employer's  average  per  capita  cost  is  not  assignable  equally  to  each  employee.  In  a 
pension  plan,  the  employer  cost  as  a  percentage  of  payroll  is  generally  much  higher 
in  a  particular  year  for  the  worker  who  is  near  retirement  age  than  for  a  young 
worker. 

Studies  made  by  the  Office  of  the  Actuary,  Social  Security  Administration,  over 
the  years  have  demonstrated  that  even  the  highest-paid,  youngest  new  entrants  into 
the  Social  Security  system  receive  their  money's  worth  when  all  benefit  provisions 
and  demograghic  probabilities  are  taken  into  account.  Even  under  conditions  least 
favorable  to  Social  Security,  such  as  higher  tax  rates  that  will  be  needed  in  the 
distant  future,  the  value  of  Social  Security's  benefit  protection  is  not  significantly 
lower  than  that  which  could  be  theoretically  purchased  with  the  employee  taxes. 

10.  The  administrative  expenses  of  operating  the  Social  Security  program  are  so 
large  that  the  beneifts  provided  are  a  poor  buy. 

Although  the  administrative  expenses  of  the  Old-Age,  Survivors,  and  Disability 
Insurance  program  will  amount  to  about  $1.8  billion  in  1981,  this  represents  only 
1.3  percent  of  the  benefit  payments.  Administrative  expenses  of  the  Hospital  Insur- 
ance program  are  $540  million,  representing  1.9  percent  of  benefits.  These  relatively 
low  percentages  indicate  that  the  vast  majority  of  the  taxes  collected  are,  or  will  be, 
returned  to  the  beneficiaries  as  benefit  payments.  Other  types  of  insurance  do  not 
generally  have  as  low  administrative  expense  ratios,  although  large  group  insurance 
operations  equal  Social  Security's  ratio  when  allowance  is  made  for  such  things  as 
taxes  and  expenses  borne  by  employers. 

11.  The  administrative  expenses  of  the  Social  Security  program  are  so  low  that  it 
is  a  far  better  buy  than  benefits  available  in  the  private  sector. 

This  is  the  reverse  of  the  previous  misconception.  The  administrative  expenses  of 
the  Social  Security  program  are  quite  low,  but  they  can  be  closely  matched  in  the 
private  sector  (if  proper  comparability  is  involved.)  The  question  of  how  much 
economic  security  should  be  provided  through  the  public  sector  under  Social  Secu- 
rity and  how  much  through  the  private  sector  is  a  judgment  and  philosphical 
matter,  and  should  not  rest  on  the  question  of  the  administrative  expenses  involved. 

12.  Social  Security  provides  far  more  benefit  protection  than  could  be  purchased 
with  the  taxes. 

Quite  obviously,  the  Social  Security  program  has  no  "magical"  method  for  provid- 
ing more  benefits  in  the  aggregate  than  those  actuarially  purchasable  from  the 
employer  and  employee  taxes  combined. 

13.  A  retirement  age  of  65  for  full  benefits  is  too  high,  because  life  expectancy  is' 
about  70  years.  Thus  people  generally  get  only  about  5  years  of  benefits. 

Although  the  life  expectancy  at  birth  is  currently  about  73  years,  this  is  not 
relevant  because  it  relates  to  a  new-born  baby.  The  life  expectancy  for  a  person  age 
20  entering  the  labor  force  is  about  55  years,  resulting  in  age  75  as  the  average  age 
at  death  for  this  group.  Even  more  relevant,  the  expectation  of  life  at  age  65  is 
slightly  more  than  16  years. 

14.  The  retirement  test  should  be  eliminated,  and  benefits  should  be  paid  auto- 
matically at  age  65,  because  the  worker  has  "bought  and  paid  for"  that  benefit— just 
as  if  it  had  been  purchased  from  an  insurance  company. 

The  benefit  provided  by  the  Old-Age,  Survivors,  and  Disability  Insurance  program 
protects  against  the  risk  of  not  only  attaining  age  65,  but  also  of  not  being  substan- 
tially employed  at  that  age.  The  basic  principle  is  that  a  retirement  benefit  is  being 
provided.  Such  a  benefit  should  not  be  paid  to  persons  who  are  not  retired,  any 
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more  than  private  pension  plans  should  pay  retirement  benefits  to  individuals  who 
are  still  working  for  that  employer,  or  private  insurance  contracts  should  pay 
benefits  when  the  risk  insured  against  has  not  occurred.  Social  Security  coverage  is 
virtually  universal,  so  that  it  is  reasonable  to  consider  whether  individuals  are 
retired  from  all  employment. 

At  times,  the  argument  is  made  that  benefits  withheld  because  of  the  earninigs 
test  are  a  "profit"  to  the  Social  Security  system,  and  should  not  be  withheld.  In  fact, 
the  financing  of  the  program  (and  the  schedule  of  tax  rates)  is  founded  on  actuarial 
cost  estimates  which  take  the  effect  of  the  earnings  test  into  account.  If  the  earn- 
ings test  were  repealed,  younger  workers  and  their  employers  would  have  to  pay  a 
higher  tax  rate,  largely  for  the  benefit  of  relatively  high-paid  workers  over  age  65. 

15.  The  operation  of  the  Social  Security  system  has  substantially  reduced  personal 
savings,  deterring  capital  formation  and  significantly  hampering  economic  develop- 
ment. 

Economists  and  other  fiscal  experts  differ  as  to  whether  Social  Security  has 
caused  a  reduction  in  personal  savings.  Some  argue  that  if  Social  Security  had  not 
existed,  individuals  would  have  saved  the  money  they  paid  in  payroll  taxes,  greatly 
enlarging  the  Nation's  capital  structure  and  increasing  productivity.  One  fallacy 
with  this  viewpoint  is  that,  in  the  absence  of  the  Social  Security  program,  there 
would  very  likely  have  been  an  enlarged  public  assistance  program  and  other 
programs  which  would  have  involved  a  sizable  increase  in  taxes,  or  people  would 
have  used  the  taxes  saved  for  consumption  instead  of  savings. 

Others  have  argued  that,  because  Social  Security  is  available  as  a  floor  of  econom- 
ic protection,  individuals  are  encouraged  to  save  to  build  their  own  economic  secu- 
rity on  top  of  it.  It  is  impossible  to  predict  accurately  how  much  people  would  have 
saved  had  there  been  no  Social  Security  system. 

16.  Certain  population  groups  have  lower  life  expectancy  than  the  average,  and  so 
they  are  unfairly  discriminated  against  by  the  Social  Security  program. 

There  are  many  counterbalancing  features  of  the  Social  Security  system  that 
favor  population  groups  with  lower  life  expectancy.  Although  the  value  of  the 
retirement  benefits  may  be  less  for  these  groups  than  for  the  total  population  in  the 
aggregate,  their  disability  and  survivor  protection  are  greater.  Even  more  impor- 
tantly, it  is  not  the  function  of  the  Social  Security  program  to  make  corrections  for 
social  and  other  discriminations  (which  should  be  handled  on  their  own  merits),  but 
rather  it  should  provide  equal  treatment  for  all,  after  social  conditions  have  been 
equalized. 

Experience-rating  different  categories  runs  counter  to  the  broad  pooling  nature 
and  social  adequacy  aspects  of  the  Social  Security  program.  Certainly,  none  would 
argue  that  benefits  for  female  retirees  should  be  reduced  or  that  benefits  for  male 
retirees  increased  because  the  latter  have  lower  life  expectancy,  nor  would  it  be 
argued  that  retirees  of  Japanese  descent  living  in  Hawaii  should  have  lower  benefits 
than  the  average  because  they  have  a  greater  life  expectancy  compared  with  the 
total  population. 

Supplementary  Statement  on  Social  Security  Financing 

During  the  course  of  the  extensive  deliberations  by  the  Commission,  the  question 
was  raised  and  discussed  several  times  as  to  whether  the  economy  could  bear  the 
future  cost  of  the  present  Social  Security  program.  The  current  high  rate  of  infla- 
tion (during  which  prices  have  risen  faster  than  earnings)  has  resulted  in  pressure 
to  reduce  the  cost  of  "entitlement"  programs  (such  as  Social  Security)  so  as  to 
decrease  governmental  spending  and  the  size  of  the  deficit. 

As  a  person  over  65  years  of  age,  I  am  particularly  conscious  of  the  adverse 
impact  of  inflation  on  the  living  standards  of  older  retired  persons  and  particularly 
the  impact  of  the  rising  costs  of  medical  services.  I  do  not  believe  we  should  make 
the  aged,  the  disabled,  the  sick,  the  widows,  and  young  children  bear  the  costs  of  the 
war  on  inflation.  I  think  the  first  attack  should  be  on  waste,  fraud,  abuse,  and 
misuse  in  both  the  public  and  private  sectors. 

The  present  and  the  future  cost  of  social  security,  private  pensions  and  related 
programs  are  important  policy  questions  deserving  careful  consideration.  The  mem- 
bers of  this  Commission  did  give  thoughtful  review  to  these  matters.  In  my  judg- 
ment, however,  it  is  not  necessary  or  desirable  to  make  far-reaching  legislative 
reductions  in  the  Social  Security  program  at  the  present  time  based  upon  assump- 
tions and  expectations  that  the  cost  of  the  system  is  currently  or  will  be  unbearable 
twenty  to  fifty  years  from  now.  This  expectation  is  based  upon  assumptions  which 
may  not  occur.  I  concur  in  the  statement  by  seven  members  of  the  Advisory  Council 
on  Social  Security  that  the  official  financial  projections  overstate  the  long-range 
cost  of  the  Social  Security  system.  (Report  of  the  1979  Advisory  Council  on  Social 
Security,  pp.  216-217). 
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I  also  believe  that  any  change  in  the  Social  Security  retirement  age  should  await 
further  consideration  of  the  impact  on  private  retirement  plans,  the  prospects  of 
employment  of  older  persons,  and  the  ability  of  the  economy  to  adapt  to  changing 
demographic  characteristics.  It  may  well  be  that,  for  instance,  solar/fusion  energy 
sources  by  the  year  2030  may  change  the  entire  outlook  on  the  relation  of  costs  of 
existing  programs  to  resources.  I  do  not  know  the  answer  to  this  matter,  but  neither 
do  those  urging  prompt  action  now  to  reduce  Social  Security  costs  in  the  future.  I 
suggest  that  we  not  extrapolate  current  unfavorable  economic  conditions  perma- 
nently for  the  long-run  future  as  the  basis  for  making  basic  changes  in  the  Social 
Security  system. 

Nevertheless,  I  believe  we  must  as  a  Nation  make  serious  efforts  to  increase 
savings,  investment,  and  productivity,  among  other  reasons,  in  order  for  our  econo- 
my to  handle  both  the  public  and  private  plan  costs  for  basic  entitlement  programs. 
I  believe  that  our  economy  has  tremendous  underlying  strengths  which  will  make  it 
possible  to  meet  our  future  entitlement  commitments.  In  any  case,  I  think  we 
should  not  rush  into  far-reaching  and  controversial  changes  in  the  basic  entitlement 
aspects  of  the  Social  Security  program  until  after  the  most  urgent  and  immediate 
steps  are  taken  to  restore  the  financial  soundness  of  the  program,  reaffirm  the 
integrity  of  the  present  benefit  replacement  structure  and  after  a  full  opportunity 
for  examination  by  Congress  of  future  economic  developments  in  relation  to  the 
Commission's  retirement  age  and  indexing  recommendations  have  been  canvassed 
and  understood  by  the  American  public.  I  do  not  believe  a  majority  of  the  American 
public  currently  favor  either  proposal.  I  am  deeply  concerned  that  adoption  of  such 
proposals  could  be  a  major  risk  to  continued  public  confidence  in  the  contributory 
Social  Security  system  and  to  the  public's  confidence  in  the  Congressional  oversight 
and  management  of  the  system.  I  think  Congress  should  ascertain  the  public  re- 
sponse to  these  implications  before  proceeding  to  endorse  these  modifications  of  a 
sensitive  national  institutional  entitlement.  The  public  concern  and  confusion  which 
greeted  a  proposal  to  tax  Social  Security  benefits  should  be  a  indication  of  how  a 
proposed  basic  change  in  the  law  can  precipitate  widespread  opposition  and  poten- 
tially undermine  public  confidence  in  the  system. 

I  nave  faith  in  the  possibility  of  further  technological  and  productivity  improve- 
ments in  our  economy  which  would  result  in  a  continued  long-run  increase  in  our 
gross  national  product.  Consequently,  I  believe  the  future  cost  of  Social  Security  will 
be  a  reasonable  one  in  relation  to  the  future  increased  gross  national  product.  This 
relationship  is  frequently  overlooked  by  those  who  extrapolate  current  low  rates  of 
productivity  into  the  long-range  future.  (For  projected  percentage  of  Gross  National 
Product  see  "Long-Range  Cost  Estimates  for  Old-Age,  Survivors  and  Disability  In- 
surance System,"  1980,  Actuarial  Study  No.  83,  September,  1980,  pp.  73-74,  U.S. 
Department  of  Health  and  Human  Services,  Social  Security  Administration,  Office 
of  the  Actuary.)  For  the  long-run,  I  believe  we  should  not  adopt  the  pessimistic 
assumptions  as  the  basis  of  major  policy  decisions  today. 

One  justification  given  for  increasing  the  Social  Security  retirement  age  is  the 
expected  future  increase  in  the  proportion  of  the  aged  in  the  population.  This  fact 
overlooks,  however,  the  possible  decrease  in  the  proportion  of  young  persons  in  the 
population  who  have  to  be  supported  by  the  working  population.  The  total  depen- 
dency population  should  be  considered  in  relation  to  future  costs.  (See  "United 
States  Population  Projections  for  OASDI  Cost  Estimates,"  1980,  Actuarial  Study  No. 
82,  June,  1980,  pp.  45-47.  U.S.  Department  of  Health  and  Human  Services,  Social 
Security  Administration,  Office  of  the  Actuary.) 

Current  estimates  do  not  indicate  that  the  total  dependency  ratios  justify  precipi- 
tate action  on  the  retirement  age  from  the  standpoint  of  total  costs  to  the  economy 
or  the  impact  on  the  working  population.  Future  total  dependency  costs  should  be 
periodically  reexamined  before  a  major  public  policy  decision  is  made  on  retirement 
age  solely  on  the  basis  of  future  costs  of  the  aged. 

I  would  urge  the  Secretary  of  Health  and  Human  Services  and  the  Congress  to 
review  these  considerations  before  making  fundamental  changes  in  the  basic  social 
security  system. 

Mr.  Pickle.  Mr.  Secretary,  one  of  my  members  wanted  me  to  ask 
you,  do  you  have  further  views? 

Mr.  Cohen.  I  have  delivered  myself  of  a  number  of  views  in  the 
National  Commission  on  the  Social  Security  report,  which  I  have 
not  repeated  here.  I  hope  that  when  you  get  the  full  report,  which 
will  be  available  March  12,  while  I  find  myself  in  major  agreement 
with  Mr.  Myers — we  were  both  appointed  by  Speaker  O'Neill  to  the 
Commission — and  while  I  find  that  I  have  dissented  on  a  few 
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points,  I  want  to  say  that  that  report  has  been  very  hard  work  for 
the  nine  members.  I  am  not  in  agreement  in  every  case,  but  the 
report  is  certainly  worthy  of  your  very  considerate  attention. 
Mr.  Pickle.  We  will  examine  that  carefully. 

Mr.  Secretary,  I  speak  personally,  but  I  think  it  has  been  an 
historic  moment  in  the  history  of  this  committee  for  you  to  appear 
to  tell  us  what  you  favor  and  what  you  oppose  and  give  us  your 
views  on  many  different  aspects  of  this  vitally  important  program. 

I  do  not  always  agree,  but  I  must  say  your  views  are  extremely 
important  and  will  be  helpful  to  this  committee. 

I  am  particularly  glad  that  Congressman  Bailey  could  join  us 
this  morning.  He  has  been  designated  a  member  of  the  committee. 

We  are  glad  he  would  join  us  and  be  here  to  hear  this  presenta- 
tion. 

You  have  heard  one  of  the  giants  of  this  program  testify  this 
morning. 

Mr.  Secretary,  you  have  made  so  many  points  I  don't  know 
where  to  start. 

With  respect  to  your  recommendation  on  page  7  about  any  pro- 
posal that  attempts  to  eliminate  one  so-called  inequity  in  the  law 
by  reducing  the  benefits  of  others,  particularly  married  women  or 
single  women,  I  wish  you  would  give  us  your  views  on  how  you 
think  we  should  channel  the  changes  in  the  women's  issue.  Give  us 
something  on  that  later. 

Mr.  Cohen.  I  would  be  glad  to  submit  for  the  record  the  chapter 
from  the  Commission  report  on  women,  which  does  discuss  that 
whole  question  in  some  detail.  That  would  be  the  most  logical  way 
to  deal  with  that  complex  issue. 

There  are  some  issues,  discussed  which  relate  to  retirement  pro- 
grams about  divorced  women,  single  women,  married  women,  and 
so  on.  It  is  very  complicated,  but  that  chapter  is  the  best,  I  think, 
for  your  review  at  the  present  time. 

Mr.  Pickle.  Let  me  ask  you  two  or  three  questions.  I  will  submit 
to  you,  as  will  other  members,  questions  for  you  to  respond  to.  We 
won't  be  able  to  cover  them  all  today. 

You  said  you  recommend  extension  of  coverage  to  the  President, 
Vice  President,  and  Members  of  Congress,  those  confirmed  by  the 
Senate,  including  the  Commissioner  of  Social  Security.  For  your 
information,  a  bill  has  been  introduced  to  include  the  Vice  Presi- 
dent and  Members  of  Congress.  It  would  not  include  the  President, 
but  that  has  been  introduced. 

Mr.  Cohen.  I  would  support  that,  Mr.  Chairman. 

Mr.  Pickle.  With  respect  to  the  coverage  of  medicare  to  all 
Federal  employees,  that  was  made  by  what  group? 

Mr.  Cohen.  The  National  Commission  on  Social  Security. 

Mr.  Pickle.  Can  you  tell  me,  was  that  a  unanimous  vote? 

Mr.  Cohen.  I  think  so.  I  don't  have  the  report  here,  so  I  don't 
have  a  chance  to  verify  it,  but  I  believe  that  is  so. 

Mr.  Pickle.  Did  they  recommend  just  a  payment  of  a  fixed 
amount  or  percent? 

Mr.  Cohen.  They  said  the  regular  contribution  rate,  whatever 
the  contribution  rate  for  medicare  is,  should  apply  to  Federal  em- 
ployees, and  then  consistent  with  what  happens  in  all  other  fields, 
the  other  insurance  carrier  does  not  include  
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Mr.  Pickle.  Would  you  say  to  a  Federal  or  a  State  employee:  You 
are  covered  by  medicare,  but  you  will  pay  a  certain  amount  of  tax, 
whatever  the  tax  is  for  that  coverage? 

Mr.  Cohen.  Absolutely. 

Mr.  Pickle.  How  do  you  distinguish  them  from  all  other  employ- 
ees who  do  not  pay  that? 

Mr.  Cohen.  You  levy  the  social  security  tax.  Let's  assume  for  the 
sake  of  argument  that  the  medicare  tax  is  1  percent  on  the  employ- 
er and  1  percent  on  the  employee. 

Mr.  Pickle.  1.3. 

Mr.  Cohen.  Yes.  That  tax,  or  whatever  the  tax  is  that  Congress 
applies,  would  be  paid  by  the  Federal  Government  for  them  and  by 
the  employee.  Then  that  would  be  deducted  from  their  premium 
contributions  for  the  other  system — net  effect  of  that — is  to  redis- 
tribute the  cost.  The  cost  over  all  would  probably  not  be  any  more, 
but  it  would  redistribute  costs.  Anyway,  if  you  want,  that  matter  is 
discussed  in  the  Commission  report  showing  how  we  would  do  it.  I 
think  it  certainly  merits  your  consideration. 

Mr.  Pickle.  One  of  the  points  you  bring  out  is  adjustment  to  be 
made  in  minimum  benefits,  student  benefits,  and  the  disability 
program.  Briefly,  could  you  tell  us  why  you  would  oppose  making 
any  adjustments  in  those  programs? 

Mr.  Cohen.  Yes.  There  is  one  I  would  go  along  with  on  student 
benefits.  I  would  not  pay  the  student  benefits  during  the  summer. 
That  is  one  place  where  I  would  be  willing  to  recommend  a  change. 
That  is,  if  it  really  is  a  student  benefit  while  you  are  going  to 
school,  then  don't  pay  in,  presumably,  June,  July,  and  August. 

Mr.  Pickle.  Would  you  consider  a  phaseout  of  the  two  benefits,  if 
a  sufficient  guaranteed  student  loan  program  was  available? 

Mr.  Cohen.  That  is  a  big  assumption.  Let  me  say  before  I  answer 
that  question,  if  you  are  going  to  phase  it  out,  I  believe  you  have  to 
phase  it  out  over  an  18  to  22  year  period,  Mr.  Chairman,  and  let 
me  tell  you  why. 

I  have  had  three  phone  calls  from  people  in  Texas  this  last  week, 
widows  whose  husbands  died  5  or  10  years  ago.  They  said  to  me: 

I  have  been  counting  on,  when  my  son  or  daughter  reaches  the  age  18,  I  would 
have  this  benefit.  It  was  in  the  iaw.  My  husband  put  in  the  safe  deposit  box  his 
insurance  policy  and  the  fact  I  would  be  able  to  count  on  the  Social  Security  benefit. 
That  will  not  come  up  for  me  until  5,  7. 

She  didn't  tell  me  the  exact  number  of  years — 

I  counted  on  that.  I  believed  Congress  when  they  said  on  the  date  my  husband 
died,  that  I  have  in  effect  a  vested  right  to  that  benefit  in  1985  or  1990  to  get  that. 

If  you  want  to  phase  it  out,  I  think  you  have  to  keep  in  mind 
that  law  is  in  effect  today;  there  are  people  dying  today  who  will 
not  draw  that  benefit  for  22  more  years,  and  I  would  say  that 
phasing  it  out  in  4  years  would  be  viewed  by  many  contributors  as 
a  violation  of  what  they  believe  was  the  compact  that  you  made 
with  them  when  their  husband  or  their  wife  died. 

One,  I  think  phasing  out,  if  done,  is  not  a  4-year  phasing  out  as 
recommended;  it  is  a  22-year  phasing  out,  in  my  opinion. 

Second,  I  find  it  very  difficult  to  relate  that  to  the  situation 
where  the  death  benefit  is  concerned. 
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As  you  know,  that  student  benefit  is  applicable  in  three  different 
circumstances:  Where  the  contributor  has  died,  is  disabled,  or  re- 
tired. 

Now,  when  you  go  to  any  analysis,  as  this — I  hope  you  have  this 
public  opinion  poll  that  was  taken  on  the  whole  social  security 
program,  which  is  very  revealing — when  people  were  asked  about 
this  benefit,  they  felt  that — and  some  of  this  goes  against  my  own 
recommendation,  but  these  are  the  facts — where  the  parent  has 
retired,  40  percent  of  the  people  said  that  that  benefit  ought  to  be 
eventually  phased  out,  but  where  they  died,  only  21  percent  said  it 
should  be  phased  out,  and  where  the  parent  is  disabled,  only  19 
percent  said  it  should  be  phased  out. 

The  fact  of  the  matter  is,  the  majority  of  people  interviewed  did 
not  recommend  that  it  be  phased  out,  but  they  did  feel  differently 
about  the  three  types  of  illustrations,  the  three  types  of  benefit 
rights,  particularly  where  the  death  case  is  concerned.  I  think  that 
is  a  valid  place  where  the  contributor  has  paid  in  for  a  long  time; 
that  it  is  a  survivor's  benefit,  and  they  believe  they  have  a  right  to 
it. 

Mr.  Pickle.  You  are  saying  with  respect  to  phasing  out,  you  take 
the  same  position  you  would  if  you  raised  the  retirement  age  for  at 
least  a  20-year  period?  You  take  18.  I  assume  that  takes  you  from 
the  cradle  to  college. 

Mr.  Cohen.  Yes,  sir. 

Mr.  Pickle.  That  is  not  just  a  phaseout;  that  is  a  long  stretchout. 

Mr.  Cohen.  That  is  right.  It  should  be  a  stretchout  of  it  is  phased 
out.  I  agree  with  that,  but  I  think  that  is  the  problem — what  I  tried 
to  present  today  is  while  that  saves  a  certain  amount  of  money,  my 
view  is  that  is  such  a  dangerous  thing,  to  change  what  people  think 
are  their  vested  rights,  that  I  don't  want  to  be  pennywise  and 
pound-foolish  about  undermining  people's  confidence  in  the  system 
to  save  that  amount  of  money  in  such  a  short  time. 

I  realize  people  can  disagree  on  that,  but  that  is  my  very  honest, 
considered  opinion. 

[The  following  was  subsequently  received:] 

The  University  of  Texas  at  Austin, 
Lyndon  B.  Johnson  School  of  Public  Affairs, 

Austin,  Texas,  March  6,  1981. 

Hon.  J.  J.  "Jake"  Pickle, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means,  House 
of  Representatives,  Washington,  D.C. 
Dear  Jake:  When  I  recently  testified  before  your  Subcommittee  on  Social  Secu- 
rity, you  asked  me  a  question  concerning  my  views  on  the  continuance  of  the 
benefits  to  children  age  18  to  22  who  are  attending  school  and  receiving  social 
security  benefits. 

In  the  light  of  your  inquiry,  I  attempted  to  find  out  how  many  students  here  at 
the  University  of  Texas  at  Austin  were  receiving  such  benefits.  I  have  been  advised 
by  the  University  Student  Financial  Aid  Office  in  Austin,  that  there  are  818 
students  receiving  financial  aid  from  the  University  at  Austin  during  the  academic 
year  1980-81  and  who  are  receiving  such  social  security  benefits.  I  was  further 
advised  that  if  such  social  security  benefits  had  been  terminated,  the  University 
would  have  had  to  provide  $1,743,000  additional  in  that  year  to  make  up  for  the 
loss. 

I  was  informed  that  the  University  does  not  keep  a  record  of  the  total  number  of 
students  receiving  social  security  benefits,  irrespective  of  whether  they  are  receiving 
supplemental  financial  aid  through  the  University. 

There  may  be  other  sources  of  information  relating  to  this  matter  but  I  thought 
you  might  be  interested  in  the  above. 
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With  best  personal  regards, 
Sincerely, 

Wilbur  J.  Cohen, 
Sid  W.  Richardson  Professor  of  Public  Affairs. 

Mr.  Pickle.  Mr.  Gradison? 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  also  want  to  say  how  pleased  I  am  that  you  are  here,  Mr. 
Cohen.  As  you  know,  I  worked  for  Marion  Folsom,  who  was  in- 
volved in  that  first  group  that  was  set  up  during  the  middle  thir- 
ties and  was  one  of  your  great  boosters,  and  I  have  the  highest 
regard  for  your  experience  in  this  field  and  put  a  lot  of  weight  on 
your  recommendations. 

I  think,  however,  at  least  from  my  point  of  view,  you  overstate 
this  compact  notion  in  such  a  way  that  it  could  become  a  strait- 
jacket,  making  it  impossible  to  modify  the  plan.  We  have  modified 
it  in  the  past  couple  of  years.  Disability  benefits  are  not  as  high  as 
they  would  have  been  if  we  hadn't  modified  them.  So  are  benefits 
for  the  elderly.  We  removed  the  double  indexing.  The  roof  hasn't 
fallen.  I  haven't  had  the  first  person  say  to  me  those  changes  were 
unfair;  that  there  was  a  compact  and  those  modifications  should 
not  have  been  made. 

My  judgment  is  that  the  problem  of  confidence  in  the  system  is 
not  a  result  of  modifications  of  benefits  which  we  have  made,  or 
are  contemplating,  but  a  result  of  the  heavy  cost  of  the  program. 
The  tax  rate  is  really  heavy  on  the  working  people,  and  there's  a 
question  of  whether  they  are  ever  going  to  get  anything  out  of  it. 

I  think  people  know  there  is  no  reserve  and  their  future  ability 
to  collect  benefits  depends  on  a  future  generation  paying  taxes. 

Therefore,  when  it  comes  to  the  concept  of  a  compact,  I  have 
trouble  following  your  logic.  I  understand  that  the  contract  runs  to 
the  benefits  levels  in  the  law,  but  not  to  the  cost  of  the  program. 

In  other  words,  we  have  a  compact  to  provide  those  benefits,  and 
we  are  going  to  get  the  money  whether  it  is  general  fund  or 
increased  payroll  taxes  to  pay  it. 

You  could  just  as  well  argue  we  have  a  compact  to  the  taxpayers 
to  run  a  program  with  the  amount  of  money  which  the  tax  rates  in 
the  law  provide,  and  if  that  isn't  enough,  we  have  to  modify  the 
benefits.  I  am  not  going  that  far,  because  it  seems  to  me  we  have  to? 
work  on  both  the  income  and  expenditure  side  at  the  same  time. 

I  wonder  how  you  would  respond  to  my  question  as  to  what 
compact  just  runs  to  benefits.  Doesn't  it  run  to  the  costs  to  be 
borne  by  the  taxpayers? 

Mr.  Cohen.  I  have  to  answer  that  at  several  different  levels.  Yes, 
I  think  the  compact  relates  to  benefits  and  not  to  taxes.  I  recognize 
that  is  a  difficult  thing  to  adhere  to. 

Part  of  that  is  based  upon,  again  you  might  say,  noneconomic 
aspects,  because  when  you  ask  people  in  the  public  opinion  polls 
whether  they  would  be  willing  to  accept  a  reduction  in  benefits  or 
an  increase  in  taxes,  the  people  opt  for  an  increase  in  the  tax.  In 
my  opinion,  therefore,  the  public  opinion  polls — in  at  least  my 
nonquantitative  relationship  with  people  who  inquire  about  the 
system  is — and  I  say  again,  rightly  or  wrongly — they  think  the 
compact  is  on  the  benefit  side,  and  they  are  perfectly  willing 
although  they  have  a  lot  of  doubts,  to  accept  continued  payment  oi 
the  promised  benefits  with  an  increase  in  the  tax.  I  think  that  is 
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frequently  overlooked,  but  it  is  documented  in  this  report,  Mr. 
Gradison. 

Mr.  Gradison.  Do  you  think  we  have  violated  the  compact  by 
what  we  did  in  removing  the  double  adjustment  to  inflation,  by 
changing  the  method  of  indexing? 

Mr.  Cohen.  No.  I  think  that  was  a  mistake. 

Mr.  Gradison.  It  was  written  into  the  law.  Is  it  a  mistaken 
compact?  Maybe  we  have  a  mistaken  compact  on  some  of  these 
other  things. 

Mr.  Cohen.  This  is  a  very  complicated  question.  When  you 
changed  the  1972  law  in  1977,  and  you  still  provided,  in  effect,  for 
wage  indexing  with  the  benefit  determination  and  price  indexing, 
even  though  you  made  a  3-percent  reduction  in  the  replacement 
rate,  plus  the  other  things  you  did,  you  provided,  in  my  way  of 
thinking,  a  compact  substitute  in  a  block  way  that  was  reasonably 
satisfactory. 

It  is  true  if  you  want  to  say:  You  didn't  keep  everything  exactly 
the  same  way,  but  you  did  make  intelligent,  rational  readjustment 
of  a  combined  mistake  with  a  totally  satisfactory — I  don't  want  to 
say  total;  nothing  is  100  percent — but  a  reasonably  satisfactory 
adjustment  of  what  was  a  mistake  in  an  adjustment  of  benefits. 

Mr.  Gradison.  Could  we  argue  when  the  system  was  made  up,  it 
was  to  provide  benefits  for  about  12  years,  which  was  the  life 
expectancy  for  people  age  65,  and  because  that  life  expectancy  has 
increased,  we  should  increase  the  retirement  age  to  67  or  68,  so  we 
would  still  give  12  years? 

Mr.  Cohen.  I  think  you  could  make  that  claim,  but  I  don't  think 
that  is  what  was  anticipated  at  the  time.  I  don't  think  there  is  any 
evidence  that  what  Congress  did  was  to  say,  "We  are  guaranteeing 
you  a  life  expectancy  of  X-number  of  years."  I  realize  people  say 
that,  and  there  may  be  some  truth  to  it  in  making  that  allegation, 
but  I  don't  think  it  was  part  of  what  I  would  call  the  social 
compact. 

Mr.  Gradison.  You  mentioned  the  idea  of  using  general  rev- 
enues. Would  you  agree  if  we  did  use  general  revenues  for  a 
portion  of  the  hospital  costs,  it  would  be  wise  to  indicate  it  as  a 
separate  surcharge  on  the  income  tax? 

Mr.  Cohen.  I  think  that  has  some  merit  to  it;  yes,  sir. 

Mr.  Gradison.  What  is  your  specific  reason  for  objecting  to  a 
phasing  out  of  the  minimum  benefit?  As  I  understand  it,  this 
would  not  be  a  phasing  out  of  the  minimum  benefits  for  people 
who  have  been  under  the  system  for  long  periods  of  time  at  very 
low  wages,  but  we  are  referring  here  rather  to  people  who  are 
entitled  to  a  relatively  generous  benefit  compared  with  long-time 
employees  for,  let's  say,  10  years  of  coverage. 

We  have  already  frozen  it,  which,  in  effect,  is  phasing  it  out  in 
terms  of  consequence,  but  what  is  your  reason  for  not  wanting  to 
phase  it  out  more  quickly? 

Mr.  Cohen.  First,  I  think  the  decision  you  made  to  freeze  it  at 
$122  was  a  reasonable  decision.  It  will,  as  you  pointed  out,  phase  it 
out  over  time.  Stay  with  that  decision. 

I  believe  there  is  a  big  difference  in  phasing  vested  benefits  out 
over  a  long  period  of  time  or  giving  people  adequate  time  to  adjust 
to  the  change  than  making  a  change,  you  know,  that  is  going  to  be 
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effective  in  the  next  budget  year.  Because  what  people  will  interpet 
and  what  people  like  myself  will  say,  is,  "You  made  that  decision 
for  budgetary  reasons  and  not  on  the  merit  of  the  social  security 
principle,"  and  I  think  that  is  a  hard  thing  to  get  contributors  to 
accept. 

Now,  when  you  said  $122,  that  you  were  freezing  it,  obviously  in 
the  course  of  10,  20,  30  years,  it  is  going  to  be  a  meaningless  benefit 
and  the  so-called  long  duration  minimum  benefit  will  bring  a  rea- 
sonable solution  to  a  transitory  problem. 

Insofar  as  the  minimum  benefit  and  the  age  of  requirement  is 
concerned,  let  me  say  this:  I  think  if  you  start  changing  the  system 
now,  before  you  cover  Federal  employees,  why  would  any  Federal 
employee  ever  want  to  come  into  a  system  where  Congress  is 
changing  the  terms  and  conditions  on  them  before  they  even  get 
into  it?  You  have  really  undermined,  in  my  opinion,  when  you  do 
this,  the  fundamental  basis  of  making  this  system  a  full-coverage 
system.  I  say,  do  that  first. 

Mr.  Pickle.  Mr.  Jacobs? 

Mr.  Jacobs.  Mr.  Chairman,  I  have  no  questions,  but  I  would  like 
to  make  a  statement  for  the  record  in  conjunction  with  what  Mr. 
Gradison  has  suggested  here. 

I  know  an  18-year-older,  or  someone  who  used  to  be  one,  to-wit, 
myself,  who  did  not  have  a  social  compact  with  the  U.S.  Govern- 
ment, but  a  specific  contract  to  serve  2  years  in  the  Marine  Corps. 
By  a  voice  vote  of  the  Congress,  after  about  10  minutes  of  general 
debate,  my  contract  was  vitiated,  and  I  was  extended  in  the  Marine 
Corps  for  1  year  of  duty  that  was  calculated  possibly  to  phase  me 
out  in  the  short  run. 

I  have  no  questions. 

Mr.  Cohen.  I  have  a  response,  but  I  don't  think  it  is  an  arguable 
one. 

Mr.  Pickle.  Mr.  Cotter? 

Mr.  Cotter.  Thank  you  very  much,  Mr.  Chairman.  We  are  glad ; 
to  see  you  back  with  us,  Mr.  Cohen.  You  have  given  us  a  great  deal  i 
to  digest.  It  seems  to  me  you  stressed  initially  and  throughout  your  I 
statement,  that  one  of  the  most  important  things  about  the  system^ 
was  that  we  not  destroy  the  contributory  nature  of  the  program. 
Did  I  interpret  that  correctly? 

Mr.  Cohen.  That  is  correct,  and  that  is  part  of  my  answer  to  Mr.  I 
Gradison.  You  are  taking  a  very  calculated  risk  in  some  of  these 
things.  Right  at  this  moment,  when  the  system  is  under  financial 
difficulty,  I  prefer  not  to  have  Congress  take  the  risk.  I  am  not 
saying  that  in  some  future  Congress  you  might  not  do  something 
else,  but  when  the  system  is  in  such  short  financial  problem, 
because  of  high  unemployment  and  high  inflation,  get  the  present 
system  fixed  up  first  before  you  tinker  with  a  lot  of  other  things. 

Mr.  Cotter.  This  only  requires  money,  am  I  correct? 

Mr.  Cohen.  Well,  it  requires  some  money  and  some  adjustment 
in  the  financing  mechanism;  yes,  sir. 

Mr.  Cotter.  What  would  you  recommend  in  the  financing  mech 
anism?  Do  you  not  agree  we  have  reached  a  saturation  point  as  fai 
as  a  tax  rate  and  tax  base  are  concerned? 

Mr.  Cohen.  The  people  don't  think  so. 

Mr.  Cotter.  They  don't? 
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Mr.  Cohen.  The  public  opinion  polls  show  that  people  say  

Mr.  Cotter.  But  what  age  groups  are  being  questioned  here? 

Mr.  Cohen.  It  is  analyzed  by  age  group  in  here. 

Mr.  Cotter.  I  think  if  you  go  through  it  by  age  group,  you  will 
see  those  over  55  probably  feel  the  benefits  should  not  be  dimin- 
ished and  the  tax  rate  should  be  increased,  and,  as  you  get  into  the 
lower  ages,  it  probably  reverses. 

Mr.  Cohen.  Then  I  would  combine  that  with  Mr.  Gephardt's 
proposal  to  give  a  tax  credit  for  some  of  the  contributions  to  the 
system  to  alleviate  what  the  middle  income  and  middle  age 
people  

Mr.  Cotter.  Then  this  is  your  first  intrusion  into  general  reve- 
nue funds. 

Mr.  Cohen.  It  is  a  second  intrusion.  You  are  already  paying  70 
percent  of  part  B  medicare  out  of  general  revenue. 

Mr.  Cotter.  Do  you  feel  general  revenue  should  be  used  

Mr.  Cohen.  For  medicare?  Yes,  sir. 

Mr.  Cotter.  Here  you  go  into  medicare.  You  mention  this,  that, 
and  the  other  thing. 

Mr.  Cohen.  I  can  make  a  distinction  that  since  medicare  benefits 
are  not  wage  related,  you  can  do  something  in  the  medicare  field, 
which  is  across  the  board  there  without  doing  it  in  the  cash  bene- 
fits, which  are  wage  related. 

Mr.  Cotter.  I  don't  think  it  is  that  much  further  a  step  to 
rationalize  and  say  we  have  done  this,  maybe  we  can  go  further. 
Then  you  get  into  one-third  and  two-thirds,  and  three-thirds,  and 
the  whole  contributory  aspect  is  gone,  the  discipline  of  a  tax  rate 
and  tax  base  is  gone,  and  God  only  knows  where  the  program  goes. 

Mr.  Cohen.  If  you  told  me  that  that  was  the  greatest  danger, 
then  I  would  go  for  an  increase  in  the  employer-employee  tax  rate, 
but  you  just  told  me  that  the  other  alternative  was,  don't  raise  the 
tax  rate.  But,  as  I  said  in  my  statement,  if  you  think  that  some 
combination  of  these  three  items  is  possible,  namely,  some  slight 
increase  in  the  tax  rate,  some  slight  increase  in  medicaid  part  A 
being  paid  out  of  general  revenues — I  am  not  saying  as  far  as  70 
percent;  that  is  part  B — and  some  tax  credit  along  the  lines  of 
Gephardt,  you  could  solve  the  situation  for  the  next  20  years. 

Mr.  Cotter.  I  get  an  awful  lot  of  mail  from  an  awful  lot  of  people 
on  this  tax  rate,  and  this  tax  base,  and  it  comes  from  just  the 
people  who  are  concerned  about  the  future  of  the  system  and 
whether  it  will  be  around  when  they  retire.  These  are  the  young 
people.  We  could  have  a  revolt  on  our  hands.  I  just  feel  we  have 
reached  a  saturation  point.  It  isn't  necessarily  my  position,  but  I 
'  think  I  am  echoing  the  sentiments  of  the  people  I  represent  and 
the  mail  I  get. 

Mr.  Cohen.  I  understand.  I  am  faced  with  the  same  dilemma  as 
you  are,  in  answering  that  question.  What  would  you  do?  Unless 
you  change  the  age  right  now — unless  you  change  the  age  right 

i  now — all  these  things  will  not  satisfactorily  meet  a  shortrun  situa- 

I  tion.  They  might  give  you  a  little  fill-up. 

I  Mr.  Cotter.  I  am  trying  to  point  out  the  whole  emphasis  in  your 
statement  is  that  the  contributory  philosophy  of  the  system  is  what 
is  so  important  because  of  future  generations  and  their  reliance  on 
it.  But  now  you  are  going  into:  If  general  revenue  funding  is 
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necessary,  fine.  You  know,  sir,  it  will  be  the  destruction  of  the 
system. 
Mr.  Cohen.  No,  sir.  No,  sir. 

Mr.  Cotter.  You  have  been  around  long  enough,  Mr.  Cohen,  to 
know  that  political  pressures  grow.  Once  we  lose  that  discipline  of 
the  tax  rate  and  the  tax  base  that  pressure  is  going  to  be  unstoppa- 
ble. I  can  hear  it  now,  "Well,  no  one  is  being  taxed  more.  Soaking 
the  rich  to  take  care  of  the  poor."  We  lose  the  whole  contractual 
aspect  of  the  thing.  It  becomes  a  welfare  program. 

Mr.  Cohen.  I  don't  happen  to  agree  that  doing  it  with  respect  to 
medicare  will  adversely  affect  the  cash  benefit. 

Mr.  Cotter.  I  am  just  saying  once  you  take  that  initial  step  

Mr.  Cohen.  We  have  already  taken  the  initial  step. 

Mr.  Cotter.  Okay.  Maybe  we  are  on  the  way,  then. 

Mr.  Cohen.  That  may  well  be.  I  recognize  some  people  feel  that 
way.  My  view  is  that  perfection  in  this  area  is  a  matter  of  recon- 
ciliation between  different  conflicting  principles. 

Mr.  Cotter.  You  emphasize  the  importance  of  the  contributory 
nature  of  it. 

Mr.  Cohen.  If  you  told  me  that  is  what  you  would  not  do,  then  I 
would  take  the  hard  road,  and  I  would  go  out  publicly  and  justify 
what  this  Congress  has  done  and  any  increase  in  the  tax  rates  and 
support  the  committee  in  doing  that. 

I  know  that  is  difficult  for  you  who  are  political  people,  and  I  am 
not  sitting  here  recommending  it,  but  if  you  tell  me  there  are  those 
three  options,  and  you  can't  take  any  of  them  

Mr.  Cotter.  I  disagree  with  you.  The  easiest  thing  for  any  one  of 
us  on  this  panel  to  do  politically  is  to  go  into  general  revenues.  The 
tough  decision  is  to  cut  some  of  the  benefits,  eliminate  many  of  the 
abuses,  the  minimum  benefits.  These  are  the  tough  decisions.  The 
easy  way  is  to  go  to  general  revenues. 

Mr.  Cohen.  The  proposed  cuts  in  benefits  are  not  going  to  help 
you  solve  your  basic  problem. 

Mr.  Pickle.  We  will  recognize  now  Mr.  Archer. 

Mr.  Archer.  Mr.  Cohen,  it  is  good  to  have  you  before  us  again 
today. 

Mr.  Cohen.  When  you  were  not  here,  I  felt  I  was  going  to  miss 
something.  I  am  glad  to  see  you. 

Mr.  Archer.  I  was  glad  to  be  able  to  visit  with  you  today.  I  know 
from  your  background  you  have  been  involved  in  social  security  for 
a  long  time.  You  have  more  experience  in  it  than  most  people  in 
this  from  the  beginning — probably  you  and  Bob  Myers  have  more 
than  anyone. 

Mr.  Cohen.  We  came  in  together. 

Mr.  Archer.  During  the  years  subsequent  to  the  beginning  of 
social  security,  what  changes  in  the  program,  as  we  began  to 
change  it  over  the  years,  did  you  fail  to  support? 

Mr.  Cohen.  Well,  I  am  sorry  to  begin  on  the  last  one.  Mr.  Pickle 
will  recall  I  did  not  support  the  three  changes  in  the  disability 
amendments  last  time.  That  was  one. 

In  1950,  when  Mr.  Folsom  and  I  worked  very  closely  together  on 
the  amendments,  I  was  very  worried  about  the  new  start  that  se1 
six  quarters  of  coverage  as  the  eligibility.  I  felt  that  was  too  libera? 
and  would  undermine  the  contributory  system.  I  was  for  something 
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of  a  stronger  insurance  status  requirement  at  that  time.  I  think  it 
was  the  Finance  Committee  which  went  more  liberal  on  that  than 
the  Ways  and  Means  Committee. 

I  stuck  with  the  Ways  and  Means  Committee  proposal.  That 
finally  was  liberalized,  and  I  was  very  worried  that  that  would  do 
that. 

I  have  to  tell  you  this  now,  and  you  will  be  quite  surprised:  I  did 
not  support  President  Nixon's  proposal  to  index  social  security 
benefits  by  the  cost  of  living.  I  did  not  support  that  at  the  time.  If 
you  wish,  you  can  refer  to  my  book  that  I  published  in  1957,  which 
said  I  objected  to  a  cost-of-living  index  for  the  same  reason  Mr. 
Mills  referred  to  on  the  floor  when  he  was  reversed  by  Mr.  Byrnes' 
motion  at  that  time,  on  the  floor,  as  I  recall  it,  that  I  believe  ad  hoc 
changes  by  Congress  took  into  account  more  realistically  changing 
economic  and  political  circumstances. 

I  might  say,  if  you  were  to  question  me  about  it,  although  I 
recognize  now  that  we  have  an  indexing  system,  I  still  believe  it 
would  have  been  better,  and  especially  in  this  inflationary  period — 
when  you  have  inflation  and  unemployment  going  on — it  would 
have  been  better  if  Congress  had  made  the  ad  hoc  decision  every  2 
or  3  years.  Although  here  again  there  is  a  disadvantage,  which  is 
that  it  looks  like  Congress,  as  we  elect  it  every  other  year — people 
have  said,  "It  is  a  political  judgment  you  are  making  in  an  elec- 
tion." Well,  if  Congress  is  elected  every  2  years,  and  you  change 
the  benefit  every  2  years,  obviously  it  is  going  to  be  connected  with 
those  factors.  I  did  not  feel  the  cost-of-living  change  at  that  time 
was  the  right  thing. 

Mr.  Archer.  So  basically  you  opposed  the  cost-of-living  adjust- 
ment, but  you  supported  the  ad  hoc  increases  that  occurred  over 
the  years,  I  assume,  since  you  said  you  believed  in  that. 

Mr.  Cohen.  As  I  look  back,  I  believe  I  did. 

Mr.  Archer.  If  I  understand  it  correctly  today,  to  get  coverage, 
you  have  to  have  40  quarters. 
Mr.  Cohen.  I  wasn't  arguing  about  that. 

Mr.  Archer.  When  you  say  six  quarters,  that  never  got  into  law. 
Mr.  Cohen.  Yes,  it  did. 

Mr.  Archer.  In  any  event,  it  is  40  quarters  now  at  this  point. 
Mr.  Cohen.  Forty  is  the  maximum.  Depending  on  your  age,  you 
may  need  less. 

Mr.  Archer.  With  one  reservation,  all  the  things  you  have  sup- 
ported over  the  years  have  been  what  causes  this  program  to  have 
problems  today.  I  would  point  out  to  you  that  the  inflationary 
escalator  is  not  the  problem  today.  The  problem  is  a  32  percent  ad 
hoc  benefit  increase,  across  the  board,  by  the  1971-72  Congress,  at 
a  time  when  inflation  was  running  at  roughly  4  percent,  and  then 
the  addition  of  the  inflationary  escalator  on  top  of  that. 

For  the  record,  of  course,  the  real  purchasing  power  of  benefits 
today,  because  of  the  ad  hoc  increases  Congress  made — not  the 
inflationary  escalator — have  caused  the  real  value  of  the  benefits 
to  be  significantly  higher  than  they  were  25  years  ago. 

Mr.  Cohen.  I  think  that  was  the  right  decision,  sir. 

Mr.  Archer.  That  is  fine  if  we  can  pay  for  it.  You  say  we  can 
pay  for  it  because  you  are  retired,  but  there  are  a  lot  of  people  in 
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this  country  who  are  going  to  have  to  pay  the  price  in  years  ahead 
that  are  going  to  have  a  very,  very  difficult  time. 

If  I  can  just  roughly  extrapolate,  social  security  benefits  are 
running  somewhere  around  24  percent  of  the  total  Federal  budget 
today,  and  they  are  going  to  go  up  and  up  and  up,  and  ultimately 
we  are  going  to  have  to  face  the  question  of  whether  our  entire 
economy  can  take  it;  but  rather  than  get  into  a  philosophical  thing, 
which  you  and  I  have  talked  about  before,  and  we  have  but  limited 
time  today,  I  did  want  to  ask  you  about  what  you  would  do  to 
provide  the  tax  dollars,  the  money  to  go  into  the  general  treasury 
when  we  reach  into  the  treasury  for  those  portions  of  your  solu- 
tions. 

Mr.  Cohen.  Could  you  restate  that? 

Mr.  Archer.  You  have  several  items,  that  you  say  you  favor, 
that  would  solve  the  problems  in  social  security.  Several  of  them 
involve  transferring  money  from  the  general  fund  over  into  the 
Social  Security  Trust  Funds. 

Mr.  Cohen.  Yes,  sir. 

Mr.  Archer.  I  wonder  what  proposals  you  would  recommend  in 
the  way  of  taxation  to  make  those  moneys  available. 

Mr.  Cohen.  I  think  there  are  a  number  of  alternatives.  Either  a 
specific  surcharge  as  has  been  recommended  by  the  National  Com- 
mission on  Social  Security — that  is  one  possibility  

Mr.  Archer.  That  will  provide  but  half  the  funds  they  are  going 
to  take  out. 

Mr,  Cohen.  I  realize  they  only  recommended  2.5. 
Mr.  Archer.  You  would  recommend  a  5-percent  surcharge. 
Mr.  Cohen.  I  don't  know  what  the  exact  amount  is. 
Mr.  Archer.  That  is  what  they  say. 

Mr.  Cohen.  If  that  is  one  possibility,  yes;  I  would  support  that, 
but  there  are  others.  I  would  go  along  with  taking  out  some  of  the 
other  tax  shelters  that  exist  in  the  existing  income  tax,  and  so  on, 
and  make  some  adjustments  when  you  come  to  the  tax  bill  of  this 
increased  allocation. 

Mr.  Archer.  You  wouldn't  count  on  that  as  a  permanent  source 
of  revenue,  though?  The  permanent  source  of  revenue  to  make  the 
fund  available  to  take  care  of  the  things  that  you  are  talking  about 
here  ought  to  be  a  specific  tax  of  some  kind  or  another  that  we 
know  is  going  to  be  directly  related  to  producing  money. 

Mr.  Cohen.  I  am  saying  that  to  the  extent  there  are  other 
alternatives,  I  certainly  would  consider  them. 

I  think  the  difference,  Mr.  Archer,  between  you  and  myself,  if  I 
may  say  so,  you  introduced  a  statement  in  the  record — I  happen  to . 
agree  with  President  Reagan  and  Mr.  Stockman  that  after  we  get 
out  of  this  difficulty,  our  present  difficulty,  our  productivity  in  our 
country  is  going  to  increase,  and  we  are  going  to  be  on  a  higher 
plateau. 

You  seem  to  go  on  the  premise,  or  the  expectation,  or  assump- 
tion, that  we  are  going  to  maintain  the  same  productivity  in  the 
country  that  we  have  now,  and  we  are  not  going  to  expand. 

I  happen  to  believe  if  we  can  overcome  the  present  situation  and 
we  go  back  into  what  has  been  the  70-year  development  of  in- 
creased productivity  in  this  country,  which  I  want  to  see,  sir,  then  I 
think  we  can  afford  
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Mr.  Archer.  I  think  we  have  to  increase  productivity,  and  I 
think  we  will,  but  I  think  we  have  to  face  the  demographics,  too,  of 
a  bigger  group  of  retired  people  and  a  smaller  group  in  the  work- 
force. 

Mr.  Cohen.  If  I  may  say  so,  and  here  is  where  we  have  a 
difference,  I  don't  think  that  is  the  key  determinant,  the  demo- 
graphics, because  with  fewer  people  but  increased  productivity  of 
those  people,  we  can  restore  the  economic  relationship  between  the 
economic  pie  and  the  beneficiaries. 

Mr.  Archer.  That  I  would  hope  would  be  true.  I  doubt  realistical- 
ly if  it  will  be  true,  but  I  look  forward  to  further  contact  with  you, 
and  I  appreciate  your  coming  before  the  committee. 

Mr.  Cohen.  If  it  isn't  true,  I  would  say  we  are  all  in  great 
difficulty,  not  merely  for  social  security,  but  for  private  pensions, 
for  home  ownership  and  energy  in  this  country. 

Mr.  Archer.  We  have  considerable  difficulty. 

Mr.  Pickle.  Mr.  Bailey,  do  you  wish  to  make  any  statement  or 
ask  any  questions? 

Mr.  Bailey.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Cohen,  I  have  several  questions  that  I  want  to 
ask  you.  In  the  interest  of  time,  though,  we  will  submit  some  of 
those  to  you  in  writing. 

We  are  now  privileged  to  hear  from  Members  of  Congress. 

Mr.  Seiberling  was  scheduled  to  be  here,  but  I  am  advised  he 
cannot  be  here.  He  requests  his  statement  be  included  in  the 
record.  It  will  be  included  in  the  record. 

[Mr.  Seiberling' s  prepared  statement  follows:] 

Statement  of  Hon.  John  F.  Seiberling,  a  Representative  in  Congress  From 

the  State  of  Ohio 

Mr.  Speaker  and  members  of  the  Committee,  I  appreciate  the  opportunity  to 
appear  before  you  once  again  on  one  of  the  most  difficult  issues  this  Congress  will 
have  to  face.  Social  security  is  the  most  successful  and  popular  of  all  the  social 
programs  Congress  has  established,  and  its  financial  stability  has  to  be  one  of  our 
greatest  concerns.  While  we  must  ensure  the  solvency  and  stability  of  the  social 
security  pension  system,  we  must  also  be  sensitive  to  the  unfavorable  economic  and 
social  consequences  of  resorting  to  methods  adopted  in  the  past.  This  task  is  not  as 
difficult  or  as  contradictory  as  it  seems,  but  it  requires  that  we  depart  from  the 
current  financing  scheme,  which  is  no  longer  working. 

I  introduced  legislation  in  1979  to  remove  medicare  from  the  payroll  tax  and 
finance  it  through  general  revenues.  Economic  circumstances  have  changed  some 
since  the  bill  was  introduced,  and  I  have  asked  the  Social  Security  Administration 
to  recompute  the  appropriate  tax  and  fund  allocation  rates,  but  the  basic  concept 
remains  sound:  We  can  hold  payroll  tax  rates  substantially  below  those  in  current 
law  by  funding  medicare  from  general  revenues,  transferring  a  portion  of  the 
medicare  tax  receipts  to  the  OASDI  funds,  and  repealing  the  balance  of  that  tax. 

Two  major  objections  are  usually  put  forward  to  general  revenue  funding  of 
medicare.  The  first  is  that  such  funding  might  over  time  lead  to  the  introduction  of 
a  medicare  means  test.  The  second  is  that  without  the  highly  visible  payroll  tax, 
Congress  would  lack  the  discipline  needed  to  raise  income  taxes  to  pay  for  benefit 
increases. 

My  bill  has  a  unique  feature  which  responds  to  both  these  objections.  Under  my 
bill,  the  annual  income  tax  form  would  have  the  following  notice:  "  percent  of  your 
Federal  income  tax  for  this  taxable  year  (up  to  a  maximum  of  $  )  is  being  used  to 
finance  the  medicare  program."  Since  each  taxpayer  would  be  notified  at  a  political- 
ly sensitive  time — when  he  makes  out  his  tax  return— precisely  how  much  he  pays 
to  support  medicare,  it  would  be  very  difficult  for  Congress  to  renege  on  his  right  to 
those  benefits.  It  would  certainly  be  no  easier  than  under  the  current  financing 
scheme,  which  conceals  the  medicare  tax  payment. 

Under  my  bill,  the  percentage  figure  and  maximum  annual  contribution  to  medi- 
care to  be  stated  on  the  tax  form  would  be  computed  by  the  Treasury.  Thus,  there 
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would  be  no  way  that  Congress  could  avoid  political  accountability  for  large  medi- 
care benefit  increases.  Again,  when  you  compare  this  proposal  with  the  present 
system,  it  would  appear  that  political  accountability  would  be  increased,  not  dimin- 
ished. 

Since  I  do  not  propose  an  increase  in  income  taxes  to  offset  the  net  payroll  tax 
reduction,  my  bill  would  result  in  an  overall  tax  cut.  It  is  impossible  for  me  to 
discuss  the  merits  of  my  bill  without  discussing  the  economic  impact  of  the  tax 
reduction  which  it  provides,  and  since  any  tax  cut  proposal  these  days  must  compete 
for  attention  and  be  measured  against  the  Presidents  plan  to  cut  personal  income 
tax  rates  by  30  percent  over  three  years,  I  would  like  to  discuss  that  proposal 
briefly. 

The  Washington  Post  editorialized  earlier  this  week  that  the  economic  thinking 
behind  the  President's  plan  has  "a  disconcerting  looseness."  I  agree.  There  is  little 
evidence  that  individuals  will  invest  and  save,  rather  than  spend,  this  massive  tax 
cut,  which  the  Administration  says  would  cumulate  $554  billion  through  1986.  Nor 
is  there  much  evidence  that  the  business  sector  can  respond  quickly  with  increased 
goods  and  services  to  this  massive  infusion  of  new  spending.  By  all  measures  we 
know  how  to  make  which  are  based  on  past  economic  performance,  the  President's 
tax  plan  will  be  inflationary.  The  evidence  which  Treasury  Secretary  Regan  has 
given  the  congressional  tax  committees  to  counter  economic  history  is  a  "scenario" 
which  is  optimistic  in  the  extreme.  This  "scenario"  is  based  not  on  economics,  but 
on  psychology.  Maybe  it  is  good  psychology,  but  the  only  way  to  find  out  if  it  is  good 
economics  is  to  try  it  out.  Unfortunately,  a  wrong  guess  could  be  diastrous.  As  Otto 
Eckstein  said  recently,  we  have  only  one  economy  to  sacrifice. 

Contrast  the  serious  questions  about  the  President's  proposal  to  the  sad  but 
certain  facts  about  the  payroll  tax:  This  year's  tax  increase  alone  will  take  an 
additional  $15.4  billion  out  of  the  economy.  This  added  tax  burden  is  inflationary 
and  contributes  to  higher  unemployment  by  raising  the  labor  costs  of  every  business 
in  the  country.  When  a  businessman  faces  a  higher  labor  tax,  he  will,  if  possible, 
pass  it  through  as  higher  prices.  The  payroll  tax  is  also  regressive;  according  to 
CBO,  workers  with  adjusted  gross  incomes  less  than  $5,000  a  year  pay  7.5  percent  of 
their  incomes  in  payroll  taxes,  while  workers  making  $30,000  and  above  pay  less 
than  5.5  percent.  The  usual  response  to  the  regressivity  of  the  payroll  tax  is  that 
social  security's  minimum  benefit  ultimately  restores  progressivity  to  the  system, 
but  now  the  Administration  is  proposing  reductions  in  the  minimum  benefit.  When 
recent  and  scheduled  payroll  tax  increases  are  added  to  reductions  in  the  minimum 
benefit  and  massive  across-the-board  tax  cuts,  there  can  hardly  be  any  question  that 
the  Administration's  proposals  will  not  result  in  "equal  pain,"  as  has  often  been 
asserted. 

In  late  1979,  I  asked  economists  at  the  Federal  Reserve  Board  to  estimate  the 
likely  economic  impact  of  my  proposal.  I  have  a  copy  of  their  response  with  me  and 
will  provide  it  for  the  record.  The  Fed's  econometric  model,  which  assumed  no 
change  in  monetary  policy  in  response  to  the  tax  cut,  indicated  that  my  proposal 
would  result  in  lower  inflation,  lower  unemployment,  and  higher  business  fixed 
investment  for  several  years.  After  that,  inflation  picks  up  again,  but  I  would  point 
out  that  this  results  from  the  increased  Federal  deficit  and  thus  would  be  true  of  all 
tax  cuts  which  are  not  offset  by  spending  cuts.  The  point  is  that  if  we  are  to  have  a 
tax  cut,  and  I  know  of  very  few  public  officials  who  think  we  shouldn't,  a  cut  of  the 
type  that  I  am  proposing  is  the  most  favorable. 

Mr.  Chairman,  I  have  taken  some  time  to  compare  the  Administration's  tax 
proposals  with  my  own  because  I  don't  see  how  proposed  changes  in  social  security 
financing  can  be  examined  apart  from  the  current  tax  debate.  I  recognize  that  this 
debate  complicates  your  decisions;  I  only  hope  that  it  will  not  also  overshadow  the 
extremely  important  work  that  you  are  doing. 

Thank  you. 

Board  of  Governors  of  the  Federal  Reserve  System, 

Washington,  D.C.,  October  15,  1979. 

Hon.  John  Seiberling, 
Washington,  D.C. 

Dear  Congressman  Seiberling:  At  your  request,  we  have  analyzed  the  likely 
economic  impact  of  your  Social  Security  tax  cut  proposal  within  the  context  of  the 
FRB  quarterly  econometric  model.  First,  we  should  consider  the  way  in  which  such 
cuts  operate  and  then  discuss  the  results  from  the  model  simulations. 

Social  security  tax  reductions 

Social  Security  tax  reductions  work  through  a  number  of  channels.  Reductions  in 
employee  contributions  increase  households'  spendable  income.  Reductions  in  em- 
ployer contributions  reduce  business  costs.  It  is  assumed  here  that  any  Social 
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Security  tax  reduction  will  be  equally  divided  between  employer  and  employee 
contributions.  It  is  generally  thought  that  businesses  rather  promptly  adjust  the 
price  of  their  output  to  Social  Security  tax  changes  so  there  is  little  direct  effect  on 
corporate  profits. 

The  employee  contribution  reductions  should  have  a  prompt  stimulative  effect  on 
aggregate  demand.  Since  only  half  the  tax  reduction  comes  in  the  form  of  employee 
tax  reductions,  this  effect  is  only  about  half  as  large  per  dollar  cost  to  the  Treasury 
as  it  would  be  in  the  case  of  personal  income  tax  reductions.  The  employer  cost 
savings  also  work  to  stimulate  output  through  a  lower  channel.  The  induced  reduc- 
tions in  prices  from  what  they  otherwise  would  be  lead  to  increased  real  disposable 
income.  Households  are  thought  to  react  rather  slowly  to  this  development,  howev- 
er, as  it  is  less  obvious  than  a  decline  in  payroll  deductions.  While  on  balance  the 
effects  of  payroll  tax  reductions  work  more  slowly  than  income  tax  reductions,  the 
effects  are  thought  to  be  somewhat  larger  and  last  longer. 

The  magnitude  of  the  effects  of  tax  cuts  of  any  kind  depends  somewhat  on  the 
response  of  monetary  policy.  According  to  most  empirical  work,  if  the  Federal 
Reserve  holds  interest  rates  at  approximately  the  levels  which  would  have  occurred 
without  the  tax  cut,  the  effect  is  more  powerful.  If  it  instead  holds  M-l  close  to 
what  it  would  have  been  in  the  absence  of  the  tax  cut,  the  stimulative  effects  are 
offset  by  higher  interest  rates.  If  it  follows  a  course  somewhere  in  between — which 
seems  likely — the  effects  will  also  fall  in  between. 

However,  the  outcome  of  Social  Security  tax  reductions  is  much  less  dependent  on 
the  response  of  monetary  policy  than  is  the  case  with  income  tax  reductions,  since 
in  the  Social  Security  case  the  direct  effects  on  prices  and  incomes  are  in  opposite 
directions.  This  results  in  a  smaller  change  in  the  demand  for  money.  Holding 
monetary  aggregates  at  the  levels  that  otherwise  would  have  occurred  requires  only 
slightly  higher  interest  rates.  Holding  interest  rates  to  what  they  otherwise  would 
have  been  requires  rather  small  increases  in  the  aggregates. 

The  biggest  attraction  of  Social  Security  tax  reductions  is  that  the  reduced  busi- 
ness costs  tend  to  offset  the  effects  of  higher  output  on  prices,  giving  a  temporary 
assist  to  the  tradeoff  between  unemployment  and  inflation.  Our  econometric  model 
suggests  that  the  net  effect  on  prices  is  negligible  for  about  three  years.  After  that, 
the  output  effects  predominate  and  prices  begin  to  rise. 

The  biggest  disadvantage  of  Social  Security  tax  reductions  is  the  effect  on  the 
already  inadequate  Social  Security  trust  fund  which  will  soon  disappear  even  with 
reasonably  legislated  tax  and  benefit  levels.  This  is  only  a  more  visible  manifesta- 
tion of  the  increase  in  the  government  deficit  resulting  from  the  tax  cuts  in  the 
absence  of  other  fiscal  actions.  Increased  government  deficits  probably  lead  to 
reduced  capital  formation,  productivity,  and  real  output  in  the  long  run. 

This  is  because  tax  cuts  unaccompanied  by  expenditure  reductions  reduce  some- 
what the  percentage  of  output  devoted  to  capital  formation  unless  the  increased 
government  dissaving  is  offset  completely  by  increased  private  saving.  Whether  it 
actually  would  be  offset  is  a  matter  of  some  dispute,  but  majority  opinion  is  that  it 
would  not.  The  reduced  capital  formation  eventually  reduces  productivity,  real 
wages,  and  potential  output.  Unfortunately,  this  effect  cannot  be  observed  in  our 
simulations  because  they  were  not  extended  far  enough  into  the  future. 

Results  from  econometric  model  simulations 

We  assume  that  the  Federal  Reserve  follows  a  policy  in  between  the  two  extremes 
mentioned  above  (that  is,  it  holds  member  bank  unborrowed  reserves  unchanged 
from  what  they  would  have  been  otherwise).  For  technical  reasons,  we  cannot 
simulate  our  econometric  model  for  more  than  five  years  into  the  future.  This 
horizon  does  not  capture  the  longer  run  implications  of  your  proposal  which  should 
be  considered.  Consequently,  in  the  discussion  of  the  simulation  results  below,  we 
will  attempt  to  draw  attention  to  the  probable  longer  term  impacts  based  on 
previous  experiments.  We  assume  further  that  your  proposal  goes  into  effect  in 
1980-Q1  and  consists  of  a  reduction  in  Social  Security  tax  rates  as  follows: 


[In  percent] 


1982-Q1 

1980-Q1      1981-Q1  and 
thereafter 


Employee  and  employer: 
Current  law  


6.13         6.65  6.70 
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1982-Ql 

1980-Q1      1981-Q1  and 
thereafter 


SeiberJing  proposal  

  5.5 

5.5 

5.5 

Self-employed: 

Current  law  

  8.13. 

9.30 

9.35 

Seiberling  proposal  

 :   7.62 

7.62 

7.62 

The  simulation  results  are  (more  detail  available  on  request): 


[Dollars  in  billions] 


1980        1981        1982  1983 


Change  in: 


GNP,  1972  

  $5.0 

$16.0 

$27.7 

$34.3 

GNP  deflator,  percent  

  -.2 

-.5 

-.3 

.1 

Inflation  rate,  percentage  points  

  -.2 

-.3 

.1 

.4 

Unemployment  rate,  percentage  points  

  -.1 

-.5 

-1.0 

-1.4 

Federal  deficit  

  -$10.0 

-$16.0 

-$8.5 

-$.7 

Business  fixed  investment,  1972  

  $.5 

$2.4 

$4.8 

$6.0 

Total  Federal  Government  receipts  

  -$10.3 

-$17.9 

-$12.8 

-$7.2 

Personal  income  tax  and  nontax  payments  

  $1.9 

$5.0 

$8.2 

$11.4 

Corporate  profits  tax  

  $1.4 

$4.1 

$7.0 

$8.8 

Indirect  business  taxes...  

  0 

$.1 

$.2 

$.3 

Contributions  to  social  insurance  

  -$13.7 

-$27.1 

-$28.1 

-$27.7 

Total  expenditures  (only  unemployment  benefits)  

  -$.4 

-$1.8 

-$4.2 

-$6.6 

By  the  middle  of  1983,  the  effects  on  output  are  at  their  peak  and  decline  slowly 
thereafter  as  prices  start  to  rise.  If  the  simulations  were  carried  out  still  further, 
this  reduction  would  continue  until  eventually  the  unemployment  rate  returned  to 
its  original  level.  In  the  simulation  period,  the  increase  in  nominal  income  raises 
nominal  tax  collections  which,  together  with  the  decline  in  unemployment  insur- 
ance benefits,  just  about  offsets  the  increased  Federal  deficit  by  1983.  Beyond  the 
simulation  period,  however,  both  the  deficit  and  the  level  of  government  debt 
outstanding  would  be  increased  as  the  rate  of  employment  and  activity  falls. 

This  higher  rate  of  government  dissaving  results  eventually  in  a  lower  investment 
and  stock  of  capital  and,  thus,  lower  output.  These  latter  effects  would  not  be 
significant  until  a  number  of  years  had  passed.  Nevertheless,  we  must  point  out 
that  the  attractive  effects  of  Social  Security  tax  cuts  are  temporary,  while  the 
unattractive  effects  are  permanent. 
Sincerely, 

Richard  B.  Berner,  Economist 
Stephan  S.  Thurman,  Economist 
Division  of  Research  and  Statistics. 

Mr.  Pickle.  I  do  see  Congresswoman  Mary  Rose  Oakar.  Repre- 
sentative Oakar,  if  you  will  come  to  the  table,  we  will  be  glad  to 
hear  from  you  again.  You  have  appeared  before  us  on  other  occa- 
sions, and  your  views  are  important  to  us. 

STATEMENT  OF  HON.  MARY  ROSE  OAKAR,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  OHIO 

Ms.  Oakar.  Mr.  Chairman,  I  want  to  thank  you  for  holding  these 
hearings.  I  think  they  are  certainly  more  than  appropriate. 

In  the  interest  of  time,  I  would  like  to  submit  my  entire  testimo- 
ny for  the  record. 

I  want  to  thank  you  for  having  me  appear  again  before  this 
distinguished  subcommittee. 
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I  see  another  distinguished  Member  coming  forward  who  used  to 
be  on  the  Banking  Committee.  We  often  say  that  he  abandoned  us, 
Mr.  Chairman. 

Ironically,  I  think,  today  at  the  Committee  on  Aging  right  at  this 
moment,  is  hearing  from  the  President's  Commission  on  Pension 
Policy,  including  some  of  the  recommendations — some  of  which  I 
agreed  with;  others  with  which  I  disagree. 

I  was  pleased  to  see  that  they,  in  their  recommendations,  also 
feel  that  the  system  does,  in  fact,  discriminate  against  women. 

My  point  of  departure  as  a  part  of  the  Task  Force  on  Social 
Security,  the  Elderly  and  Aging,  for  the  Aging  Committee,  has 
been  dealing  for  more  than  2  years  with  trying  to  come  up  with 
some  equitable  solution. 

Referring  to  page  3  of  my  statement,  Mr.  Chairman,  I  believe  the 
mandate  of  the  American  people  calls  for  a  comprehensive  review 
of  the  social  security  system.  I  think  it  is  necessary;  there  is  no 
question  about  that.  When  you  are  reviewing  it,  and  when  you  are 
trying  to  find  solutions,  I  think  it  is  an  opportune  time,  dealing 
with  the  inequities  in  the  system,  to  look  specifically  at  those 
toward  women. 

One  significant  set  of  problems  sometimes  referred  to  as  issues  of 
equity  concerns  the  variation  in  benefits  for  one-  and  two-earner 
couples.  In  general,  the  system  favors  one-earner  couples  of  life- 
time marriage. 

This  means  one-earner  couples  may  receive  higher  combined 
social  security  benefits.  For  example,  women  who  work  and  pay 
social  security  taxes  for  years  may  find  their  social  security  bene- 
fits are  no  higher  than  they  v/ould  have  been  had  they  never 
worked  outside  the  home. 

I  personally  am  not  for  reducing  the  homemakers'  benefits,  but  I 
am  for  changing  the  equity  toward  the  working  spouse  who  has 
contributed  to  the  system  and  doesn't  have  an  equitable  contribu- 
tion to  look  forward  to  when  she  is  ready  to  retire.  If  the  society 
really  believes  marriage  is  a  relationship  among  equals,  that 
women  are  not  necessarily  inherently  dependent  on  men,  that 
married  women  contribute  to  the  economic  well-being  of  the 
family,  and  that  it  is  acceptable  for  married  women  freely  to  elect 
whether  they  will  work  inside  or  outside  the  home,  then  the  pres- 
ent system  must  be  modified. 

I  think  there  is  a  consensus  in  the  land  that  women  should  have 
the  option  of  working  inside  or  outside  the  home  without  penalty 
and  that  our  Nation's  premier  requirement  program  ought  to  re- 
flect that  principle. 

A  second  set  of  issues  that  has  special  significance  for  women 
concerns  the  adequacy  of  social  security  benefits.  According  to 
recent  Government  figures,  it  is  fair  to  state  that  to  be  old,  single, 
and  female  in  this  country  is  to  be  poor.  About  three  out  of  four 
elderly  poor  are  women.  Some  have  argued  that  the  cause  of  pover- 
ty lies  outside  the  social  security  system,  and  so  therefore  does  the 
remedy.  This  is  not  entirely  true.  Like  issues  of  equity,  issues  of 
adequacy  flow  from  difficulties  in  the  structure  of  dependents' 
benefits. 

The  case  of  the  divorced  spouse  is  instructive.  If  she  divorces 
before  the  10th  year  of  marriage,  she  can  claim  no  spousal  benefits 
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through  her  ex-husband.  If  she  has  worked  irregularly,  she  may 
reach  retirement  age  with  no  coverage  or  minimal  coverage  at 
best.  On  the  other  hand,  if  she  divorces  after  the  10th  year  of 
marriage,  she  may  be  entitled  to  a  spousal  benefit  through  her  ex- 
husband,  but  the  benefit  is  only  50  percent  of  his  primary  insur- 
ance amount.  This  is  an  amount  intended  to  supplement  the  work- 
er's benefit  for  the  intact  couple,  and  not  to  support  a  single 
individual.  It  is  for  this  reason  that  so  many  single  divorced  women 
live  out  their  lives  in  poverty. 

Women  who  combine  work,  homemaking,  and  child  rearing  are 
more  likely  than  men  to  be  adversely  affected  by  the  recency-of- 
work  test  for  entitlement  to  disability  protection.  Coverage  for 
disability  is  based  on  5  years  of  covered  employment  over  the  last 
10  years  preceding  the  onset  of  disability — 20  quarters  of  coverage 
out  of  the  last  40  calendar  quarters. 

Thus,  if  a  woman  who  works  in  covered  employment  leaves  the 
labor  force  to  engage  in  child-rearing  activities  and  subsequently 
becomes  disabled,  she  will  lose  her  disability  protection  if  more 
than  5  years  have  elapsed  since  her  employment,  regardless  of  how 
long  she  worked.  Further,  if  a  worker  leaves  the  labor  force  for  5 
or  more  years,  an  additional  5  years  of  employment  is  required  to 
regain  disability  protection.  Thus,  if  a  homemaker  returns  to  work 
but  does  not  work  the  required  5  years  before  becoming  disabled, 
her  family  must  replace  both  her  lost  homemaker  services  and  her 
lost  wages. 

We  have  received  hundreds  of  letters  from  people  who  are  in  this 
position  who  were  disabled  through  illnesses,  such  as  multiple 
sclerosis,  and  we  have  received  letters  not  only  from  the  women 
who  have  been  able  to  collect  any  kind  of  disability,  but  we  have 
received  the  same  kind  of  letters  from  their  husbands,  who  lose 
their  homemaker's  services  and  their  lost  wages. 

The  problem  of  adequacy  of  benefits  especially  affects  widows. 
Widows  who  are  disabled  before  age  50  cannot  receive  spousal 
disability  benefits.  Widows  disabled  between  the  ages  of  50  and  59 
are  entitled  to  receive  disabled  spouse  benefits,  but  the  amount  of 
the  benefit  is  permanently  reduced,  and  may  be  inadequate  to 
support  a  single  person.  Thus,  women  who  fall  into  the  widow's  gap 
experience  special  hardships. 

Many  widows  lack  work  experience  and  financial  resources,  and 
are  too  young  to  receive  benefits.  They  may  be  condemned  to  a  life 
of  poverty.  If  the  gap  between  the  onset  of  widowhood  and  the 
entitlement  to  benefits  is  large — and  the  majority  of  widows  are 
widowed  in  their  early  fifties — then  the  level  of  survivors'  benefits 
will  be  low  relative  to  the  changing  standard  of  living  in  the 
society.  This  is  because  the  survivor's  benefits  may  be  based  on  an 
earnings  record  that  has  become  outdated. 

It  is  true  that  the  founders  of  our  social  security  system  intended 
that  social  security  benefits  should  be  supplemented  by  savings  and 
private  pensions.  Social  security  benefits  were  never  intended,  that 
is,  to  be  adequate  by  themselves.  But  many  older  people  lack 
private  pension  protection,  while  their  savings  may  be  depleted  by 
inflation.  For  them,  social  security  all  too  often  is  their  only  source 
of  income. 
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As  a  matter  of  fact,  one  of  the  concerns  of  the  Aging  Committee 
is  going  to  be  to  introduce  some  form  of  legislation  that  would 
provide  a  pension  system  for  all  Americans,  because  we  realize  so 
many  people  are  not  covered  by  anything,  although  59  out  of  100 
Americans  are  covered  in  some  manner  by  social  security. 

There  are  other  issues  of  equity  and  adequacy,  but  I  hope  I  have 
made  the  point. 

Mr.  Chairman,  I  honestly  believe  that  women  across  the  country, 
and  their  spouses  and  their  families,  would  support  some  of  the 
recommendations  I  have  made.  You're  familiar  with  them,  Mr. 
Chairman,  because  we  have  gone  through  some  of  them  before. 
This  is  somewhat  modified  with  the  introduction  of  this  session. 
There  are  five  bills.  I  believe  some  of  them  are  very,  very  doable. 
For  example,  inheritance  of  earnings  credits,  which  would  offer  a 
cost-effective  method  for  targeting  protection  of  those  who  are  sur- 
viving spouses  and  surviving  divorced  spouses.  I  think  that  is  a 
very  doable  situation. 

I  think  the  transition  benefit  also  is  doable.  I  think  the  credit- 
splitting  one  in  divorce  is  possible.  Certainly  the  bill  which  imple- 
ments the  earning-sharing  approach  and  would  not  penalize  the 
homemaker  but  correct  the  inequity  related  to  the  working  spouse, 
to  the  lack  of  disability  protection,  et  cetera,  should  be  considered. 

So,  Mr.  Chairman,  I  just  want  to  finally  say  I  hope  when  you  are 
reviewing  these  proposals — I  think  much  of  the  leadership — in 
terms  of  the  social  security  system,  in  terms  of  comprehensively 
dealing  with  the  system,  its  benefits,  the  good  things  about  it,  its 
inadequacies,  is  going  to  come  from  Members  of  Congress  and,  in 
particular,  the  leadership  of  this  subcommittee. 

That  is  why  I  am  here — to  reinforce  the  fact  that  when  you  are 
dealing  with  the  system  comprehensively  in  trying  to  find  solu- 
tions, I  hope  that  you  include  as  one  of  your  most  important  issues, 
the  equity  situation  with  respect  to  women.  It  certainly  has  not 
grown  with  the  times  in  terms  of  the  equity  toward  women,  and 
you  would  have  an  awful  lot  of  support  from  people  of  all  back- 
grounds, both  parties — women  in  rural  areas,  women  in  urban 
areas.  They  have  written  to  our  task  force,  and  they  feel  very,  very 
deeply  about  this. 

I  know  this  committee  will  look  into  this  situation  and  try  to 
deal  with  it.  I  would  certainly  welcome  the  support  of  this  commit- 
tee along  with  your  ideas  related  to  my  legislation. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  follows.  See  also  p.  65  for  material 
submitted  previously.] 

Statement  of  Hon.  Mary  Rose  Oakar,  a  Representative  in  Congress  From 

the  State  of  Ohio 

introduction 

It  is  a  pleasure  and  an  honor  to  address  the  Subcommittee  on  Social  Security  this 
morning  on  the  subject  of  financing  Social  Security.  One  of  the  most  important 
policy  issues  facing  the  Congress  is  whether  to  trim  back  Federal  responsibility  in 
the  retirement  income  field,  or  whether  to  move  forward  to  construct  a  meaningful 
and  adequate  retirement  income  policy  that  will  benefit  all  Americans.  There  is  no 
question  in  my  own  mind  but  that  we  must  move  forward — more  so  now  than  ever. 

Today  I  would  like  to  address  two  issues:  how  to  finance  Social  Security  in  the 
years  ahead,  and  how  to  improve  the  treatment  of  women  under  the  program.  I 
would  like  to  discuss  the  treatment  of  women  first,  becuase,  in  my  opinion,  it  is  the 
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first  of  the  two  bridges  that  we  must  cross.  To  overlook  the  needs  of  women  as  we 
begin  the  process  of  reexamining  Social  Security  is  to  ignore  those  with  some  of  the 
greatest  need  in  our  society.  The  fact  is  that  the  majority  of  all  elderly  are  women; 
this  lopsided  proportion  continues  to  grow  yearly.  The  fact  is  that  of  all  elderly 
poor,  the  preponderance  are  single  older  women.  The  fact  is  that  public  and  private 
pensions  affect  women  differently  than  men,  and  the  affect  is  negative. 

ISSUES 

In  1979  Sen.  Claude  Pepper,  Chairman  of  the  House  Select  Committee  on  Aging, 
created  the  Task  Force  on  Social  Security  and  Women.  I  was  honored  to  be  appoint- 
ed Chair.  In  a  series  of  public  hearings,  the  Task  Force  heard  and  continues  to  hear 
from  government  officials,  experts,  groups,  and  women  receiving  Social  Security.  We 
receive  a  large  volume  of  mail  on  Social  Security  each  month.  The  Record  produced 
by  the  Task  Force  clearly  demonstrates  that  women  are  unfairly  treated  under  the 
present  system  and  that  change  is  necessary. 

Perhaps  one  of  the  most  important  components  of  our  Social  Security  system  is  a 
dependency-based  benefit.  Created  in  1939  and  expanded  in  subsequent  years,  de- 
pendent's benefits  provide  cash  payments  to  spouses  and  children  of  covered  retired, 
disabled  and  deceased  workers. 

The  spousal  benefit  feature  of  Social  Security  is  based  on  a  conception  of  marriage 
and  family  that  prevailed  at  the  time  the  program  was  created.  It  was  believed  that 
most  wives  would  remain  home  and  care  for  children,  that  most  husbands  would 
work  in  the  labor  force,  and  that  divorce  would  be  rare.  As  long  as  these  assump- 
tions held  true,  spousal  benefits  would  in  general,  work  fairly,  sensibly,  and  eco- 
nomically. But  these  presumptions  have  not  reamined  static.  More  married  women 
than  ever  before  are  working  in  the  labor  force;  the  divorce  rate  has  risen  dramati- 
cally. As  more  and  more  marriages  depart  from  the  "traditional"  model  of  marriage 
upon  which  dependent's  benefits  are  based,  serious  problems  of  equity  and  adequacy 
have  emerged. 

One  significant  set  of  problems,  sometimes  referred  to  as  issues  of  "Equity," 
concerns  the  variation  in  benefits  for  one-  and  two-earner  couples.  In  general,  the 
system  favors  one-earner  couples  of  lifetime  marriages.  This  means  that  one-earner 
couples  may  actually  receive  higher  combined  social  security  benefits.  Let  me  dem- 
onstrate graphically: 

WHERE  THE  COUPLE'S  COMBINED  INCOME  IS  $12,000 


Benefits  for — 

1  spouse 
earns  $12,000 

Husband  and 
wife  each 
earns  $6,000 

Percent 
difference 

Retired  couple  

  $648 

$548 
272 

19 

Survivor  

  432 

56 

Women  who  work  and  pay  Social  Security  taxes  for  years  may  find  that  their 
Social  Security  benefits  are  no  higher  than  they  would  have  been  had  they  never 
worked  outside  the  home,  since  they  may  receive  benefits  as  a  worker  or  as  a  spouse 
but  not  as  both.  It  also  means  that  the  present  system  penalizes  many  women 
because  they  choose  to  work  outside  the  home. 

The  inequitable  distribution  of  benefits  between  one-  and  two-earner  couples 
touches  on  a  much  deeper  issue.  If  the  society  believes  that  marriage  is  a  relation- 
ship among  equals,  that  women  are  not  inherently  dependent  on  men,  that  married . 
women  contribute  to  the  economic  wellbeing  of  the  family,  and  that  it  is  acceptable 
for  a  married  woman  freely  to  elect  whether  she  will  work  inside  or  outside  the 
home,  then  the  present  system  must  be  modified.  I  think  there  is  a  consensus  in  the 
land  that  women  should  have  the  option  of  working  inside  or  outside  the  home  ; 
without  penalty,  and  that  our  nation's  premier  retirement  program  ought  to  reflect 
this  principle. 

A  second  set  of  issues  that  have  special  significance  for  women  concerns  the 
adequacy  of  Social  Security  benefits.  According  to  recent  government  figures,  it  is 
fair  to  state  that  to  be  old,  single,  and  female  in  this  country  is  to  be  poor.  About 
three  out  of  four  elderly  poor  are  women.  Some  have  argued  that  the  cause  of 
poverty  lies  outside  the  Social  Security  system,  and  so  therefore  does  the  remedy. 
This  is  not  entirely  true.  Like  issues  of  equity,  issues  of  adequacy  flow  from  difficul- 
ties in  the  structure  of  dependents'  benefits. 
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The  case  of  the  divorced  spouse  is  instructive.  If  she  divorces  before  the  tenth 
year  of  marriage,  she  can  claim  no  spousal  benefits  through  her  ex-husband.  If  she 
has  worked  irregularly,  she  may  reach  retirement  age  with  no  coverage  or  minimal 
coverage  at  best.  On  the  other  hand,  if  she  divorces  after  the  tenth  year  of  marriage 
she  may  be  entitled  to  a  spousal  benefit  through  her  ex-husband,  but  the  benefit  is 
only  50  percent  of  his  primary  insurance  amount.  This  is  an  amount  intended  to 
supplement  the  worker  s  benefit  for  the  intact  couple,  and  not  to  support  a  single 
individual.  It  is  for  this  reason  that  so  many  single  divorced  women  live  out  their 
lives  in  poverty. 

Women  who  combine  work,  homemaking  and  childrearing  are  more  likely  than 
men  to  be  adversely  affected  by  the  recency-of-work  test  for  entitlement  to  disability 
protection.  Coverage  for  disability  is  based  on  five  years  of  covered  employment  over 
the  last  ten  years  preceding  the  onset  of  disability;  (20  quarters  of  coverage  out  of 
the  last  40  calendar  quarters.)  Thus,  if  a  woman  who  works  in  covered  employment 
leaves  the  labor  force  to  engage  in  childrearing  activities  and  subsequently  becomes 
disabled,  she  will  lose  her  disability  protection  if  more  than  five  years  have  elapsed 
since  her  employment,  regardless  of  how  long  she  worked.  Further,  if  a  worker 
leaves  the  labor  force  for  five  or  more  years,  an  additional  five  years  of  employment 
is  required  to  regain  disability  protection.  Thus  if  a  homemaker  returns  to  work  but 
does  not  work  the  required  five  years  before  becoming  disabled,  her  family  must 
replace  both  her  lost  homemaker  services  and  her  lost  wages. 

The  problem  of  adequacy  of  benefits  especially  affects  widows.  Widows  who  are 
disabled  before  age  50  can  not  receive  spousal  disability  benefits.  Widows  disabled 
between  the  ages  of  50  and  59  are  entitled  to  receive  disabled  spouse  benefits,  but 
the  amount  of  the  benefit  is  permanently  reduced,  and  may  be  inadequate  to 
support  a  single  person.  Women  who  fall  into  the  "widow's  gap"  experience  special 
hardships.  Many  widows  lack  work  experience  and  financial  resources,  and  are  too 
young  to  receive  benefits.  They  may  be  condemned  to  a  life  of  poverty.  If  the  gap 
between  the  onset  of  widowhood  and  the  entitlement  to  benefits  is  large  (and  the 
majority  of  widows  are  widowed  in  their  early  fifties),  then  the  level  of  survivors' 
benefits  will  be  low  relative  to  the  changing  standard  of  living  in  the  society.  This  is 
because  the  survivor's  benefits  may  be  based  on  an  earnings  record  that  has  become 
"outdated." 

It  is  true  that  the  founders  of  our  Social  Security  system  intended  that  Social 
Security  benefits  should  be  supplemented  by  savings  and  private  pensions.  Social 
Security  benefits  were  never  intended,  that  is,  to  be  adequate  by  themselves.  But 
many  older  people  lack  private  pension  protection,  while  their  savings  may  be 
depleted  by  inflation.  For  them,  Social  Security  all  too  often  is  their  only  source  of 
income. 

There  are  other  issues  of  equity  and  adequacy  which  can  be  raised,  but  I  think 
the  point  is  established.  The  system  must  be  modified:  it  does  not  work  well  for 
many  married  women,  and  benefits  are  unacceptably  low  for  many  married  and 
single  women. 

REPRESENTATIVE  OAKAR's  LEGISLATIVE  PROPOSALS 

After  two  years  of  hearings  before  the  Task  Force  on  Social  Security  and  women, 
and  with  careful  study,  I  have  drafted  five  bills  that  will  eliminate  many  of  the 
inequities  and  inadequacies  confronted  by  women,  and  will  enhance  protection  for 
all  members  of  the  family.  Summaries  of  the  bills  will  be  presented  for  the  Record 
with  this  testimony.  Let  me  very  briefly  discuss  the  ways  in  which  this  proposed 
legislation  responds  to  the  problems  outlined  above: 

H.R.  1513 — Social  Security  Modernization  Act  would  implement  mandatory  earn- 
ings sharing.  This  approach  has  been  recognized  by  practically  every  group  who  has 
studied  the  program  in  the  last  few  years  as  the  most  promising  proposal  for 
reform.  The  bill  will  eliminate  gross  disparities  in  benefits  between  one-  and  two- 
earner  couples,  enhance  disability  protection  for  wives  who  work  inside  and  outside 
the  home,  dramatically  improve  the  retirement  benefits  of  widowed  husbands  and 
wives,  provide  increased  protection  for  divorced  spouses.  This  bill  contains  a  pres- 
ent-law guarantee,  to  be  eliminated  in  2010  contingent  upon  the  assessment  and 
evaluation  of  its  impact  by  the  Congress. 

H.R.  1514 — Inheritance  of  Earnings  Credits  offers  a  cost-effective  method  for 
targeting  protection  to  the  poorest  of  the  elderly  poor:  surviving  spouses  and  surviv- 
ing divorced  spouses.  Survivors  would  automatically  inherit  the  Social  Security 
credits  of  the  deceased  spouse  which  then  may  be  added  to  the  credits  earned  by  the 
survivor.  For  a  period  after  the  inheritance,  spouses  who  work  inside  the  home 
would  be  insured  against  disability;  wives  who  work  outside  the  home  would  have 
full  disability  protection;  gaps  in  the  earnings  record  for  spouses  who  combine 
homemaking  and  paid  labor  roles  would  be  closed. 
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H.R.  1515 — Credit  Splitting  at  Divorce  will  implement  earnings  sharing  at  the 
time  of  the  divorce,  and  would  resolve  one  of  the  most  serious  inadequacies  under 
the  present  program:  the  lack  of  any  protection  at  all,  or  minimal  protection  at  best, 
for  spouses  who  work  outside  the  home  irregularly  and  become  divorced.  It  is  a  cost- 
effective  method  for  closing  the  "divorce  loop  hole"  through  which  aged  women 
descend  into  poverty  during  their  old  age. 

H.R.  1516 — Transition  Benefit.  This  bill  provides  payment  of  a  "transitional  bene- 
fit" to  the  widow(er)  of  an  insured  individual  upon  the  wage-earner's  death  and  at 
practically  negligible  cost  to  the  program.  The  benefit  would  be  available  for  a 
maximum  of  four  months  following  the  wage-earner's  death,  and  responds  to  the 
short-term  needs  of  surviving  spouses  with  limited  work  experience  in  the  labor 
force,  who  are  suddenly  widowed,  and  who  are  too  young  to  receive  survivor's 
benefits. 

H.R.  1517— Disabled  Widow/Widowers  Under  Sixty.  This  bill  provides  full  disabil- 
ity benefits  to  disabled  surviving  spouses  of  covered  earners  regardless  of  age. 

FINANCING 

These  bills,  taken  together,  will  vastly  improve  the  equity  and  adequacy  of  our 
national  retirement  program.  We  must  keep  in  mind  that  these  are  not  "women's 
issues,"  but  issues  of  family  security.  These  bills  recognize  that:  marriage  is  a 
relationship  among  equals,  that  women  working  inside  the  home  contribute  to  the  j 
financial  wellbeing  of  the  family  goals  of  equity  and  adequacy  are  co-existent  in 
social  security,  that  the  adequacy  goal  of  Social  Security  should  be  retained  and  not 
transferred  to  other  welfare  programs,  and  that  the  principle  of  social  insurance  for 
workers  and  their  families  is  a  desirable  one  and  should  be  retained  and  improved 
upon  within  the  context  of  our  Social  Security  program. 

Each  of  the  bills  I  have  introduced  will  add  some  cost  to  the  program.  Some  of  the 
bills,  incidentally,  add  a  relatively  negligible  cost  in  return  for  the  significant 
protections  gained.  I  believe  that  the  financing  and  reform  issues  should  be  linked, 
and  urge  this  subcommittee  to  contemplate  this  linkage  as  they  investigate  propos- 
als for  refinancing  the  program.  If  refinancing  is  accomplished  without  at  the  same 
time  corrcting  the  treatment  of  women,  the  opportunity  for  improving  the  equity 
and  adequacy  of  the  program  may  be  lost  to  us  for  many  years  to  come.  Indeed, 
without  remedial  action,  inequities  and  inadequacies  will  become  more  pronounced 
if  present  demographic  trends  continue — if  marriage  remains  a  central  institution  j 
in  our  society,  if  divorces  persist,  and  if  women  continue  to  divide  their  roles  j 
between  work  inside  the  home  and  work  in  the  paid  labor  force.  Failure  to  link 
refinancing  and  reform,  I  fear,  carries  an  unbearable  human  cost  for  millions  of 
women. 

My  own  view  on  refinancing  is  that  we  must  more  creatively  invest  trust  funds  to  ! 
yield  higher  returns;  we  must  seriously  consider  using  general  revenues  to  maintain  j 
the  program  at  an  adequate  level.  I  strenuously  oppose  any  plan  to  reduce  program 
expenditures  by  eliminating  present  benefits.  I  particularly  oppose:  elimination  of 
the  minimum  benefit,  the  preponderant  effect  of  which  would  be  to  penalize  the 
poor;  raising  the  retirement  age  without  providing  assurances  that  older  people  can 
continue  to  work  with  adequate  pay;  elimination  of  student  benefits,  which  would 
fall  most  heavily  on  families  with  a  single  household  head  (most  often  widows)  and 
who,  by  definition,  have  significant  financial  need.  Equity  and  adequacy  are  the  co-  j 
existing  principles  of  Social  Security.  There  is  no  substitute  for  an  earned  right. 
With  the  present  punitive  mentality  existing  in  an  all  means-tested  program,  there  I 
can  be  no  virtue  in  transferring  groups  of  beneficiaries  from  the  Social  Security  | 
program  to  Supplemental  Security  Income. 

Concerning  my  proposed  legislation,  I  would  like  to  note  that  there  are  economies 
that  come  with  expanding  protections  for  women.  The  majority  of  welfare  recipients ! 
among  the  elderly  are  women.  Improving  their  position  under  Social  Security  would 
reduce  their  need — and  thus  expenditures  under  such  programs — for  SSI,  food!' 
stamps,  and  low-income  energy  assistance.  There  is,  to  repeat,  no  substitute  for  an! 
earned  right. 

Mr.  Pickle.  Ms.  Okar,  we  appreciate  your  appearance  here. 

I  think  you  must  know  many  members  of  the  committee  recog- 
nize there  are  inequities  in  earnings  of  women  in  the  work  force, 
and  that  it  is  true  that  the  system  does  favor  the  single-earning 
couple. 

I  notice  you  have  recommended  five  different  measures.  Whether 
we  take  action  doesn't  depend  on  the  cost,  per  se,  but  we  need  to 
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know  that.  I  want  the  staff  to  make  an  estimate  of  the  cost  aspects 
of  the  various  bills,  separately  and  in  total,  so  that  we  have  a 
means  of  looking  at  the  total  picture. 

We  will  take  into  consideration  this  matter  of  equity. 

I  recognize  you  are  protecting  the  change  of  the  20  quarters.  You 
would  object  to  further  restriction  of  6  out  of  the  last  13. 

I  assume  what  you  are  saying  is  there  could  be  discrimination 
against  women. 

I  notice  your  comments  on  the  widow's  gap. 

Are  the  women's  forces  coordinated  now?  Are  they  all  in  agree- 
ment about  what  should  be  done  on  these  measures  you  propose? 

Ms.  Oakar.  Mr.  Chairman,  I  really  believe  there  is  a  consensus 
among  women  about  this.  The  reason  for  their  support  of  the  first 
bill,  which  is  the  most  comprehensive  bill,  is  that  we  have  not 
pitted  homemakers  against  the  working  spouse.  I  think  too  often,  I 
would  be  the  first  to  admit,  we  pit  various  segments  of  society 
against  each  other  in  order  to  reach  some  positive  solutions.  We 
don't  do  that.  We  recognize  that  about  50  percent  of  the  women 
elected  to  be  homemakers.  Perhaps  more  of  a  percentage  elected  to 
work  part  time  or  full  time. 

We  also  recognize  marriage  is  an  economic  partnership,  and  we 
believe  very  strongly  that  all  of  the  segments  of  society  ought  to  be 
covered. 

There  is  a  consensus.  Every  major  women's  organization  from 
religious  groups  to  the  so-called  leadership  groups  among  women, 
professional  business  women's  groups,  have  endorsed  our  concepts. 

In  addition  to  that,  we  have  heard  from  grassroots  America.  We 
have  had  so  many  hearings  and  have  gotten  much  mail  on  this 
issue. 

The  problem  is,  Mr.  Chairman,  like  so  many  other  issues,  people 
don't  realize  what  the  problems  are  in  the  system  until  they  are 
ready  to  collect.  And  so  the  young  woman,  for  example,  may  not  be 
as  aware  of  the  problem  because  most  people  don't  ask  about  their 
insurance  plans.  They  are  not  aware  of  their  benefits.  Once  they 
get  to  a  point  where  they  feel  they  need  the  system,  now,  to 
produce  what  they  thought  they  were  getting  out  of  it,  what  they 
would  get  out  of  it,  that  is  when  the  women  are  reacting,  and  I 
would  say  we  are  hearing  from  women  who,  by  and  large,  are  over 
35  or  40  across  the  country,  from  all  parts  of  the  country. 

Mr.  Pickle.  We  can't  expect  everybody  to  be  unanimous.  Secre- 
tary Cohen  appeared  earlier  this  morning  and  made  an  excellent 
presentation.  All  men  in  America  are  not  in  agreement  with  the 
Secretary.  I  do  recall  last  fall  we  had  hearings  on  this  question, 
and  we  had  some  women  in  the  room  opposed  to  the  change  and 
we  had  some  favoring  it.  The  committee  was  caught  in  the  middle. 
We  may  be  faced  with  that  again.  No  matter.  The  points  you  raise 
are  valid.  I  think  we  must  try  to  make  some  modification  to  the 
i  programs. 

Ms.  Oakar.  Phyllis  Schlafly  and  the  women  in  the  National 
:  Catholic  organization,  of  which  I  am  a  member  myself — were  di- 
recting attention  in  the  hearings  to  the  HEW  report  and  their 
:  model  of  mandatory  earnings-sharing.  What  they  objected  to  pri- 
j  marily  is  if  you  had  an  earnings-sharing  approach,  automatically 
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you  would  lower  the  benefits  for  homemakers,  and  they  felt  that 
was  not  fair  to  the  woman  who  had  elected  that  kind  of  role. 

In  our  legislation  we  do  not  take  away  from  the  current  struc- 
ture because  I  believe  very,  very  strongly  in  the  sanctity  of  the 
family.  But  what  we  are  doing  is,  in  fact,  enhancing  the  home- 
maker  by  giving  her  disability  protection,  if  that  is  what  she 
chooses  to  do  with  her  life,  and  we  are  also  helping  the  working 
spouse,  so  I  really  feel  if  you  called  some  of  these  individual 
groups,  have  them  take  a  look  at  our  legislation,  you  might  not 
find  the  same  reaction  as  with  the  earnings-sharing  approach  of 
HEW. 

Mr.  Pickle.  Mr.  Gradison? 

Mr.  Gradison.  Thank  you  for  your  very  clear  explanation  of  the 
changes  you  recommend.  I  notice  in  the  financing  you  suggest  the 
use  of  general  revenues. 

Ms.  Oakar.  I  think,  though,  that  should  be  looked  into. 

Mr.  Gradison.  In  that  connection  I  would  like  to  ask  this  ques- 
tion: To  the  extent  general  revenues  are  used,  would  you  support 
doing  it  through  a  specific  surcharge  which  would  appear  on  the 
income  tax  return  and  would  be  earmarked  for  this  purpose,  since 
we  don't  have  any  uncommitted  general  revenues? 

Ms.  Oakar.  I  would  support  taking  medicare  out  of  the  social 
security  system  and  dealing  with  it  as  part  of  general  revenues. 
How  you  finance  it  is  another  question.  I  really  haven't  made  a 
decision  on  the  surcharge.  I  know  that  certainly  has  been  talked 
about,  and  that  is  one  of  the  recommendations  of,  I  believe,  the 
President's  Commission,  but  I  really  would  have  to  study  it  a  little 
further. 

Mr.  Gradison.  Thank  you.  Thank  you  for  your  testimony. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Are  there  further  questions? 

Mr.  Rousselot.  I  want  to  compliment  my  colleague  for  being 
here.  I  know  from  the  time  we  served  together  on  Banking  and 
Currency,  Mr.  Chairman,  she  has  always  been  as  thoughtful  and  as 
careful  and  detailed  as  her  testimony  indicates  today. 

I  thank  her  for  taking  the  time  to  be  here.  We  agree  with  you, 
all  the  members  of  this  committee,  that  the  time  has  come  for  a 
very,  very  comprehensive  review  of  social  security — the  whole 
system. 

Our  chairman  is  committed  to  that  and  has  agreed  we  should 
move  as  rapidly  as  possible,  so  we  do  not  force  an  exaggeration  of 
the  built-in  problems  that  are  already  there.  Your  willingness  to  be 
here  and  give  concrete  suggestions  are  appreciated,  and  also  your, 
realization  that  we  need  a  comprehensive  review.  I  think  it  is 
important  to  have  your  coment  on  that. 

I  think,  too,  we  appreciate  your  comments  that  we  should  take 
out  of  the  system,  the  social  security  system,  those  things  that 
perhaps  do  not  belong  there  and  were  never  intended  to  be  part  of 
it. 

You  mentioned  taking  the  health  care  fund  out.  Would  you  be 
willing  to  have  us  establish  some  kind  of  a  surcharge  to  fund  it 
rather  than  just  taking  it  out  of  general  revenues  because,  as 
indicated  by  my  colleagues,  we  don't  have  any  revenue  to  share.  As 
you  know,  we  are  broke  in  the  general  fund. 
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Ms.  Oakar.  You  know,  John,  if  medicare  really  dealt  comprehen- 
sively with  the  needs  of  older  Americans,  I  think  most  Americans 
would  want  to  look  forward  to  it.  But  right  now,  you  know,  it  only 
covers  25  percent  of  their  needs.  Most  of  the  preventive-type  care, 
like  eye  care  and  hearing,  is  not  covered.  If  we  had  real  home 
health  care,  and  so  on,  we  could  say  at  least  older  people  would 
have  some  kind  of  comprehensive  health  insurance.  I  think  most 
Americans  want  that  for  their  loved  ones. 

I  think  that  gets  young  people  to  look  more  ahead  at  their  future 
and  their  older  age,  so  they  can  live  out  a  full  life. 

Mr.  Rousselot.  I  agree  we  ought  to  separate  it  out.  How  do  we 
fund  it? 

Ms.  Oakar.  I  would  like  to  take  another  look  at  that. 
Mr.  Rousselot.  Would  you  be  willing  to  respond  with  a  specific 
answer? 

Ms.  Oakar.  I  would  be  happy  to. 

Mr.  Rousselot.  We  want  to  think  about  those  wonderful  bene- 
fits. I  realize  they  are  minimal  benefits.  We  want  to  know  how  to 
put  it  on  a  sound  footing  so  we  are  not  misleading  people  to  believe 
forever  that  these  benefits  are  going  to  be  there,  because  right  now 
if  we  don't  change  it,  they  are  not  going  to  be  there. 

Ms.  Oakar.  If  the  health  plan  was  comprehensive,  I  think  people 
would  pay  a  little  more  for  it.  They  do  pay  something  toward  their 
hospital  benefits. 

Mr.  Rousselot.  You  are  right.  It  doesn't  cover  the  costs. 

Ms.  Oakar.  It  really  doesn't  cover  everything,  and  I  believe  if  we 
could  improve  the  medicare  system  to  do  away  with  the  problems, 
we  could  save  money.  We  could  take  some  of  our  older  people  off 
SSI.  You  are  really  talking  about  most  of  the  people  who  are  on 
SSI.  Many  of  them  happen  to  be  elderly,  and  it  is  only  because 
they  don't  have  enough  income  to  live  on.  They  can't  take  care  of 
their  catastrophic  illnesses  when  they  become  older,  and  so  on. 

Mr.  Rousselot.  If  you  could  come  back  to  us  with  something  that 
if  we  did  separate  out  the  medicare  program,  the  health  portions  of 
the  program  from  the  general  social  security  program,  we  would 
appreciate  that  comment. 

I  am  very  much  impressed  with  your  statement,  as  I  read 
through  it,  your  normal  concern  about  equity,  and  that  many  of 
your  bills  that  you  have  introduced  address  that  issue. 

I  know  in  some  cases  you  have  mentioned  a  moderate  increase  in 
costs,  et  cetera.  Have  you  costed  out  all  your  bills  to  determine  if 
we  put  these  in  place,  today,  what  the  add-on  cost  for  all  five  bills 
is? 

Ms.  Oakar.  Of  course,  as  you  know,  it  depends  on  what  actuary 
you  deal  with. 

Mr.  Rousselot.  That  is  why  I  am  asking  you  because  I  know  you 
have  gone  through  it  very  carefully. 

Ms.  Oakar.  For  H.R.  1513,  depending  on  the  validity  of  sources 
we  have  been  able  to  deal  with,  anywhere  from  0.25  to  0.5. 

Mr.  Rousselot.  $0.25  billion? 

Ms.  Oakar.  Percentage. 

Mr.  Rousselot.  Per  year? 

Ms.  Oakar.  Yes. 
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H.R.  1514,  about  0.1,  although  it  is  hard  to  say  what  that  would 
relate  to  because  you  are  just  talking  about  inheriting  the  earnings 
credit  of  the  spouse,  if  that  would  be  beneficial.  But  about  0.1  in 
credit-splitting  and  divorce  is  about  0.2  percent. 

Mr.  Rousselot.  H.R.  1515? 

Ms.  Oakar.  H.R.  1516  

Mr.  Rousselot.  Transition  benefits. 

Ms.  Oakar.  That  is  right.  You  know,  that  is  just  a  3-month 
benefit.  When  you  become  a  widow  and  you  are  a  homemaker,  you 
don't  fall  into  any  plan  because,  let's  say  you  are  between  50  and 
60,  or  50  to  59.  We  are  saying  if  your  spouse  has  been  in  the  system 
for  a  certain  number  of  years,  give  these  people  the  opportunity  to 
be  trained,  to  get  a  job.  That  is  0.01  percent. 

For  H.R.  1517, 1  don't  have  figures  on  that. 

Mr.  Rousselot.  Could  you  get  us  your  best  estimate  of  what  the 
costs  would  be?  As  you  know,  our  computer  for  social  security  is 
not  up  to  date;  it  is  out  of  whack.  So  we  can't  count  on  it  to  give  us 
all  the  figures  we  need.  We  need  your  estimates  as  to  what  your 
best  guess  is  as  to  what  the  cost  of  these  would  be  if  they  are  added 
in. 

I  notice  in  your  discussion  of  one  of  these  bills,  you  mention — I 
want  to  be  sure  I  get  the  right  one — I  will  come  back  to  that  later. 
The  basic  question  I  had  was  this:  You  mention  that  certain  bene- 
fits are  not  available  to  a  widow  if  they  are  cut  off  in  the  10-year 
period.  Of  course,  you  realize  the  sacredness  of  the  10-year  period. 
That  is  the  basic  requirement  needed  to  fill,  to  be  in  a  social 
security-covered  occupation,  the  40  quarters,  to  be  eligible  for  all 
benefits. 

I  assume  if  you  didn't  want  that  cut-off  to  go  into  effect,  you  are 
saying  it  would  be  proportionate,  because  we  require  regular  work- 
ers, either  men  or  women,  to  be  in  the  system  for  40  quarters  to  be 
eligible  for  benefits. 

Ms.  Oakar.  I  don't  know  where  I  said  that,  but  what  I  was 
referring  to,  with  respect  to  the  10  years,  was  the  divorcee.  We  are 
just  saying  if  a  person  is  married  to  another  individual,  and  mar- 
riage is  an  economic  partnership  for  that  period  of  time,  why  is  the 
10  years  so  magical? 

I  realize  it  was  reduced  from  20  years,  which  was  a  big  step  in 
the  right  direction. 

Mr.  Rousselot.  You  wouldn't  want  the  benefits  for  a  divorced 
individual  to  be  any  different  from  those  for  a  regular  worker? 
They  don't  get  full  benefits  until  they  have  been  in  the  system  for 
the  appropriate  time. 

Ms.  Oakar.  Certainly  not.  What  we  are  saying  here  is,  in  order 
to  qualify  for  a  benefit  through  her  ex-husband,  she  has  to  have 
been  married  to  the  individual  for  10  or  more  years.  Take  the; 
person  who  might  have  three  children,  and  there  is  a  termination! 
of  the  marriage.  Does  that  mean  she  can  have  nothing  to  look! 
forward  to?  Let  us  say  the  fellow  passed  away  and  she  has  three! 
little  kids.  Maybe  she  was  a  homemaker  for  that  whole  time.  Does! 
that  mean  she  is  not  entitled  to  anything? 

Mr.  Rousselot.  The  children  would  be  eligible,  I  think,  for  survi-j 
vor  benefits.  However,  I  understand  your  point.  That  is  the  reason  j 
the  10  years  got  in  there. 
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Mr.  Chairman,  thank  you  for  your  patience. 

Mr.  Pickle.  I  will  ask  Congressman  William  Goodling  to  come 
forward. 

Representative  Goodling  is  the  heir  and  the  bearer  of  a  great 
name.  He  is  equal  to  the  challenge.  Many  of  us  remember  Con- 
gressman George  Goodling,  his  father,  as  much,  if  not  more,  than 
we  remember  Mr.  William  Goodling.  Perhaps  for  a  different 
reason.  He  was  a  great  public  servant,  and  so  is  Congressman 
William  Goodling. 

We  are  delighted  to  have  you  with  us  today.  You  may  proceed. 

STATEMENT  OF  HON.  WILLIAM  F.  GOODLING,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  PENNSYLVANIA 

Mr.  Goodling.  Thank  you  very  much,  Mr.  Chairman,  for  the 
kind  words.  I  think  the  same  about  my  father.  There  are  many 
people  down  here  who  say  they  are  going  to  have  him  run  against 
me  when  I  don't  vote  the  way  they  think  I  should. 

I  am  very  happy  to  very  briefly  testify  today.  I  guess  for  the 
benefit  of  your  new  people,  Mr.  Bailey,  I  should  start  out  by  saying, 
if  we  put  the  MX  missile  on  Amtrak,  we  can  save  all  that  money 
and  put  that  into  social  security.  That  is  one  of  his  favorite  subjects 
before  he  came  to  Ways  and  Means. 

According  to  whoever  you  listen  to,  they  tell  us  that  the  Old  Age 
and  Survivors  Insurance  Trust  Fund  is  in  bad  shape.  In  order  to  do 
something  about  that,  I  think  we  have  to  think  seriously  about  the 
original  purpose  of  the  social  security  system,  and  what  we  have 
done  to  the  system. 

We  never  really  gave  much  thought  to  how  actuarily  sound  it 
was  going  to  be  after  we  did  the  kind  of  things  we  did  to  it.  The 
whole  idea  has  changed  considerably.  I  guess  about  the  time  I  was 
getting  some  facts  and  figures  together  to  try  to  help  out  this 
situation,  the  administration  was  also  coming  up  with  a  plan  simi- 
lar to  mine  except  I  think  mine  is  much  more  equitable.  Basically, 
all  I  am  saying  is  we  now  have  many  programs  for  people  who 
need  aid  to  go  to  college.  This  is  something  we  didn't  have  perhaps 
back  in  1965,  when  we  added  these  students  to  the  social  security 
system.  In  fact,  some  of  these  students,  I  think,  are  collecting  two 
and  three  different  things,  all  from  the  Federal  Treasury. 

My  bill  would  simply  start  reducing  the  amount  of  time  they 
could  go  to  college  on  social  security  benefits.  In  1982,  18-year  olds 
would  only  have  3  years  left,  and  if  they  started  to  school  in  1983, 
they  would  have  2  years,  and  so  on,  until  by  the  time  we  got  to 
1985,  it  would  no  longer  be  a  part  of  the  social  security  system. 

I  think  that  would  be  a  just  way  to  slowly  eliminate  a  program 
that,  as  I  said,  is  basically  covered  now  in  many  other  ways. 

It  is  always  interesting  when  people  come  in  to  my  office,  retired 
people,  particularly,  because  the  first  thing  they  will  say  is,  "I  have 
paid  in  all  these  years  and  where  did  my  money  go?" 

I  keep  the  charts  right  by  and  ask,  "When  did  you  start  paying, 
and  when  did  you  retire?"  And  they  tell  me.  I  say,  "Look,  if  you 
paid  the  maximum,  you  drew  it  all  out  in  1  year  or  2  years,  or  3 
years,"  and  they  are  shocked,  but  when  you  make  them  figure  it 
out,  they  say,  "Yes,  you  are  telling  the  truth." 
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We  have  done  things  foolishly.  We  wanted  to  do  the  right  thing 
for  people,  but  we  didn't  plan  on  how  we  were  going  to  finance  it, 
and  now  we  have  a  problem.  I  think  this  is  one  area  we  can  attack 
and  at  the  same  time  not  jeopardize  the  possibility  of  those  young 
people  going  to  school  because  of  the  many  other  programs  that 
are  available.  That  is  basically  what  my  bill  is  all  about. 

I  would  like  to  make  two  other  quick  comments.  I  have  not 
introduced  legislation,  but  I  would  hope  that  you  would  really 
consider  this  business  of  parents  or  older  folks  who  have  had 
strokes,  heart  attacks,  and  so  on,  who  have  gone  to  a  hospital;  they 
would  love  to  come  home;  their  children  would  love  to  have  them 
home,  but  they  have  to  both  work  just  to  pay  their  social  security 
tax.  They  cannot  bring  them  home.  They  have  to  send  them  to  a 
nursing  home  because  I  guess  that  is  the  way  the  medicare  system 
works. 

I  would  hope  we  could  do  something  about  that,  because  I  think 
we  are  wrong  trying  to  help  all  of  these  nursing  homes  grow  and 
develop  when  we  really  should  be  trying  to  keep  these  people  out 
of  institutions  as  long  as  we  possibly  can.  I  visit  them  regularly, 
and  it  is  a  terrible  experience.  I  don't  think  the  Government  should 
be  in  the  business  of  promoting  that  kind  of  movement  to  a  nurs-  j 
ing  home. 

The  other  comment  I  might  want  to  make,  is  I  think  there  has  to 
be  some  way  to  make  sure  those  who  do  not  pay  into  the  system 
but  can  moonlight  enough  to  somehow  get  covered  or  retire  early 
enough  to  somehow  get  covered,  I  think  there  must  be  some  way  to 
have  them  pay  a  pretty  penny  into  the  system  before  they  can 
participate  in  the  system. 

I  am  not  quite  sure  how  you  would  do  that.  I  just  believe  there 
are  a  lot  of  people  participating  in  the  system.  I  am  not  saying  they 
should  be  brought  into  the  system  because  that  may  just  bring 
more  mouths  to  the  trough  by  their  getting  into  the  system  and  not 
having  to  pay  the  same  kind  of  money  as  someone  who  has  to  work  I 
30  years  pays  into  that.  If  they  had  to  pay  some  lump  sum  in  order 
to  get  into  the  system,  it  may  help  to  stabilize  the  problem  that  we 
now  have. 

Those  are  my  only  comments. 

[The  prepared  statement  follows:] 

Statement  of  Hon.  William  F.  Goodling,  a  Representative  in  Congress 
From  the  State  of  Pennsylvania 

According  to  projections  made  by  the  Congressional  Budget  Office,  the  Old  Age 
and  Survivors  Insurance  (OASI)  trust  fund,  the  largest  of  the  three  funds  that 
finance  the  Social  Security  system,  will  encounter  financial  difficulties  during  the 
first  part  of  fiscal  year  1982.  Similar  projections  have  been  made  by  the  Social 
Security  Administration's  actuaries. 

As  of  December  1980,  Social  Security  student  benefit  programs  alone,  were  aiding 
734,00  students  at  and  annual  cost  of  $1.9  billion.  More  specifically,  an  average  of 
$227.91  was  being  paid  to  each  student  on  a  monthly  basis.  Projections  put  expendi- 
tures for  the  next  five  years  at  roughly  $10  billion,  while  it  is  estimated  that  by  the 
end  of  fiscal  year  1982,  the  OASI  fund  will  have  just  over  $7  billion  in  reserve. 

In  light  of  this  current  grave  financial  situation,  it  is  imperative  that  Congress 
take  measures  which  would  alleviate  the  problems  facing  the  Social  Security  trust 
fund.  My  bill,  H.R.  1812,  would  eliminate  the  student  benefit  program,  of  1965,  from 
the  Social  Security  Act.  This  legislation  would  phase  out  student  benefits  over  a 
four  year  period  concluding  in  1985.  It  will  result  in  a  $1.9  billion  savings  while  no1 
affecting  anyone  currently  using  these  benefits  and  not  in  any  way  reducing  bene 
fits  previously  available  to  handicapped  students. 
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Beginning  January  1,  1982  students  (18  to  21  years  of  age)  who  join  the  program 
could  only  do  so  until  its  elimination  in  1985.  For  example,  students  turning  18  in 
1982  could  receive  benefits  for  three  years,  those  turning  18  in  1983  could  receive 
benefits  for  two  years,  and  so  on  until  the  termination  of  the  benefits  program  in 
1985.  Currently  students  18  to  21  years  old  are  eligible  for  payments  based  on  their 
deceased  of  disabled  parents  past  contribution  to  Social  Security,  not  on  family 
income  or  need. 

H.R.  1812  does  not  effect  the  elderly  or  the  disabled,  who  are  the  original  benefi- 
ciaries of  Social  Security.  When  student  benefits  were  added  to  Social  Security  there 
was  a  surplus  in  the  trust  fund;  furthermore,  there  were  few  federal  assistance 
programs  available  through  HEW's  Office  of  Education.  In  recent  years,  however, 
six  basic  student  assistance  programs  have  developed  to  aid  students  according  to 
family  need  and  income.  Social  Security  students  benefits,  on  the  other  hand,  are 
not  adjusted  to  the  student's  need  but  rather  to  the  parent's  past  contribution. 

It  should  be  evident  that  action  is  urgently  needed  to  stem  the  continued  escala- 
tion in  expenditures  where  need  can  not  be  demonstrated.  It  is  important  that  we 
act  in  a  manner  which  is  at  once  decisive  and  effective.  My  proposal  will  provide  the 
appropriate  vehicle  for  such  action,  by  providing  the  most  painless  solution  to  the 
financial  woes  of  the  Social  Security  trust  fund.  I  urge  you  to  join  me  in  support  of 
this  most  important  piece  of  legislation. 

Mr.  Pickle.  We  thank  you  for  your  testimony  and  for  your 
additional  views. 

Earlier  this  morning,  the  Honorable  Wilbur  Cohen,  who  was  at 
one  time  Secretary  of  HEW,  appeared  before  us,  and  I  asked  him 
for  comments  on  eliminating  the  students  benefit.  I  asked  if  he  was 
in  favor  of  some  kind  of  phasing  out.  He  said  it  could  be  done,  but 
if  it  was  done,  it  would  have  to  be  on  an  18-year  basis.  There  is  a 
slight  difference  between  his  18  years  and  your  4  years. 

The  committee  is  looking  at  the  student  benefit  program.  You 
can  see  the  range. 

What  do  you  call  a  phaseout? 

It  ought  to  be  understood  if  you  did  take  a  phaseout  program,  we 
are  not  going  to  save  $2  billion  immediately.  The  saving  will  have 
to  be  a  phased-in  savings,  also. 

Mr.  Goodling.  I  agree  with  that,  Mr.  Chairman. 

Mr.  Pickle.  With  respect  to  your  recommendation  about  the 
nursing  home  problems,  that  is  something  over  which  this  commit- 
tee has  no  jurisdiction. 

We  do  thank  you  very  much. 

Mr.  Goodling.  Are  you  saying,  Mr.  Chairman,  medicare  would 
not  come  under  this? 

Mr.  Pickle.  We  have  title  II  and  do  not  have  jurisdiction  on 
medicare.  We  have  no  jurisdiction  over  nursing  homes. 

Mr.  Gradison? 

Mr.  Gradison.  Mr.  Chairman,  I  want  to  join  in  thanking  Mr. 
Goodling  for  his  testimony.  I  think  it  carries  particular  weight, 
because  of  his  career  in  education  before  he  came  here.  He  is 
talking  about  something  with  which  he  has  worked  for  a  lifetime.  I 
think  the  transition  you  are  suggesting  is  a  reasonable  one  that 
deserves  our  consideration.  To  the  best  of  my  understanding,  that 
particular  kind  of  a  transition  has  not  been  proposed  to  us  before.  I 
want  to  thank  you  for  coming  and  waiting  and  presenting  this 
proposal  to  us. 

Thank  you,  Mr.  Chairman. 

Mr.  Goodling.  I  think  you  all  have  copies. 

Mr.  Pickle.  Mr.  Bailey,  do  you  have  questions? 

Mr.  Bailey.  No  questions. 

Mr.  Pickle.  We  appreciate  your  testimony. 
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Mr.  Rousselot? 

Mr.  Rosselot.  Thank  you  for  taking  the  time  to  be  here.  We  are 
grateful  for  your  concrete  suggestions.  I  don't  know  whether  we 
can  pass  H.R.  1812,  but  we  will  look  at  it. 

Mr.  Goodling.  My  whole  effort  is  to  make  sure  we  look  at  the 
entire  duplication  of  effort. 

Mr.  Rousselot.  Which  we  have  not  done  very  carefully. 

Thank  you. 

Mr.  Pickle.  The  Chair  would  point  out  that  we  have  scheduled 
the  appearance  of  a  panel  consisting  of  Mr.  John  Cosgrove,  John 
Leyden,  Mr.  Nave,  Mr.  Miller,  and  Mr.  Warden. 

The  Chair  would  suggest  we  adjourn  now  for  lunch. 

I  would  suggest  we  return  at  1:30. 

The  committee  will  meet  again  this  afternoon  at  1:30.  We  will 
try  to  proceed  as  quickly  as  we  can. 

[Whereupon,  at  12:15  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  1:30  p.m.] 

Afternoon  Session 

Mr.  Pickle.  The  subcommittee  will  come  to  order. 
Mr.  Cosgrove,  you  may  proceed. 

STATEMENT  OF  JOHN  E.  COSGROVE,  CHAIRMAN,  FUND  FOR 
ASSURING  AN  INDEPENDENT  RETIREMENT  (FAIR) 

Mr.  Cosgrove.  The  Fund  for  Assuring  an  Independent  Retire- 
ment— FAIR— is  a  coalition  of  25  national  government  employee 
and  retiree  organizations,  representing  several  million  persons  who 
are  public  employees  or  public  employee  annuitants.  Accordingly, 
we  are  pleased  to  have  this  opportunity  to  provide  our  views  in  this 
very  important  hearing.  For  the  record,  my  name  is  John  E.  Cos- 
grove, chairman  of  the  board  of  directors  of  FAIR.  Some  of  our 
member  organizations  will  testify  separately,  but  I  have  been  asked 
to  express  our  general  policy. 

We  share  the  concern  of  this  committee,  and  I  am  sure  of  most 
Americans,  that  the  financial  structure  of  the  Social  Security  Act, 
and  specifically  the  OASDI  provisions,  be  fully  adequate.  We  are, 
therefore,  delighted  that  these  hearings  are  proceeding  in  a  timely, 
and  we  feel  sure,  judicious  manner. 

The  problems  of  a  population  which  is,  at  least  for  now,  increas- 
ing its  average  age  and  earning  period  and  increasing  its  reliance 
on  the  old  age  and  survivors  benefits  under  the  Social  Security  Act, 
combined  with  inflation,  which  remains  uncontrolled,  present  the 
problem.  It  is  exacerbated  by  adding  on  categories  of  benefits  to  be 
claimed  against  the  trust  fund,  no  matter  how  worthy  such  addi- 
tions may  be.  As  you  well  know,  the  problem  is  easier  to  define 
than  the  solution. 

As  a  general  matter,  the  organizations  comprising  FAIR  would,  I 
believe,  favor  broadening  the  revenue  pool,  that  is,  from  the  gener- 
al revenues,  even  as  we  broaden  responsibilities  the  system  is 
designed  to  meet. 

This  approach  seems  to  us  not  only  logical  but  more  equitable  in 
that,  generally,  general  revenues  of  the  United  States  are  raised  by 
a  more  progressive  and  just  formula  grounded  on  the  ability  to  pay 
to  a  far  greater  extent  than  is  the  case  with  the  FICA  tax.  We 
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believe  this  conclusion  will  inevitably  be  reached  by  Congress  and 
that  the  longer  it  is  delayed,  the  greater  will  be  the  problem  to  be 
met. 

As  public  employees  and  annuitants,  the  members  of  the  affili- 
ates of  FAIR  formed  our  coalition  in  1979  because  of  special  prob- 
lems presented  to  us  growing  largely  out  of  the  financial  difficul- 
ties of  the  social  security  system.  Specifically,  the  1977  amend- 
ments to  the  Social  Security  Act,  you  will  recall,  proposed  the 
mandatory  coverage  of  all  public  employees  under  the  Social  Secu- 
rity Act. 

Congress  rejected  that  proposal  and  in  lieu  of  it  provided  for  a  2- 
year  study  of  universal  coverage.  That  report,  issued  in  March  of 
1980,  argued,  in  effect,  for  such  compulsory  coverage.  Other  groups, 
including  the  President's  Commission  on  Pension  Policy,  whose 
recommendations  are  only  now  being  released,  take  a  similar  posi- 
tion. Each  of  our  affiliated  organizations,  and  accordingly  FAIR 
collectively,  is  unequivocally  opposed  to  this  coverage.  We  feel  we 
should  explain  to  this  committee  the  reasons  for  our  position. 

Bringing  another  6.5  million  beneficiaries  under  coverage  would 
compound  the  existing  problems  and  would  ultimately  cost  the 
taxpayers  more,  according  to  an  actuarial  analysis  by  Edward  H. 
Friend  &  Co.,  which  we  commissioned.  As  the  Assistant  Commis- 
sioner of  Social  Security  has  testified  to  Congress,  bringing  Federal 
civilian  employees  under  coverage  would  not  solve  the  system's 
financial  problems  and  would  not  have  eliminated  the  need  for  the 
scheduled  increase,  some  of  which  went  into  effect  this  past  Janu- 
ary. 

Today's  contributor  becomes  tomorrow's  liability,  and  the  taxpay- 
ers would  bear  the  burden.  Public  employees  who  are  exempt  from 
social  security  coverage  pay  more  taxes  than  persons  with  corre- 
sponding incomes  who  are  covered  by  Social  Security. 

While  working,  both  pay  income  taxes,  including  the  dollars  paid 
to  social  security  or  the  Federal  retirement  system.  However,  after 
requirement,  ex-public  employees  from  every  level  of  government 
continue  to  pay  taxes,  to  every  level  of  government,  on  their  annu- 
ities, while  social  security  benefits  are  tax  free.  Our  actuary  has 
found  that  retired  public  employees  pay  approximately  10  percent 
of  their  annuities  in  Federal  income  taxes — for  Federal  retirees 
alone  in  1979  this  would  have  been  about  $1.26  billion  in  Federal 
income  taxes. 

The  civil  service  retirement  fund  has  total  assets  of  over  $64 
billion  with  employees  paying  7  percent  of  their  entire  salary  and 
the  Government  matching  it,  both  earning  interest.  In  1979,  $20.5 
billion  was  received  by  that  fund  with  disbursements  of  $12.6  bil- 
lion— following  a  pattern  of  receipts  exceeding  disbursements  each 
of  the  60  years  of  that  fund's  existence.  The  independent  Board  of 
Actuaries  of  the  CSRS  projects  this  pattern  for  at  least  the  next 
century. 

The  coverage  of  State  and  local  public  employees,  on  a  manda- 
tory basis,  raises  not  only  equity  questions  but  severe  constitution- 
al questions.  We  similarly  oppose  this. 

We  would  also  urge  that  this  committee  recommend  no  legisla- 
tion which  would  decrease  the  present  cost-of-living  adjustment — 
COLA — arrangements,  percentage  or  frequency,  for  either  public 
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employee  retirement  systems  of  the  social  security  system.  These 
adjustments  lag  behind,  and  seek  partially  to  compensate  for,  infla- 
tion. They  are  no  more  inflation  s  cause  than  is  the  caboose  the 
propelling  force  for  a  train.  Neither  is  the  locomotion  the  cost  of 
paying  the  legal  and/or  moral  commitments  of  Government  to  its 
employees  and  annuitants.  There  are  many  causes  for  inflation, 
but  paying  Government's  just  commitments  is  not  among  them. 

We  take  the  liberty  of  attaching  additional  documentation,  in- 
cluding the  list  of  the  organizations  and  board  members  of  FAIR, 
which  we  hope  may  be  made  a  part  of  the  record. 

Thank  you. 

Mr.  Pickle.  We  are  glad  to  have  the  material  you  have  attached, 
and  we  will  certainly  make  it  available  to  the  committee  and  will 
include  in  the  record  sufficient  material  as  we  think  would  be 
appropriate  to  your  testimony. 

[The  attachments  to  Mr.  Cosgrove's  statement  follow:] 

FAIR  Member  Organizations 

Mr.  Moe  Biller,  President,  American  Mr.  James  J.  LaPenta,  Jr.,  Director, 
Postal  Workers  Union  Federal  Public  Service  Division, 

Mr.  George  Auman,  President,  Federal         Laborers'  International  Union  of  North 
Professional  Association  America 

Mr.  Robert  M.  Beers,  Executive  Director,  Mr.  Charles  McDougall,  Epsilon  Sigma 
American  Foreign  Service  Association  Phi 

Mr.  Eugene  Boerner,  Executive  Vice-  Mr.  Roy  Mercer,  Secretary-Treasurer, 
President,  Graphic  Arts  International       Military  Sea  Transport  Union, 
Union  Seafarers  International  Union 

Mr.  Rodney  A.  Bower,  President,  Mr.  Frank  L.  Miklozek,  Executive 
International  Federation  of  Director,  National  Association  of 

Professional  and  Technical  Engineers        Postmasters  of  the  United  States 

Mr.  Vincent  L.  Connery,  President,  Mr.  Michael  C.  Nave,  President,  National 
National  Treasury  Employees  Union         Association  of  Retired  Federal 

Mr.  Eugene  B.  Dalton,  President,  Employees 

National  League  of  Postmasters  Mr.  Robert  E.  Poli,  President, 

Mr.  Sol  Fishko,  President,  International       Professional  Air  Traffic  Controllers 
Printing  and  Graphic  Communications      Organization,  MEBA 

Union  Ms.  Lynne  Revo-Cohen,  Congressional 

Mr.  Joseph  D.  Gleason,  Executive  Vice-        Liaison,  Federally  Employed  Women, 
President,  American  Federation  of  National  Press  Building 

Government  Employees  Mr.  Harold  A.  Schaitberger,  Legislative 

Mr.  David  Gusky,  Legislative  Director,         Director,  International  Association  of 
National  Federation  of  Federal  Fire  Fighters 

Employees  Mr.  Vincent  R.  Sombrotto,  President, 

Mr.  Edward  L.  Huie,  Congressional  National  Association  of  Letter  Carriers 

Liaison,  National  Association  of  Air  Mr.  John  J.  Sweeney,  President,  Service 
Traffic  Specialists  Employees  International  Union 

Mr.  Walter  W.  John,  Executive  Director,  Mr.  Maurice  J.  Twomey,  Executive  Vice- 
Organization  of  Professional  Employees     President,  National  Association  of 
of  the  U.S.  Department  of  Agriculture       Postal  Supervisors 

Mr.  Dean  King,  President,  National 
Association  of  Rural  Letter  Carriers 

Mr.  Al  Lake,  Assistant  to  the  President, 
International  Union  of  Operating 
Engineers 

Who's  Escaping  What  Burden? 

Advocates  of  universal  Social  Security  coverage  maintain  that  it  is  unfair  for 
public  employees,  including  those  who  administer  Social  Security,  to  escape  the 
burden  of  the  costs  of  Social  Security. 

Research  conducted  by  FAIR,  a  coalition  of  organizations  comprising  the  Fund  for 
Assuring  an  Independent  Retirement,  proves  the  viewpoint  to  be  unfounded. 

1.  While  FAIR  fully  recognizes  that  Social  Security  is  an  essential  element  of  our 
society,  and  that  it  should  be  continued,  the  system  contains  some  problems  and 
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costs  that  should  be  addressed.  Bringing  another  6.5  million  beneficiaries  under  its 
coverage  would  compound  the  problems  that  exist  now,  and  would  ultimately  cost 
the  taxpayers  more.  There  is  the  ever-present  danger  that  the  public  may  be  lulled 
into  a  false  sense  of  security  by  believing  that  an  expedient  action  may  be  helpful, 
when  in  fact  it  could  prove  harmful. 

What  is  needed  is  reform  of  the  Social  Security  program,  not  more  members. 

Social  Security  began  as  a  program  to  provide  a  floor  of  protection  which  must  be 
supplemented  by  a  retirement  plan,  investments,  or  the  personal  savings,  if  any,  of 
persons  reaching  retirement  age.  The  plan  has  been  expanded,  however,  to  embrace 
many  benefits  of  a  social  nature  that  have  no  bearing  on  retirement,  and  the  money 
to  pay  for  these  supplements  has  not  been  provided. 

Inasmuch  as  the  Social  Security  benefit  formula  is  tilted  to  meet  social  objectives, 
the  person  who  has  contributed  most  gets  the  least  relative  benefits,  and  the  person 
who  has  contributed  least  gets  the  relatively  largest  benefit.  This  may  be  good  social 
policy,  but  it  may  be  unsound  retirement  policy.  Government  employee  retirement 
systems  and  Social  Security  are  exactly  opposite  in  this  respect,  for  the  public 
employee's  annuity  is  keyed  exactly  to  length  of  service  and  earnings. 

2.  Federal  employees  were  excluded  from  Social  Security  at  the  outset  because 
they  were  already  covered  by  a  good  retirement  plan.  Other  public  employees  were 
jexcluded  for  various  legal  and  constitutional  reasons.  To  place  them  under  Social 
Security  now  would  necessitate  reducing  future  retirement  benefit  levels  (without 
any  corresponding  gain  from  Social  Security),  or  paying  more  to  bring  their  Social 
Security  benefits  up  to  the  level  of  their  present  retirement  benefits. 

The  Assistant  Commissioner  of  Social  Security  has  testified  to  Congress  that 
bringing  Federal  civilian  employees  under  the  coverage  of  Social  Security  would  not 
solve  Social  Security's  financial  problems,  and  would  not  make  it  possible  to  defer 
the  scheduled  increases  in  the  Social  Security  tax. 

FAIR  research  indicates  that  in  the  end,  merger  would  cost  the  taxpayers  more, 
not  less.  Today's  contributor  becomes  tomorrow's  liability  to  Social  Security.  And  if 
government  were  to  provide  supplementary  retirement,  as  is  the  case  with  "compa- 
ny" plans,  taxpayers  would  have  to  absorb  the  cost  of  the  additional  plan. 

3.  Public  employees  who  are  exempted  from  Social  Security  coverage  actually  pay 
more  taxes  than  persons  with  corresponding  incomes  who  are  covered  by  Social 
Security.  While  working,  both  are  taxed  on  their  income,  including  the  dollars  paid 
either  to  Social  Security  or  their  retirement  plan.  But  after  retirement,  ex-public 
employees  from  every  level  of  government  continue  to  pay  taxes — to  every  level  of 
government — on  their  annuities.  Social  Security  benefits  are  tax-free. 

The  independent  actuarial  firm  of  Edward  H.  Friend  and  Company,  engaged  by 
FAIR,  has  determined  that  retired  public  workers  pay  approximately  ten  percent  of 
their  annuities  in  Federal  income  taxes.  Taking  Federal  retirees  alone,  this  means 
that  on  the  basis  of  disbursements  in  1979,  Federal  retirees  paid  an  estimated  $1.26 
billion  in  Federal  income  taxes. 

What  Time  Bomb? 

Scare  headlines  on  editorial  pages  across  the  country  warn  that  the  financial 
condition  of  the  Federal  Civil  Service  Retirement  Fund  creates  a  "time  bomb, 
waiting  to  explode"  on  the  tax-weary  public. 

Professional  research  by  FAIR,  a  coalition  of  organizations  formed  to  support  the 
Fund  for  Assuring  an  Independent  Retirement,  proves  that  the  assertion  is  pure 
hokum. 

FAIR  research  reveals  the  following  facts: 

1.  The  Civil  Service  Retirement  Fund  has  total  assets  of  $64,275,100,950.  This 
reserve  is  earning  interest  at  the  same  rate  that  you  would  receive  on  a  portfolio  of 
four-year  Treasury  bonds.  Employees  are  paying  seven  percent  of  their  entire  sala- 
ries into  the  fund,  the  government  is  matching  employee  contributions,  and  the 
joint  contributions  are  earning  interest. 

2.  Receipts  by  the  fund  last  year  from  all  sources  were  $20.5  billion;  disburse- 
ments, $12.6  billion.  Receipts  have  exceeded  disbursements  in  each  of  the  60  years  of 
the  fund's  existence. 

3.  The  independent  Board  of  Actuaries  of  the  Civil  Service  Retirement  System  has 
projected  that  under  the  present  financing  method,  receipts  will  exceed  disburse- 
ments for  at  least  the  next  100  years. 

With  the  truth  self-evident,  what  is  the  basis  for  the  doomsday  predictions? 

Critics  are  deeply  concerned  that  the  government  is  currently  contributing  more 
to  the  fund  than  employees  are  contributing;  and  this  disparity  will  continue  with 
inflation. 

There  are  two  primary  reasons  for  this  differential  and  federal  workers  are  not  to 
1    blame  for  either: 
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Inflation  is  costly  because  it  leads  to  active  worker  pay  raises,  which  result  in 
higher  annuities.  Also,  inflation  drives  the  cost  of  living  upward,  and  this  triggers 
badly  needed  cost-of  living  adjustments,  which  add  to  the  size  of  the  unfunded 
liability  (future  obligations). 

When  Congress  amended  the  Retirement  Act  in  1969  to  assure  the  continued 
health  of  the  retirement  fund,  it  made  the  government  responsible  for: 

Amortizing,  in  30  equal  annual  payments,  the  cost  of  any  increase  in  retirement 
benefits  resulting  from  legislation  enacted  in  or  after  1969.  The  only  increase  of  any 
significance  has  been  larger  annuities  resulting  from  inflation-driven  (catch  up)  pay 
raises. 

Paying  interest  (not  principal)  on  the  unfunded  liability,  beginning  at  10  percent 
per  year  and  reaching  100  percent  in  1979. 

As  a  result  of  inflation  and  the  requirements  of  existing  law,  the  government's 
contribution  to  the  fund  in  1979  was  $12,865  billion,  as  compared  with  the  employ- 
ees'; contribution  of  $3,446  billion. 

Before  one  registers  shock  over  these  figures,  there  are  several  facts  that  should 
be  considered: 

The  government  is  entirely  responsible  for  the  unfunded  liability  on  which  it  is 
now  paying  interest.  In  most  of  the  years  from  1920  to  1957,  the  government  failed 
to  match  employee  contributions,  with  the  result  that  employees  contributed  an 
aggregate  of  $2  billion  more  than  the  government  contributed  during  40  of  the  first 
60  years  of  the  system.  But  this  is  only  a  small  fraction  of  the  cause  of  the  unfunded 
liability. 

From  the  beginning,  the  government  has  obligated  itself  to  pay  all  retirement 
costs  not  met  by  employee  contributions,  but  it  has  failed  to  pay  enough  into  the 
fund  to  meet  costs  as  they  accrued.  Rather,  it  has  deferred  making  the  necessary 
payments  until  some  date  in  the  indefinite  future.  In  1969,  Congress  bit  the  bullet 
and  the  government  is  now  making  the  payments  which  were  deferred  for  so  many 
years. 

Federal  retirees  return  an  estimated  ten  percent  of  their  annuities  to  the  Treas- 
ury in  the  form  of  federal  income  taxes.  (Social  Security  benefits  are  tax-free.)  Based 
on  disbursements  of  $12.6  billion  last  year,  federal  annuitants  paid  an  estimated 
$1.26  billion  in  federal  income  taxes. 

Now  that  government  is  finally  paying  the  full  interest  on  the  unfunded  liability, 
government  contributions  to  the  fund  would  literally  level  off  if  inflation  were 
Drought  under  control.  Should  inflation  continue  at  its  present  pace,  however, 
government  contributions  to  the  fund  will  be  in  large  numbers  of  dollars,  but  they 
will  be  greatly  devalued  dollars. 

Government  and  the  economy  are  responsible  for  inflation.  Federal  retirees  are 
not.  Like  all  aging  persons,  they  are  its  victims. 

Windfalls  and  Double  Dippers 

One  of  the  reasons  advanced  most  often  for  bringing  public  employees  under 
Social  Security  is  that  the  Social  Security  fund  is  being  "ripped  off  by  public 
workers  who  qualify  for  dual  benfits. 

Advocates  of  universal  Social  Security  coverage  contend  that  it  is  costing  the 
Social  Security  fund  big  dollars  to  pay  benefits  to  retired  public  workers.  The 
benefits  are  called  "windfalls"  and  the  recipients  "double  dippers". 

Research  conducted  by  FAIR,  a  coalition  of  organizations  comprising  the  Fund  for 
Assuring  an  Independent  Retirement,  exposes  the  notion  for  what  it  is:  psychologi- 
cal gimmickry. 

Double  dipping  explained 

Double  dipping  has  been  defined  as  a  circumstance  in  which  an  individual  re- 
ceives "undeserved"  retirement  income  from  more  than  one  federal  retirement 
program. 

Accordingly,  the  term  is  a  misnomer  when  applied  to  government  retirees  who 
receive  both  retirement  and  Social  Security  benefits. 

First,  both  benefits  have  been  earned,  so  neither  can  be  characterized  as  "unde- 
served". 

Second,  Social  Security  is  a  national  "income  adequacy"  program  and  not  a 
federal  retirement  system,  with  all  benefits  correlated  to  a  specific  benefit  formula. 

Therefore,  the  term  "double  dipper"  is  not  only  demeaning,  it  is  a  dangerously 
misleading  explanation  of  a  very  complex  matter. 

Windfalls  explained 

The  Social  Security  benefit  formula  is  constructed  in  such  a  way  as  to  provide 
"social  adequacy".  The  person  whose  income  has  been  low  over  a  career  covered  by 
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Social  Security,  and  the  person  with  minimum  quarters  of  coverage  regardless  of 
earnings,  both  receive  a  relatively  higher  benefit  than  the  person  who  has  had  high 
earnings  over  a  long  career  of  covered  employment.  Many  of  the  public  sector 
retirees  who  qualify  for  Social  Security  benefits  do  so  on  the  basis  of  minimum  or 
near-minimum  periods  of  employment  under  Social  Security,  whether  their  earn- 
ings have  been  high,  medium  or  low. 

Facts  of  the  matter 

FAIR  research  proves  that  the  resentment  against  former  public  employees  re- 
ceiving Social  Security  benefits  is  unfounded  for  the  following  reasons: 

1.  No  public  sector  retiree  qualifies  for  a  Social  Security  benefits  without  working 
and  paying  for  it — under  the  terms  of  the  law — whether  his  contributions  to  Social 
Security  were  made  before,  during,  or  after  his  public  sector  employment. 

2.  Denial  of  a  Social  Security  benefit  that  has  been  earned  under  the  law  would 
itself  violate  the  law.  Whether  the  recipient  has  earned  a  different  retirement 
benefit,  from  government  employment  or  private  sector  employment  not  covered  by 
Social  Security,  is  immaterial.  The  fact  is  that  an  earned  benefit  is  an  earned 
benefit  which  must  be  paid. 

3.  In  at  least  two  respects,  the  receipt  of  a  so-called  "windfall"  benefit  from  Social 
Security  could  be  justified  as  a  partial  recompense  for  other  benefits  denied. 

Federal  employees  have  had  their  pay  raises  "capped"  by  three  consecutive  Ad- 
ministrations, even  though  the  law  says  their  pay  should  be  comparable  with 
salaries  paid  in  the  private  sector  for  like  work.  But  because  of  pay  "caps",  their 
aggregate  pay  has  increased  by  only  72.9  percent  in  the  decade  of  1969-79  while 
private  sector  pay  climbed  92.2  percent  and  the  cost  of  living  increased  by  103.7 
percent.  The  same  general  pattern  has  prevailed  in  state  and  local  government;  a 
new  BLS  report  shows  that  state/local  employee  pay  increased  by  only  5.8  percent 
last  year,  while  inflation  soared  by  13.3  percent.  Since  federal  pay  raises  lagged  20 
percentage  points  behind  private  sector  pay  raises,  and  since  the  same  general 
pattern  prevailed  among  state  and  local  governments,  the  end  result  is  that  annu- 
ities earned  in  a  period  of  pay  "caps"  are  smaller  than  they  would  otherwise  have 
been. 

Retired  public  workers  pay  substantial  taxes  on  their  retirement  income,  while 
Social  Security  benefits  are  tax-free.  The  independent  actuarial  firm  of  Edward  H. 
Friend  and  Company,  under  a  research  contract  with  FAIR,  has  determined  that 
federal  retirees  pay  an  estimated  10  percent  of  their  annuities  in  federal  taxes  and  6 
percent  in  state  taxes.  Data  for  state  and  local  government  workers  are  less  precise 
because  of  the  difference  in  tax  laws  pertaining  to  local  public  workers,  but  their 
tax  bite  is  still  significant. 

At  best,  the  annuity  losses  resulting  from  pay  "caps"  and  inequitable  taxation 
would  be  only  partially  offset  by  "windfalls",  even  if  all  public  retirees  were  the 
recipients  of  windfalls. 

The  issue  of  fair  criticism 

FAIR  finds  it  inconsistent  but  not  amusing  that  retired  public  employees  who 
receive  "windfall"  benefits  are  criticized,  while  others  are  not. 

It  is  an  established  fact  that  self-employed  persons  receive  a  25  percent  discount 
on  the  total  contribution  to  the  Social  Security  trust  fund.  When  viewed  against 
others  who  receive  benefits  from  the  fund,  the  self-employed  clearly  receive  benefits 
in  excess  of  the  standard  contribution  rate.  Yet  nobody  complains  that  they  are 
ripping  off  the  taxpayers. 

Similarly,  individuals  who  use  "non-earned"  income,  such  as  dividends  on  invest- 
ments and  capital  gains  from  business  transactions,  for  part  of  their  working 
lifetime  do  not  pay  a  Social  Security  tax  on  such  non-earned  income.  No  agrument 
has  been  advanced  to  suggest  that  "windfalls"  or  "unintended  subsidies"  acquired  in 
this  manner  should  be  eliminated. 

Conclusions 

FAIR  concludes  that  looking  at  windfalls  alone  is  a  very  narrow  approach.  There 
are  more  fundamental  issues  that  should  be  addressed,  and  in  light  of  evidence 
shown  in  this  paper,  retired  public  employees  are  not  waxing  fat  off  windfall 
benefits. 

But  if  one  persists  in  believing  the  taxpayer  is  being  ripped  off  by  windfalls,  he 
can  take  heart:  In  a  few  years,  the  quarters  required  to  qualify  for  old  age  benefits 
from  Social  Security  will  be  such  that  "windfalls"  will  diminish  if  not  disappear. 

However,  the  denial  of  benefits  to  public  employees,  through  active  worker  pay 
caps  and  through  inequitable  taxation,  shows  no  signs  of  going  away.  Pay  caps 
which  reduce  wages,  and  thus,  annuities,  have  a  lifetime  effect  on  the  individual's 
earnings. 
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What  Makes  You  So  Different? 

In  the  summer  of  1980,  the  Director  of  the  President's  Commission  on  Pension 
Policy  posed  a  fundamental  question  to  the  Chairman  of  FAIR,  the  Fund  for 
Assuring  an  Independent  Retirement. 

He  asked  in  effect:  What  makes  federal  employees  and/or  the  state/ local  govern- 
ment employees  not  covered  by  Social  Security  so  different  from  other  working  men 
and  women  that  they  should  continue  to  be  excluded? 

FAIR  responded  that  the  question  begs  the  real  issue,  and  that,  until  the  real 
issue  is  addressed,  thoroughly,  the  burden  of  proof  is  on  those  who  want  Social 
Security  coverage  to  be  universal — to  demonstrate  that  Social  Security  plus  a  modi- 
fied staff  retirement  plan  could  more  effectively  serve  the  needs  of  workers,  govern- 
ment, and  the  American  taxpayer  than  do  the  present  independent  retirement 
systems. 

To  date,  no  such  proof  has  been  shown. 

Therefore,  the  FAIR  Chairman  responded,  we  who  are  or  were  government  work- 
ers, exempted  from  mandatory  Social  Security,  do  not  view  ourselves  as  different 
from  our  private  sector  counterparts  except  that  we  belong  to  a  full  and  comprehen- 
sive retirement  plan  which  was  and  is  designed  to  meet  the  total  needs  of  its 
participants. 

If  the  Commission  decides  to  recommend  universal  coverage,  FAIR  continued, 
such  a  recommendation  would  only  be  defensible  if  the  Commission  could  explain 
how  such  a  change  would  best  serve  the  interests  of  all  Americans,  both  private 
citizens  and  governmental  employees. 

The  issues  defined 

Based  on  research  conducted  by  FAIR,  the  following  questions  have  been  framed 
and  answered  to  provide  a  better  understanding  of  the  real  issues  at  stake. 

Question.  What  makes  the  Federal  Civil  Service  Retirement  System,  an  independ- 
ent state/local  government  retirement  systems,  different  from  Social  Security? 

Answer.  The  federal  retirement  system,  and  most  state/local  retirement  systems, 
are  just  that — retirement  systems — as  opposed  to  being  social  insurance  plans.  For 
60  years,  the  Civil  Service  Retirement  System  has  served  as  an  effective  component 
of  federal  personnel  policy.  It  has  induced  well-qualified  people  to  make  careers  in 
federal  service  and  has  enabled  the  government  to  compete  effectively  for  the  finest 
talent  available.  It  has  been  a  useful  management  tool  by  authorizing  retirements 
which  created  opportunities  for  promotion  and  mobility  within  the  service.  It  has 
eased  reorganization  and  necessary  reductions  in  force.  It  is  financially  sound,  and 
according  to  actuarial  experts,  will  continue  to  be  sound  for  the  next  100  years 
under  the  present  financing  arrangements.  Similar  advantages  can  be  found  in 
many  state/local  public  employee  plans. 

Social  Security,  on  the  other  hand,  has  many  aims  and  purposes  which  go  beyond 
the  scope  of  a  retirement  plan.  Its  essential  characteristic  is  social  insurance  rather 
than  retirement.  Inherent  in  its  objectives  is  the  element  of  social  adequacy  as 
opposed  to  individual  equity.  Its  retirement  benefit  formula  is  intentionally  skewed 
to  favor  the  person  whose  service,  earnings,  and  coverage  have  been  lowest,  and  in 
this  sense,  it  takes  on  the  features  of  an  income  distribution  system  by  awarding  the 
highest  relative  benefit  to  the  lowest  contributor,  and  vice  versa. 

While  FAIR  believes  that  the  Social  Security  program  can  and  should  be  im- 
proved, it  is  among  the  first  to  acknowledge  that  Social  Security  fills  a  void  where 
retirement  systems  are  either  inadequate  or  nonexistent,  and  its  benefits  have  been 
a  godsend  to  millions. 

Federal  employees,  along  with  many  others,  were  exempted  from  Social  Security 
coverage  at  the  outset  because  they  did  not  need  the  system.  Their  retirement 
systems  were  adequate.  There  was  no  void  to  fill  then,  and  this  is  as  true  today  as  it 
was  in  1936. 

Question.  If  the  Civil  Service  Retirement  System  is  financially  sound,  then  why  is 
it  necessary  for  the  government  to  contribute  more  than  employees  contribute  to  its 
present  costs? 

Answer.  The  two  fundamental  reasons  are  (a)  the  government  is  finally  facing  up 
to  obligations  which  were  too  long  deferred,  and  (b)  inflation. 
Under  the  1969  amendments  to  the  Retirement  Act,  the  government  is  now: 
Amortizing  in  30  equal  annual  payments  the  cost  of  any  benefit  increase  author- 
ized by  legislation  enacted  after  October  1969  (the  only  such  benefit  increase  of  any 
consequence  is  larger  annuities  resulting  from  inflation-driven  pay  raises); 
Paying  the  cost  of  crediting  military  service  toward  civil  service  retirement;  and 
Paying  interest  on  the  existing  unfunded  liability,  caused  entirely  by  the  govern- 
ment's failure  year  after  year  to  pay  into  the  fund  the  amount  that  would  have 
been  sufficient  to  cover  accuring  costs. 
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As  indicated,  the  other  basic  reason  is  inflation,  which  drives  annuity  adjustments 
which  add  to  the  unfunded  liability  on  which  the  government  pays  interest. 

Federal  workers  are  not  responsible  for  the  government's  failure  to  meet  its 
obligations  in  the  past,  and  they  are  not  responsible  for  inflation. 

Questions.  Is  it  fair  for  federal  workers  and  other  public  employees  not  covered  by 
Social  Security  to  escape  the  costs  of  the  redistributive  aspects  of  Social  Security? 

Answer.  Those  who  feel  this  way  obviously  consider  that  the  redistributive  aspect 
of  Social  Security  imposes  a  tax  designed  to  meet  a  social  need.  When  the  matter  is 
viewed  in  this  light,  public  employees  cannot  fairly  be  accused  of  "escaping"  for  the 
following  reasons: 

Federal  employees  have  always  paid  more  for  retirement  coverage  (now  seven 
percent  of  entire  salary)  than  have  workers  covered  by  Social  Security. 

Their  own  retirement  plan  is  subject  to  a  strong  redistributive  feature— not 
imposed  by  the  Retirement  Act  but  by  the  tax  laws.  The  person  who  receives  the 
highest  annuity  pays  the  largest  tax,  and  vice  versa,  whereas  Social  Security  bene- 
fits are  tax-free. 

Because  their  annuities  are  taxable  at  every  level  of  government,  retired  public 
employees  help  to  pay  for  the  total  costs  of  government,  including  Supplemental 
Security  Income  and  social  programs  outside  of  the  scope  of  Social  Security.  In  the 
latest  year  of  record,  retired  federal  workers  returned  an  estimated  ten  precent  of 
their  annuities  to  the  federal  government  as  income  taxes  (i.e.,  $1.26  billion)  while 
paying  an  additional  six  percent  of  annuity  in  state  and  local  taxes. 

Viewing  the  matter  in  a  different  light,  FAIR  concurs  with  reliable  authorities, 
including  the  Social  Security  Advisory  Committee  and  the  Comptroller  General  of 
the  United  States,  who  hold  that  the  present  Social  Security  computation  formula  is 
not  presently  producing  the  intended  redistribution  in  a  generally  satisfactory 
manner. 

If  the  sharing  of  the  redistributive  costs  of  Social  Security  is  offered  as  an 
argument  for  bringing  public  employees  under  Social  Security,  then  the  argument 
will  remain  hollow  as  long  as  the  flaw  is  uncorrected,  as  long  as  federal  employees 
pay  more  for  their  retirement  benefits,  and  as  long  as  they  must  shoulder  a  heavier 
tax  burden. 

Question.  How  do  worker  contributions  to  Social  Security  and  to  public  retirement 
systems  compare? 

Answer.  More  precise  information  is  available  on  federal  workers  than  on  state/ 
local  workers.  Federal  workers,  from  the  very  beginning,  have  contributed  a  larger 
percentage — and  a  larger  percentage  of  entire  salary — to  their  retirement  plan  that 
non-federal  workers  have  contributed  to  Social  Security.  The  approved  increases  in 
the  Social  Security  tax  will  bring  Social  Security  contributions  closer  to  the  percent- 
age paid  for  federal  retirement,  but  traditionally,  public  employees  have  bought  and 
paid  for  better  retirement  benefits  by  paying  more  for  their  retirement. 

Conclusions 

1.  The  question  posed  by  the  Director  of  the  Pension  Commission  would  imply 
that  it  is  unfair  for  public  employees  to  be  exempted  from  Social  Security.  FAIR  not 
only  disagrees,  but  feels  it  would  constitute  a  complete  abdication  of  responsibility 
to  its  public  employee  members  for  FAIR  to  even  consider  support  of  mandatory 
Social  Security  coverage  before  the  present  deficiencies  of  that  system  are  corrected 
by  the  Congress  and  the  President. 

2.  The  idea  that  a  sudden  influx  of  public  employees  into  the  Social  Security 
system  would  solve  its  problems  has  been  totally  discredited.  In  fact,  the  Deputy 
Commissioner  of  Social  Security  has  testified  that  bringing  federal  employees  under 
Social  Security  would  not  reduce  Social  Security  costs,  would  not  reduce  the  Social 
Security  deficit,  and  would  not  slow  planned  future  increases  in  the  Social  Security 
tax.  And  the  incumbent  Commissioner  of  Social  Security  has  expressed  the  view 
that  "The  time  has  not  come"  to  extend  Social  Security  coverage  to  federal  and 
other  government  workers. 

3.  If  equity  is  the  main  concern  of  those  who  abvocate  universal  coverage,  FAIR 
would  encourage  the  Pension  Policy  Commission  and  all  kindred  groups  to  consider 
two  points  which  are  equally  basic  to  the  men  and  women  represented  by  the 
organizations  which  comprise  FAIR: 

Public  sector  annuities  are  taxable  at  every  level  of  government  while  Social 
Security  benefits  are  tax-free. 

Active  workers  salaries  limited  by  one  "pay  cap"  after  another  result  in  smaller 
annuities  in  retirement.  While  the  spending  power  of  an  annuity  may  be  protected 
from  inflation  by  indexation  to  the  CPI,  the  worker  never  recovers  the  income  and 
retirement  benefits  lost  through  pay  caps. 
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4.  FAIR  concludes  that  all  parties  concerned  would  expend  their  energies  more 
productively  by  helping  to  cure  inflation,  which  is  the  real  enemy,  rather  than  by 
grasping  at  straws  to  justify  universal  Social  Security  coverage. 

Offsets  That  Discriminate 

Two  recent  moves  to  "offset"  Social  Security  benefits,  affecting  public  employes, 
deserve  more  attention  than  they  have  received. 

One  succeeded;  the  other  is  in  limbo.  Both  had  two  traits  in  common: 

They  were  discriminatory  to  the  core,  singling  out  government  employees  as  the 
only  class  of  working  men  and  women  to  be  adversely  affected. 

They  exemplified  the  public  mood  and  the  will  of  a  budget-minded  Congress  to 
"sock  it  to"  public  employees. 

Research  conducted  by  FAIR,  a  coalition  of  organizations  comprising  the  Fund  for 
Assuring  an  Independent  Retirement,  exposes  both  actions  as  capricious,  arbitrary, 
and  discriminatory. 

1.  Spouse/widow(er)  offsets 

Congress  changed  the  law  in  1977  to  require  that  if  the  spouse  or  widow(er)  of  a 
person  covered  by  Social  Security  has  earned  retirement  benefits  under  a  govern- 
ment retirement  plan,  then  that  person's  earned  Social  Security  benefit  must  be 
offset — one  dollar  of  Social  Security  benefit  for  each  dollar  received  from  a  govern- 
ment retirement  plan. 

The  change  was  effective  immediately  for  men,  and  on  January  1,  1982  for 
women. 

The  lawmakers'  rationale  for  the  change  is  that  if  the  spouse/widow(er)  had  been 
employed  under  Social  Security,  then  he  or  she  would  have  received  either  the  old- 
age  benefit  payable  to  persons  covered  by  Social  Security,  or  the  benefit  associated 
with  being  a  spouse  or  widow(er)  of  a  covered  employee,  but  should  not  get  both,  i 

The  change  in  law  sets  the  dangerous  precedent  of  allowing  one  pension  to  offset 
another — even  though  both  were  earned  under  existing  laws. 

In  other  words,  it  confiscates  a  lawfully  earned  benefit,  and  it  limits  its  adverse 
effect  to  a  single  class  of  workers — public  employees. 

Before  the  change,  the  Social  Security  law  contained  a  "retirement  test"  feature 
that  required  a  portion  of  earnings  to  be  offset,  but  no  provision  that  outside 
pension  income  be  offset. 

Congress  went  further  by  making  the  change  retroactive  and  thus  it  confiscated  a 
benefit  that  had  been  earned  and  paid  for.  This  bears  examination  from  two 
perspectives: 

First,  consider  a  working  couple  who,  just  before  the  1977  amendements  went  into 
effect,  were  nearing  fulfillment  of  a  lifetime  retirement  program  comprised  of  (1) 
their  joint  personal  savings  and  investments;  (2)  his  OASDI  benefits  and  "company" 
pension;  (3)  her  promised  spouse  benefit  from  Social  Security;  and  (4)  her  civil 
service  annunity.  They  picked  up  the  newspaper  one  morning  in  1977  and  discov- 
ered that  effective  January  1,  1982,  one  leg  of  the  retirement  chair  they  had  been 
building  for  years  would  be  cut  off.  If  their  roles  had  been  reversed,  with  his  career 
being  in  civil  service  and  hers  in  private  industry,  the  loss  would  have  been  effective  i 
immediately. 

Second,  consider  the  moral  aspects  of  Congress'  retroactive  action  in  light  of  the 
Fifth  Amendment  to  the  Constitution  which  requires  both  procedural  and  substan-  f 
tive  due  process  of  law  before  a  property  right  can  be  taken  away. 

Congress  committed  outright  discrimination  by  providing  that  the  offset  would 
apply  only  to  spouses  who  had  been  employed  under  a  government  retirement  plan, 
and  not  to  spouses  who  had  been  covered  by  a  retirement  plan  provided  by  a  non- 
profit institution,  even  though  the  non-profit  institution  was  also  exempted  from- 
Social  Security. 

The  precedents  established  in  the  1977  amendments  should  be  examined  closely 
by  others  who  were  not  affected  by  the  change.  For  example,  might  a  budget-minded 
Congress  decide  one  day  to  "offset"  Social  Security  benefits  in  the  amount  of 
interest  or  dividends  received  from  private  savings  and  investments?  Or  from  a 
"company"  pension  plan?  The  irony  becomes  acute  when  one  recalls  that  Social 
Security  old-age  benefits  were  enacted  originally  to  provide  a  floor  of  protection 
which  would  be  supplemented  by  the  individual  s  savings,  investments,  or  private 
retirement  plan. 

2.  Worker  offsets 

President  Carter  proposed  in  his  1979  budget  submission  to  Congress  that  Social 
Security  benefits  earned  by  retired  public  employees  be  offset.  One  dollar  in  Social 
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Security  benefits  would  be  withheld  for  every  three  dollars  of  "excess"  public 
pension  benefits. 

"Excess"  was  defined  as  public  pension  benefits  which  exceed  the  average  Social 
Security  old-age  benefit. 

Effective  lobbying  by  FAIR  and  its  affiliated  organizations  that  represent  public 
employees  and  retirees,  has  prevented  that  scheme  from  being  enacted  into  law — at 
least  for  the  time  being.  But  it  could  re-surface  at  any  moment. 

The  rational  for  the  President's  proposal  flows  from  a  quirk  in  the  Social  Security 
law  which  fails  to  distinguish  between  (a)  an  employee  with  long  service  and  low 
earnings;  and  (b)  an  employee  with  minimal  Social  Security  coverage  and  high 
earnings.  Both  receive  benefits  which  are  disproportionately  higher  than  average  in 
relation  to  the  FICA  tax  paid. 

The  President's  proposal  was  based  on  the  premise  that  the  second  category  was 
not  entitled  to  the  benefit,  and  that  such  an  "advantage"  should  be  prevented. 

FAIR  research  leads  to  the  conclusion  that  the  offset  of  a  primary  benefit  is  as 
wrong  as  the  offset  of  a  spouse/widow(er)  benefit,  for  obvious  reasons: 

If  separate  benefits  have  been  earned,  under  the  terms  of  existing  laws  or  con- 
tracts, then  it  would  be  immoral  to  deny  or  diminish  them.  It  does  not  matter  that 
the  sources  of  the  two  benefits  are  different,  and  it  does  not  matter  if  they  were 
earned  consecutively  or  concurrently.  What  matters  is  that  they  were  earned,  and 
what  has  been  earned  should  be  paid. 

It  is  just  as  wrong  to  discriminate  against  one  class  of  workers  (public  employees) 
as  it  is  to  confiscate  earned  benefits. 

The  real  target  of  concern  should  be  the  skewed  Social  Security  formula,  not  the 
person  who  qualifies  for  a  benefit  under  that  formula. 

Pros  and  Cons  of  Universal  Coverage — Federal  and  Postal  Employees 

Proponents  of  universal  Social  Security  coverage  use  four  basic  arguments  to 
support  their  position.  They  maintain  that: 

1.  It  would  close  "gaps"  in  the  protection  of  workers  who  move  between  jobs 
covered  by  Social  Security  and  jobs  which  are  not. 

2.  It  would  eliminate  perceived  "windfall"  benefits. 

3.  It  would  require  federal  workers,  including  those  who  administer  the  Social 
Security  program,  to  pay  their  fair  share  of  the  costs  of  that  program. 

4.  It  would  fulfill  the  lifetime  dream  of  those  who  have  felt  from  the  beginning 
that  Social  Security  will  never  achieve  its  intended  purposes  until  all  workers  are 
covered  by  it. 

A  fifth  view,  that  universal  coverage  would  solve  Social  Security's  financial  prob- 
lems, has  been  abandoned  because  it  was  not  a  credible  argument.  Robert,  P. 
Bynum,  Deputy  Commissioner  of  Social  Security,  testified  to  Congress  on  April  24, 
1979  that  "bringing  federal  civil  servants  under  Social  Security  would  not  reduce 
Social  Security  costs,  would  not  reduce  the  Social  Security  deficit,  and  would  not 
slow  planned  future  increases  in  the  Social  Security  tax." 

Research  conducted  by  FAIR,  a  coalition  of  organizations  comprising  the  Fund  for 
Assuring  an  Independent  Retirement,  has  exposed  serious,  if  not  fatal,  flaws  in 
arguments  1  through  3,  and  FAIR  has  issued  findings  on  each  topic.  Argument  4, 
the  long-sought-dream  thesis,  is  not  considered  worthy  of  research  or  rebuttal,  since 
there  are  a  number  of  legal,  administrative,  and  political  reasons  why  mandatory 
universal  coverage  can  never  be  attained,  particularly  if  it  sought  to  cover  state  and 
local  government  employees. 

This  paper,  again  based  on  FAIR  research,  advances  eight  arguments  which  lead 
to  the  conclusion  that  it  would  be  contrary  to  the  public  interest  to  force  non- 
covered  public  employees  to  come  under  Social  Security. 

1.  Universal  coverage  would  cost  taxpayers  more,  not  less 

Since  the  federal  civil  service  retirement  program  provides  more  retirement  bene- 
fits per  dollar  invested,  it  would  require  the  government  to  provide  and  pay  the  cost 
of  a  supplemental  "pension"  plan  to  bring  retirement  benefits  up  to  their  present 
level.  Using  an  assumed  federal  payroll  of  $60  billion  per  year  as  a  basis,  a  one 
percent  cost  for  such  a  supplemental  plan  would  cost  $600  million  per  year;  at  four 
percent  of  payroll,  $2.4  billion  per  year,  and  so  on. 

Today's  contributor  to  Social  Security  would  become  tomorrow's  liability.  Thus,  if 
6.5  million  federal,  state,  and  local  government  employees  were  forced  under  Social 
Security,  the  existing  financial  problems  of  that  system  would  be  enlarged  rather 
than  relieved  in  the  long  run. 
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2.  Mandatory  Social  Security  coverage  for  Federal,  State  and  local  civilian  employees 

would  violate  a  contractual  agreement  between  the  government  and  its  employees 
When  a  person  is  appointed  to  a  federal  job  in  the  Executive  Branch  that  is 
covered  by  the  Retirement  Act,  the  person  has  no  choice  but  to  be  covered,  and  no 
choice  but  to  pay  a  stipulated  portion  of  entire  salary  into  the  retirement  fund. 
Thus,  both  membership  and  contributions  are  mandatory.  Similarly,  the  federal 
government  has  pledged  to  contribute  to  the  fund.  The  government  serves  as  a 
fiduciary,  with  the  joint  funds  held  in  trust  for  the  ultimate  annuity  of  the  employ- 
ee. A  scale  of  benefits  is  spelled  out  in  the  law. 

The  legislative  record  is  replete  with  Congressional  statements  acknowledging 
that  a  contractual  relationship  exists,  and  the  former  Chairman  of  the  U.S.  Civil 
Service  Commission  stated  to  Congress  in  1977  that:  "...  the  Commissioners  as 
trustees  of  the  Civil  Service  Retirement  Fund  have,  by  law,  an  obligation  to  assure 
that  contractual  interests  of  current  and  former  employees  in  the  retirement  fund 
are  protected." 

One  can  fairly  assume  that  if  a  contract  which  has  been  deemed  valid  for  three 
decades  were  arbitrarily  violated  by  the  scrapping  of  the  present  retirement  system 
and  by  forcing  affected  employees  under  Social  Security,  the  decision  would  be 
challenged  promptly  in  the  courts.  The  outcome  would  appear  to  be  obvious. 

3.  Forcing  public  employees  under  Social  Security  would  have  an  adverse  impact  on 

the  federal  governments  ability  to  recruit  and  retain  able  workers 
Long  before  the  Pay  Comparability  Act  was  approved,  a  good  retirement  plan 
attracted  able  workers  to  government.  And,  even  though  "pay  caps"  imposed  by  a 
series  of  presidents  have  had  the  effect  of  dampening  pay  raises  (and  thereby 
reducing  annuities),  the  Civil  Service  Retirement  program  is  acknowledged  as  one  of 
the  best  in  the  nation,  and  it  has  helped  to  attract  and  retain  good  workers. 

4.  Universal  coverage  would  lead  to  erosion  of  a  vital  tool  of  personnel  management 
The  Retirement  Act  helps  federal  managers  to  create  vacancies  for  the  promotion 

of  deserving  employees.  It  helps  to  alleviate  the  painful  human  effects  of  reduction 
of  force.  And  it  encourages  good  workers  to  spend  long  and  productive  careers  in 
government.  Its  abandonment  or  crippling  would  nullify  these  key  management 
tools. 

The  objectives  of  the  Civil  Service  Reform  Act  of  1978  were  to  strengthen  manage- 
ment competence,  to  link  rewards  to  performance,  and  to  reward  meritorious 
achievement.  It  would  be  absurd  for  Congress  to  follow  that  landmark  change  in  the 
personnel  laws  by  scuttling  a  good  retirement  plan  in  favor  of  a  social  insurance 
plan  in  which  the  primary  emphasis  is  on  "social  adequacy". 

5.  Merger  would  further  confuse  the  basic  differences  between  social  insurance  and  a 

sound  retirement  plan 

Social  Security  began  as  a  retirement  plan  in  the  sense  that  it  was  designed  to 
provide  a  floor  of  protection  which  would  be  supplemented  by  the  individual's 
savings,  investments,  or  income  from  a  private  retirement  plan.  But  over  the  years 
it  has  been  expanded  by  the  addition  of  many  social  features  which  have  little  or  no 
bearing  on  retirement.  In  fact,  its  principle  of  "social  adequacy"  is  so  strong  that 
the  medium  to  high  wage  earner  must  sacrifice  retirement  income  in  order  to 
provide  increased  benefits  for  the  low  earner.  After  the  addition  of  such  features, 
the  program  has  encountered  serious  financial  problems. 

Civil  Service  retirement  was  and  is  a  bona  fide  retirement  plan,  all  workers 
contribute  a  fixed  percentage  of  entire  salary.  Their  contributions  are  matched  by 
the  government  and  the  matching  funds  are  invested  in  interest-bearing  securities. 
Annuities  are  keyed  exactly  to  earnings  and  years  of  service.  The  fund  has  assets  in 
excess  of  $60  billion,  and  the  Board  of  Actuaries  projects  that  under  the  present, 
financing  arrangement,  receipts  will  exceed  payments  for  at  least  the  next  100 


6.  Universal  coverage  would,  in  all  likelihood,  delay  needed  reform  of  the  social 
Security  program,  and  would  blur  intelligent  consideration  of  the  need  for  a 
national  retirement  income  policy 
There  is  general  agreement  that  the  Social  Security  program  is  in  need  of  reform, 
not  only  because  of  the  state  of  its  finances,  but  also  because  its  "social  adequacy" 
feature  is  not  meeting  its  intended  purpose.  Bringing  in  more  members  would  not 


solve  these  problems.  It  would  compound  them. 

Expanding  the  numbers  of  workers  paying  into  the  Social  Security  fund  might 
have  the  short-term  appearance  of  solving  the  above  problems,  but  it  would  only 
delay  the  day  of  reckoning. 


years. 
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7.  Merger  would  delay  needed  reform  of  the  tax  laws  which  presently  discriminate 

against  retired  public  employees 
Social  Security  benefits  are  exempted  from  taxation,  whereas  civil  service  annu- 
ities are  taxable  at  every  level  of  government.  The  independent  actuarial  firm  of 
Edward  H.  Friend  and  Company  has  estimated  that  the  average  civil  service  retiree 
returns  ten  percent  of  his  or  her  annuity  in  federal  income  taxes  and  six  percent  in 
state/local  income  taxes.  Equity  would  require  reduction  or  elimination  of  taxation 
on  public  employee  benefits,  if  the  system  was  changed. 

8.  Universal  coverage  would  seriously  reduce  the  tax  revenues  of  Government 

In  Fiscal  Year  1979,  federal  public  employee  annuitants  received  $12.6  billion  in 
annuity  payments  from  the  retirement  fund.  Of  this,  an  estimated  $1.26  billion  was 
returned  to  the  federal  treasury  and  an  additional  $756  million  was  returned  to 
state  treasuries  as  income  taxes.  If  denied  this  income  because  public  employees 
were  placed  under  tax-free  Social  Security,  governments  would  have  to  look  else- 
where to  replace  the  lost  revenue. 

Mr.  Pickle.  We  will  next  hear  from  Mr.  Miller. 

STATEMENT  OF  VICTOR  A.  MILLER,  SECRETARY,  NATIONAL 
CONFERENCE  ON  PUBLIC  EMPLOYEE  RETIREMENT  SYSTEMS 

Mr.  Miller.  Mr.  Chairman,  I  am  in  sympathy  with  the  work  of 
the  subcommittee.  As  a  citizen  of  this  country,  I  laud  your  effort. 

Mr.  Chairman  and  members  of  the  committee,  I  am  Victor  A. 
Miller,  secretary  of  the  National  Conference  on  Public  Employee 
Retirement  Systems.  The  purpose  of  the  conference  is  to  safeguard 
and  promote  the  rights  and  benefits  of  active  and  retired  public 
employees  in  existing  State  and  local  retirement,  pension  and  bene- 
fit systems. 

The  conference  consists  of  170  State  and  local  government  retire- 
ment systems,  including  approximately  4.5  million  public  employ- 
ees. 

I  am  here  today  to  present  the  conference  position  which,  histori- 
cally, has  been  one  of  opposition  to  the  imposition,  by  the  Federal 
Government,  of  mandatory  social  security  coverage  on  State  and 
local  government  employees.  This  opposition  to  mandatory  cover- 
age was  reiterated  forcefully  by  the  conference  at  its  1980  annual 
meeting  in  Florida  in  April.  At  that  time,  the  conference  adopted 
resolution  No.  7,  a  copy  of  which  is  made  a  part  of  our  written 
testimony. 

Mr.  Pickle.  Without  objection,  the  resolution  referred  to  will  be 
included  in  the  record  at  this  point. 
[Resolution  No.  7  follows:] 

Resolution  No.  7 

Whereas,  In  1950  the  Social  Security  Act  was  amended  extending  Social  Security 
coverage  to  public  employees  not  included  in  a  state  or  local  public  retirement 
system,  and 

Whereas,  Eight  states,  in  order  to  qualify,  repealed  existing  retirement  statutes 
and  placed  public  employees  under  Social  Security,  and 

Whereas,  In  1954  and  1956  further  amendments  provided  voluntary  Social  Secu- 
rity coverage  for  public  employees  based  on  referenda  conducted  in  the  several 
states  on  a  unit  or  divisional  basis,  and 

Whereas,  Under  these  amendments  Social  Security  coverage  was  adopted  by 
many  states  for  public  employees,  and 

Whereas,  A  number  of  states,  relying  on  the  historical  voluntary  provisions  in  the 
Social  Security  Act  as  regards  public  employees  has  chosen  to  provide  excellent 
programs  of  retirement  and  related  benefits  for  public  employees  utilizing  state  and 
local  resources,  and 

Whereas,  Mandated  Social  Security  coverage  in  addition  to  these  programs  create 
a  cost  liability  exceeding  the  resources  of  employees  and  taxpayers,  resulting  in 
drastic  restructuring  or  adandonment  of  many  excellent  programs,  and 


326 


Whereas,  There  are  serious  constitutional  questions  raised  by  mandatory  Social 
Security  coverage  for  employees  of  governmental  units,  now  therefore  be  it 

Resolved,  That  the  National  Conference  on  Public  Employee  Retirement  Systems 
opposes  extension  of  Social  Security  coverage  to  public  employees  by  mandate  of  the 
Congress  or  through  any  method  other  than  voluntary  coverage  based  on  referenda 
conducted  as  provided  in  present  law,  and  be  it  finally 

Resolved,  That  since  1954  Social  Security  coverage  for  public  employees  has  been 
based  on  popular  referenda,  therefore  the  National  Conference  on  Public  Employee 
Retirement  Systems  opposes  the  present  provision  of  the  Social  Security  Act  permit- 
ting withdrawal  from  coverage  based  on  the  unilateral  decision  of  employers  and 
urges  the  adoption  of  amendments  permitting  such  withdrawal  based  only  on  refer- 
enda by  employees,  such  provisions  being  in  keeping  with  the  voluntary  approach 
historically  applicable  to  public  employees. 

Mr.  Miller.  I  would  like  to  quote  in  part  from  that  resolution, 
which  states  that  the  conference  "opposes  extension  of  social  secu- 
rity coverage  to  public  employees  by  mandate  of  the  Congress  or 
through  any  method  other  than  voluntary  coverage  based  on  refer- 
endums  conducted  as  provided  in  present  law." 

REASONS  FOR  OPPOSITION 

There  are  a  number  of  substantial  reasons  which  underlie  our 
position  of  opposition.  Let  me  tell  you  what  makes  mandatory 
social  security  coverage  so  unacceptable: 

One,  there  is  a  serious  contitutional  and  legal  question  whether 
the  Federal  Government  has  any  right  to  impose  mandatory  cover- 
age on  the  States. 

Two,  on  their  own  initiative,  a  number  of  State  and  local  govern- 
ment retirement  systems  organized  benefit  programs  for  their 
members  long  before  the  social  security  law  was  enacted  by  Con- 
gress. These  States  were  not  prodded  into  establishing  benefit  pro- 
grams by  the  Federal  Government.  The  States,  themselves,  recog- 
nized there  was  a  need. 

Many  State-local  plans  were  actuarially  sound  at  their  concep- 
tion and  remain  so  to  this  day.  They  followed  then,  and  continue  to 
follow,  actuarial  reserve  funding.  Under  this  method  of  financing, 
dollar  reserves  are  accumulated  as  the  liabilities  for  benefits  are 
incurred,  making  certain  that  funds  will  be  on  hand  to  pay  retire- 
ment benefits  for  their  members.  We  see  no  need  to  restructure 
State  and  local  funds  which  have  accepted  their  public  trust  in 
such  a  fashion.  They  have  been  in  business  for  decades,  doing  an 
excellent  job  for  their  members,  are  fiscally  sound,  and  should  be 
left  alone. 

Three,  when  social  security  was  first  created,  State  and  local 
government  employees  not  covered  by  a  pension  fund  were  not 
included  under  social  security,  thus  there  was  further  development 
of  "public  pension  funds"  as  an  institution  in  this  country.  The 
Ohio  Teachers  Fund  goes  back  to  1920,  a  couple  of  decades  before 
the  social  security  system  came  along. 

Social  security  was  never  meant  to  be  the  sole  source  of  retire- 
ment income  for  our  citizens.  On  the  contrary,  many  State  and 
local  pension  plans  were  developed  with  the  idea  in  mind  that 
they,  not  social  security,  would  best  meet  the  financial  needs  of 
their  workers. 

Four,  in  1950,  when  State  and  local  government  employees  were 
finally  permitted  to  participate  in  social  security,  Congress  made  it 
possible  to  extend  coverage  to  public  employees  not  included  in  a 
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State  or  local  public  retirement  system.  Still  later,  amendments 
were  adopted  whereby  Congress,  in  its  wisdom,  made  it  possible  for 
State  and  local  employees  to  have  social  security  as  an  option  on  a 
voluntary  basis — we  agree  with  this  concept. 

Voluntary  coverage  was  based  on  referenda  in  the  States  where 
there  was  interest.  In  some  States  and  localities,  employees  opted 
for  social  security  coverage;  it  was  a  bedrock  program  on  which  the 
State  and  local  programs  could  be  built.  In  other  States  and  juris- 
dictions, the  option  was  for  State  and  local  plans  to  continue  to 
develop  and  improve  their  benefits  and  financing  within  the  public 
pension  framework  without  social  seccurity  as  part  of  the  program. 
In  these  instances,  the  State-local  plans  were  the  bedrock  pro- 
grams. A  number  of  States,  relying  on  the  historical  voluntary 
provisions  in  Federal  law,  have  chosen  to  provide  excellent  pro- 
grams utilizing  State  and  local  revenue  resources. 

Five,  it  remains  true  today  that  any  State  which  desires  social 
security  coverage  may  obtain  it  under  present  Federal  statutes.  It 
should  be  clear  from  the  fact  that  States  and  localities  without 
social  security  are  not  clamoring  to  be  let  in  that  they,  in  fact, 
have  no  desire  to  be  included.  Some  State  plans  have  medical 
programs  which  go  beyond  medicare. 

Six,  mandatory  coverage  will  not  solve  the  funding  or  financial 
problems  of  the  social  security  system.  It  is  true  that  the  early 
impact  of  universal  State  and  local  participation  would  be  to  pro- 
vide an  infusion  of  funds  to  the  overburdened  Federal  system.  In 
the  long  run,  however,  the  liabilities  would  have  to  be  met.  Man- 
dated social  security  coverage,  in  addition  to  State  and  local  pro- 
grams, creates  a  cost  liability  exceeding  the  resources  of  employees 
and  taxpayers.  Mandated  social  security  would  result  in  a  drastic 
restructuring,  reduction  of  present  benefits,  or  abandonment,  of 
many  excellent  State  and  local  retirement  programs. 

Seven,  social  security  financing  passes  the  costs  of  benefits  on  to 
the  next  generation  of  taxpayers  whereas  funded  plans  of  State 
and  local  governments  do  not  do  this.  Related  to  this  is  the  fact 
that  State  and  local  government  retirement  systems  provide  a 
large  part  of  the  capital  needed  by  American  business  and  indus- 
try. 

If  the  accumulation  of  employee  and  employer  social  security 
taxes  from  State  and  local  government  retirement  systems  which 
do  not  presently  have  social  security  were  forwarded  directly  to 
Washington  under  a  mandatory  system  of  participation,  those 
funds  would  be  used  to  pay  current  benefits  instead  of  providing  a 
pool  of  capital  for  the  growth  of  American  business  and  industry. 
This  would  be  a  tremendous  loss  to  the  economy.  Capital  created 
by  public  pension  funds  has  been  estimated  to  be  about  $15  bil- 
lion— per  Prospects  for  Credit  Markets,  1978  report  compiled  by 
Salomon  Brothers. 

Eight,  in  a  democracy  there  should  be  room  for  experimentation. 
That  has  been  one  of  the  strengths  of  this  country.  If  State  and 
local  governments  are  not  permitted  to  determine  the  type  of  re- 
tirement programs  they  will  have,  we  will  have  wiped  out  State 
and  local  initiative  in  this  sector  and  will  have  replaced  it  with  the 
fund  provided  by  the  central  Government  as  the  answer  to  retire- 
ment income  security.  Thus,  pension  policy  decisions  for  public 
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employees  will  be  placed  in  the  hands  of  a  few  to  the  detriment  of 
the  majority  of  public  employees. 

Nine,  State  and  local  government  retirement  systems  are  moni- 
tored by  the  legislative  and  executive  bodies  in  the  States.  Addi- 
tionally, in  many  States  where  there  are  special  public  retirement 
study  commissions  which  on  a  continual  basis  review  the  benefits 
and  financing  of  these  funds. 

In  closing,  let  me  say  that  mandatory  social  security  coverage  for 
State  and  local  government  employees  serves  no  useful,  social, 
financial,  personnel  or  other  purpose.  We  urge  you  to  consider  our 
position  and  reject  mandatory  universal  coverage.  It  would  cause 
great  harm  among  those  members  who  have  worked  hard  and  long 
to  provide  superior  benefit  programs  in  extremely  well-managed 
organizations  for  State  and  local  government  employees.  It  would 
impose  excessive  costs  on  State  and  local  governments  and  under- 
mine fundamental  State  control  of  State  and  local  government 
employee  compensation. 

We  want  to  thank  the  members  of  the  committee  for  the  oppor- 
tunity to  appear  before  you  today  to  discuss  our  position. 

Mr.  Pickle.  We  thank  you,  Mr.  Miller. 

We  will  now  hear  from  Mr.  John  Leyden,  executive  director  of 
the  Public  Employee  Department,  AFL-CIO. 

STATEMENT  OF  JOHN  F.  LEYDEN,  EXECUTIVE  DIRECTOR, 
PUBLIC  EMPLOYEE  DEPARTMENT,  AMERICAN  FEDERATION 
OF  LABOR  AND  CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS 

Mr.  Leyden.  Mr.  Chairman  and  members  of  the  subcommittee, 
on  behalf  of  the  35  national  and  international  unions  representing 
some  2  million  public  employees  working  at  every  level  of  Ameri- 
can government,  we  of  the  AFL-CIO  Public  Employee  Depart- 
ment— PED — appreciate  the  opportunity  to  testify  on  particular 
aspects  of  the  financing  of  the  social  security  system.  We  include, 
in  the  membership  of  our  affiliated  unions,  many  public  employees 
who  are  covered  under  OASDI  provisions  and  many  more  who  are 
not.  Within  our  group  the  policy  has  been  consistent  and  unani- 
mous, since  the  policy  is  founded  on  what  we  consider  to  be  basic 
social  principles. 

I  am  John  F.  Leyden,  executive  director  of  the  AFL-CIO  Public 
Employee  Department.  I  am  accompanied  by  our  legislative  direc- 
tor, John  E.  Cosgrove,  who  is  also  chairman  of  the  board  of  the 
Fund  for  Assuring  an  Independent  Retirement,  and  Rick  Galleher, 
our  director  of  research  for  PED.  Attached  to  this  testimony  is  a 
list  of  our  PED  affiliates. 

There  is  no  question  that  the  increased  FICA  tax  now  paid  by 
covered  employees  remains  a  regressive  tax  and  a  substantial 
added  burden  in  this  period  of  double-digit  inflation.  We  would 
recommend,  instead,  a  refundable  tax  credit  of  perhaps  20  percent 
of  the  employee's  and  5  percent  of  the  employer's  social  security 
tax.  Thus,  the  benefits  would  be  concentrated  on  middle-  and  low- 
income  wage  earners  who  are  among  those  who  have  suffered  most 
from  high  inflation.  In  addition,  it  would  more  than  offset  the 
recent  increases  in  social  security  taxes  on  workers  and  have  no 
adverse  effect  on  the  financial  stability  of  the  Social  Security  Trust 
Fund. 
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This  individual  social  security  tax  credit  would  cost  the  Treasury 
about  $16  billion,  or  about  half  of  the  first-year  cost  of  the  Kemp- 
Roth  proposal.  The  employer  social  security  tax  credit  would  cost 
the  Treasury  about  $4  billion  and  benefit  employers  in  labor-inten- 
sive industries. 

We  are  particularly  concerned  that  the  elderly  and  the  poor,  who 
must  rely  on  society  through  government,  also  need  their  income 
protected  by  social  security,  welfare,  and  medicaid.  These  are  a 
part  of  this  country's  basic  incomes-support  net,  which  includes,  of 
course,  unemployment  insurance,  trade  adjustment  assistance,  and 
food  stamps.  To  weaken  this  floor,  or  make  larger  holes  in  the 
"net,"  would  be  disastrous. 

This  matter  is  as  serious  to  public  employees  and  retirees  as 
bread  and  butter.  Adequate  retirement  benefits  are  directly  related 
to  the  maintenance  of  life.  A  visit  to  a  cold-water  flat,  where  poor 
and  older  retired  Americans  dwell,  in  New  York's  Bedford  Stuyve- 
sant,  or  South  State  Street  in  Chicago,  or  a  hut  in  the  barrio  in 
East  Los  Angeles,  or  in  Alaska's  Native  villages,  or  the  sharecrop- 
per's hut  in  Mississippi  will  prove  that  assertion.  Only  retirement 
rights,  whether  legislated  by  Government  action  or  negotiated  by  a 
labor  agreement,  or  both,  guarantee  millions  of  our  fellow  citizens 
against  absolute  poverty.  The  importance  of  your  inquiry  for  active 
workers  involves  the  conditions  under  which  they  begin  and  com- 
plete their  careers,  their  planning  for  the  future,  and  their  dignity 
as  human  beings. 

This  is  not  just  an  emotional  overstatement,  but  a  fact  of  life.  At 
issue  is  human  dignity.  It  involves  the  credibility,  the  word  of 
honor  and  the  social  contract  of  the  Federal  Government,  and  we 
know  you  intend  to  honor  that  commitment. 

The  financial  difficulties  of  the  social  security  system,  extant  and 
anticipated,  are,  of  course,  the  results  of  many  factors.  The  pros- 
pect of  having  more  beneficiaries  than  FICA  taxpayers  is,  of 
course,  one  of  those  problems.  The  most  decisive,  however,  is  prob- 
ably the  indexing  that  permits  benefits  to  follow,  after  a  fashion, 
the  rise  in  the  cost  of  living. 

Accordingly,  inflation  becomes  the  chief  culprit.  Another  prob- 
lem, of  course,  is  the  attachment  of  health  and  medical  benefits  to 
the  social  security  system.  Whether  or  not  this  last  is  desirable,  it 
nonetheless  imposes  a  greater  burden  on  the  system  than  original- 
ly designed  for  old  age  and  survivor  and,  later,  disability  benefits. 

Since  the  purpose  of  the  Social  Security  Act,  now,  is  to  meet  a 
broadening  social  need,  the  tax  burden  to  finance  it  should,  in  our 
view,  at  least  be  shared  by  the  general  revenues. 

With  all  of  its  faults  and  unconscionable  loopholes,  the  advance- 
ment of  the  Federal  income  tax  is  far  greater  than  that  of  the 
FICA,  or  real  property,  or  sale  taxes — even  if  the  sales  tax  is 
disguised  as  a  value-added  tax.  Precisely  because  the  Federal 
income  tax  is  perceived  as  approximating  equity,  it  enjoys  credibil- 
ity; and  that,  in  turn,  is  the  reason  for  the  largely  willing  and 
honest  compliance  with  its  requirements. 

Given  the  broadening  purposes  of  the  social  security  system,  its 
revenue  base—and  thus  trust  funds — should  be  broadened.  We 
urge  that  this  subcommittee,  the  committee,  and  the  House  give 
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major  attention  to  these  considerations  in  examining  the  financing 
of  the  system. 

As  you  know,  public  employees  were  proposed  for  mandatory 
social  security  coverage  in  the  amendments  of  1977,  although  this 
was  rejected  by  the  House  in  favor  of  a  2-year  study  of  the  univer- 
sal coverage.  The  universal  social  security  coverage  study  and  the 
recommendation  of  the  President's  Commission  on  Pension 
Policy — just  being  announced — argue  for  mandatory  coverage  of 
public  employees.  Any  attempted  mandatory  coverage  of  State  and 
local  public  employees  raises  grave  constitutional  questions. 

A  similar  move  against  Federal  and  postal  employees  would  be 
inequitable  and  begin  an  attack  as  against  the  civil  service  retire- 
ment system  on  which  those  workers  have  relied,  and  which  stand- 
ing alone  is  quite  effective — and  might  well  add  more  to  the  finan- 
cial burdens  of  the  social  security  system  than  the  additional  reve- 
nue would  meet. 

Attached  is  a  copy  of  the  resolution  of  the  last  convention  of  the 
AFL-CIO  PED  and  the  most  recent  resolution  adopted  by  the 
Executive  Council-AFL-CIO  on  this  subject. 

Mr.  Pickle.  Without  objection,  the  documents  referred  to  will 
appear  in  the  record  at  this  point. 

[The  attachments  to  Mr.  Leyden's  statement  follow:] 

AFL-CIO  Public  Employee  Affiliates 


International  Chemical  Workers 
International  Union  of  Electrical,  Radio 

and  Machine  Workers 
International  Association  of  Fire  Fighters 
International  Brotherhood  of  Firemen 

and  Oilers 
American  Federation  of  Government 

Employees 
Graphic  Arts  International  Union 
Hotel  and  Restaurant  Employees  and 

Bartenders  International  Union 
International  Association  of  Bridge  and 

Structural  Iron  Workers 
Laborers'  International  Union  of  North 

America 

Laundry  and  Dry  Cleaning  International 
Union 

National  Association  of  Letter  Carriers 
Communications  Workers  of  America 
International  Organization  of  Masters, 

Mates  and  Pilots,  ILA 
National  Marine  Engineers  Beneficial 

Assn. 

National  Maritime  Union 

Office  and  Professional  Employees 

International  Union 
International  Union  of  Operating 

Engineers 
International  Brotherhood  of  Painters 

and  Allied  Trades 


International  Plate  Printers,  Die 
Stampers  and  Engravers  Union  of 
North  America 

United  Assn.  of  Journeymen  and 
Apprentices  of  the  Plumbing  and  Pipe 
Fitting  Industry  of  the  U.S.  and 
Canada 

International  Union  of  Police  Assns. 
American  Postal  Workers  Union 
International  Printing  and  Graphic 

Communications  Union 
American  Federation  of  School 

Administrators 
Seafarers  International  Union  of  North 

America 

Service  Employees  International  Union 
Sheet  Metal  Workers'  International 
Assn. 

American  Federation  of  Teachers 
International  Federation  of  Professional 

and  Technical  Engineers 
Amalgamated  Transit  Union 
Transport  Workers  Union  of  America 
United  Transportation  Union 
International  Typographical  Union 
Utility  Workers  Union  of  America 
International  Brotherhood  of 

Boilermakers 


Statement  Adopted  by  the  AFL-CIO  Executive  Council,  Chicago,  III.,  Aug. 

6-8,  1979 

Universal  Social  Security  coverage 

Enactment  of  legislation  by  Congress  in  1977  authorizing  a  study  to  determine  the 
feasibility  of  extending  Social  Security  coverage  to  all  government  workers  has 
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resulted  in  a  proliferation  of  similar  reviews  by  various  organizations,  both  public 
and  private. 

No  less  than  four  federal  entities  are  dealing  with  the  public  employee  retirement 
systems,  and  a  number  of  private  organizations  are  addressing  the  same  subject. 

Concern  over  the  Social  Security  system  has  been  exacerbated  by  the  Administra- 
tion's efforts  to  politicize  the  system  through  major  unprecedented  benefit  cutbacks 
aimed  at  helping  to  balance  the  federal  budget. 

The  AFL-CIO  over  many  decades  has  promoted  pension  systems  for  all  of  the 
nation's  workers  in  private  and  government  service,  with  benefits  adequate  to 
maintain  a  decent  standard  of  living. 

We  reaffirm  our  previous  position  that  the  Social  Security  protection  of  state  and 
local  employees  electively  covered  by  Social  Security  should  not  be  wiped  out  by  the 
unilateral  action  of  their  employees.  Therefore,  the  law  should  be  changed  to 
require  public  employers,  whose  employees  are  covered  by  Social  Security,  to  main- 
tain that  coverage. 

Any  proposal  to  extend  Social  Security  to  non-covered  federal,  postal,  state  and 
local  government  employees  involves  very  complex  issues.  The  rights  of  each  em- 
ployee affected  by  proposals  for  universal  coverage  must  be  protected.  The  Execu- 
tive Council  opposes  universal  Social  Security  coverage  for  all  public  employees 
unless  all  of  the  following  conditions  are  met: 

The  level  of  pension  benefits  now  available  to  government  workers  and  their 
beneficiaries  is  not  reduced. 

No  additional  financial  burden  is  imposed  on  public  employees,  without  a  com- 
mensurate adjustment  in  benefits. 

The  identity  for  government  workers'  retirement  plans  is  not  lost. 

The  opportunity  for  those  employees  to  improve  their  retirement  systems  in  the 
future  is  not  diminished. 

When  the  Universal  Social  Security  Study  Group  and  other  statutory  agencies 
have  produced  their  findings  and  recommendations,  the  Executive  Council  will 
examine  their  reports  to  determine  whether  they  meet  the  principles  noted  above. 


[Adopted  at  the  4th  Convention  Sept.  11-12,  1979,  Washington,  D.C.] 
COST  OF  LIVING  ADJUSTMENTS  FOR  FEDERAL  AND  POSTAL  RETIREES 

Whereas,  Every  American  worker  should  be  able  to  reasonably  expect  is/her 
employer  to  live  up  to  any  agreements  entered  into.  In  the  case  of  federal  and  postal 
employees,  the  Executive  and  Legislative  Branches  and  their  de  facto  employer;  and 

Whereas,  On  December  31,  1969,  federal  employees  increased  their  contribution  to 
the  Civil  Service  Retirement  Fund,  in  part,  to  provide  for  appropriate  and  timely 
cost  of  living  adjustments  in  their  annuity  checks;  and 

Whereas,  In  1976,  Congress  eliminated  the  so-called  1  percent  kicker,  which  had 
been  a  method  of  compensating  Federal  and  postal  retirees  for  inflation  during  the 
time  between  actual  rises  in  living  costs  and  the  point  at  which  adjustments  were 
made  in  their  checks.  There  has  been  no  concommitant  decrease  in  the  employee 
contributions;  and 

Whereas,  Rapid  inflation  is  still  with  us  and  it  appears  it  will  be  for  the  foresee- 
able future;  and 

Whereas,  Congress  and  the  Administration  are  considering  proposals  to  further 
cut  back  federal  annuities  by  reverting  to  once  rather  than  twice  annual  cost  of 
living  adjustments.  Such  a  move  would  be  blatantly  unfair.  Not  only  would  it 
extend  the  time  between  adjustments  for  retirees — forcing  them  to  endure  long 
periods  of  higher  costs — once  a  year  COLA  would  also  exaggerate  and  possibly 
jeopardize  full  payment  of  cost  of  living  allowances  because  to  do  so  may  appear 
politically  unsafe;  and 

Whereas,  Congress  and  the  Administration  made  a  commitment  to  retirees  when 
the  1%  "catch-up"  was  repealed  to  provide  twice  a  year  COLA  adjustments;  now, 
therefore  be  it 

Resolved,  That  the  Public  Employee  Department,  AFL-CIO,  condemns  any  at- 
tempt of  the  Congress  and  the  Administration  to  break  faith  with  federal  and  postal 
employees  by  any  effort  to  eliminate  the  present  twice  a  year  retirement  provisions; 
and  be  it  further 

Resolved,  That  this  convention  urges  the  AFL-CIO  and  its  affiliates  to  join  forces 
with  the  Public  Employee  Department  to  actively  combat  any  attempt  to  eliminate 
the  present  twice  per  year  retirement  adjustment  provisions. 
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SOCIAL  SECURITY  OFFSETS   (NO.  1) 

Whereas,  The  Social  Security  Financing  Amendments  of  1977  arbitrarily  discrimi- 
nate against  the  spouses  of  public  retirees  in  that  they  are  denied  full  Social 
Security  protection  due  to  the  offset  of  spouse  benefits  public  retirement  income 
(Section  334  of  Public  Law  95-216);  therefore  be  it 

Resolved,  That  the  Public  Employee  Department  endorse  all  legislation  which 
would  effectively  eliminate  the  "offset  test'  for  spouse  benefits  under  Social  Secu- 
rity, cited  herein,  and  remove  any  discrimination  against  public  employees,  retirees, 
and/or  their  spouses  inherent  in  the  administration  of  the  Social  Security  system. 

SOCIAL  SECURITY  OFFSETS   (NO.  2) 

Whereas,  The  President  of  the  United  States  has  recommended  that  Social  Secu- 
rity benefits  earned  by  postal  and  federal  employees  be  offset  against  federal  retire- 
ment income;  and 

Whereas,  Such  proposal  is  blatantly  and  arbitrarily  discriminatory  against  postal 
and  federal  employees,  who  have  legitimately  and  in  good  faith  contributed  to  the 
Social  Security  system;  therefore  be  it 

Resolved,  That  the  AFL-CIO  Public  Employee  Department  endorse  all  efforts  to 
oppose  enactment  of  the  President's  proposal  or  any  other  similar  proposals  which 
would  deny  postal  or  federal  employees  the  full  protection  of  Social  Security  which 
they  have  earned. 

MANDATORY  SOCIAL  SECURITY  COVERAGE 

Whereas,  Congressional  pressure  for  mandatory  Social  Security  coverage  of  all 
public  employee  coincides  with  Administration  proposals  for  the  same  action.  Feder- 
al and  postal  service  employees  recognize  this  as  a  threatened  breach  of  faith  by  the 
federal  government  since  any  such  action  would  accompany  or  be  followed  promptly 
by  alteration,  diminution  or  destruction  of  the  civil  service  retirement  system;  and 

Whereas,  State  and  local  government  employees  recognize  the  proposed  action  as 
mandating  a  decision  on  a  matter  they  should  be  free  to  negotiate  or  seek  through 
state  legislation  and  recognize  that  Social  Security  coverage  is  soften  used  to  retard 
the  retirement  annuity  benefits  which  would  otherwise  be  sought;  and 

Whereas,  The  overwhelming  majority  of  pubic  employees  at  every  level  of  Ameri- 
can government  opposes  imposition  of  manadtory  coverage,  with  it  direct  threat  to 
earned  and  justified  retirement  benefits  which  are  part  of  their  working  conditions; 
and 

Whereas,  The  Social  Security  protection  of  state  and  local  government  workers 
electively  covered  should  not  be  terminated  by  the  unilateral  action  of  their  employ- 
ers; and 

Whereas,  It  should  be  evident  to  all  that  PED,  all  affiliates  and  the  AFL-CIO  act 
and  speak  as  one,  as  a  major  legislative, priority,  in  opposing  this  unconscionable 
attack  on  the  rights  of  retired,  present  and  future  public  employees  under  the  guise 
of  universal  Social  Security  coverage,  including  the  possibility  of  "grandfathering"; 
now,  therefore  be  it 

Resolved,  That  the  AFL-CIO  Public  Employee  Department  continue,  as  a  top 
priority,  its  participation  in  the  Fund  for  Assuring  an  Independent  Retirement 
(FAIR)  and  other  efforts  to  challenge  this  anti-labor,  anti-retiree  move  against 
annuities;  and  be  it  further 

Resolved,  That  PED  oppose  any  attempt  by  the  United  States  Congress  to  manda- 
torily include  federal,  postal,  state  and  local  government  employees  under  the  Social 
Security  system;  and  be  it  further 

Resolved,  That  PED  support  changes  in  the  Social  Security  Act  to  require  state 
and  local  governments,  whose  employees  are  covered  by  Social  Security,  to  maintain 
that  coverage;  and  be  it  finally 

Resolved,  That  this  resolution  be  forwarded  to  the  AFL-CIO  convention  to  be  held 
in  Washington,  D.C.  in  November,  1979,  and  that  the  AFL-CIO  be  urged  to  commit 
its  full  resources  in  opposition  to  mandatory  Social  Security  coverage  of  public 
employees. 

Mr.  Leyden.  Mr.  Chairman,  we  also  strongly  endorse  the  position 
expressed  by  the  Fund  for  Assuring  an  Independent  Retirement — 
FAIR— on  this  point. 

We  do  not  for  a  minute  believe  that  it  is  beyond  the  legislative 
art  to  adequately  finance  the  Social  Security  system  without  per- 
petuating the  inadequacy  of  the  present  arrangement  or  imposing 
inequities  based  on  a  "grab"  at  separate  systems  on  the  benefits  of 
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which  taxes  are  paid  to  the  Federal  Government.  Be  assured  of  our 
continuing  cooperation  in  this  important  endeavor.  We  compliment 
the  committee  on  addressing  this  vital  social  question. 

Mr.  Archer.  We  thank  you  for  your  testimony. 

The  Chair  will  next  recognize  Mr.  Skardon. 

STATEMENT  OF  STEVE  SKARDON,  LEGISLATIVE  REPRESENTA- 
TIVE, ON  BEHALF  OF  MICHAEL  C.  NAVE,  PRESIDENT,  NA- 
TIONAL ASSOCIATION  OF  RETIRED  FEDERAL  EMPLOYEES 

Mr.  Skardon.  Mr.  Chairman,  I  am  here  today  on  behalf  of  Mi- 
chael Nave,  who  is  the  president  of  the  National  Association  of 
Retired  Federal  Employees.  Since  he  is  out  of  town  this  morning,  I 
ask  that  his  statement  be  included  in  the  record  of  these  hearings. 

In  the  interest  of  time,  I  would  simply  like  to  summarize  the 
major  points  of  Mr.  Nave's  statement. 

Mr.  Chairman,  I  am  sure  you  are  aware  that  our  membership 
continues  to  oppose  universal  social  security  coverage.  Our  opposi- 
tion to  this  proposal  is  based  on  our  belief  that  social  security  is 
fundamentally  unstable  and  unreliable.  For  us  to  take  any  position 
short  of  this  would  be  irresponsible.  The  fact  that  the  administra- 
tion is  proposing  cuts  in  social  security,  and  that  this  subcommittee 
is  considering  other  benefit  reductions  only  3  years  after  the  Social 
Security  Amendments  of  1977  supposedly  put  the  system  on  a 
sound  financial  footing,  attests  to  the  validity  of  our  concerns. 

Mr.  Chairman,  we  find  it  difficult  to  believe  that  the  real  issue 
here  is  universal  coverage.  The  impetus  behind  public  debate  on 
this  question  is  an  underlying  national  uncertainty  over  the  basic 
purpose  of  social  security.  Until  there  is  a  fundamental  restructur- 
ing of  the  program,  until  there  is  some  specific  direction  and  defini- 
tion given  to  social  security  and  the  method  in  which  it  is  financed, 
it  seems  to  me  that  it  will  be  impossible  to  determine  whether  it 
should  be  ' 'universal' '  in  scope. 

Our  association  views  attempts  by  Congress  to  bring  Federal 
workers  under  social  security  as  a  financial  '  'quick  fix"  designed  to 
provide  short-term  financing  for  a  system  desperately  in  need  of 
long-term  overhaul.  We  would  agree  that  in  the  short  run,  univer- 
sal coverage  would  bring  in  new  revenue  to  the  system,  but  in  the 
long  run  Congress  would  be  doing  little  more  than  adding  new 
participants  to  an  already-overburdened  system,  and  postponing 
critical  choices  which  must  be  made  to  put  the  system  on  sound 
footing. 

For  Congress  to  put  social  security  on  a  sound  footing  means 
restructuring  benefits  and  the  financing  of  those  benefits  in  such  a 
way  as  to  separate  components  designed  to  provide  retirement 
income  from  those  components  intended  to  provide  social  adequacy. 
Because  these  two  objectives  are  so  entirely  unrelated,  it  makes  no 
sense  that  they  should  be  combined  into  the  same  benefit  structure 
or  financing  arrangements. 

We  do  think  that  this  subcommittee  should  carefully  consider 
the  idea  of  general  revenue  financing  for  those  aspects  of  social 
security  which  provide  social  adequacy.  We  do  believe  in  the  con- 
tributory nature  of  the  retirement  components,  but  we  also  believe 
that  the  benefit  structure  should  be  reformed  to  more  adequately 
reflect  contributions  and  years  of  service. 
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Federal  annuitants,  who  also  receive  social  security,  are  often 
singled  out  as  a  drain  on  the  finances  of  the  system  because  their 
less-than-full-career  participation  in  the  system  makes  some  of 
them  eligible  for  benefits  which  were  partially  intended  for  low- 
income  workers  who  are  entitled  to  higher  rates  of  replacement  in 
the  benefit  structure.  If  social  security's  benefit  structure  were 
linked  directly  to  years  of  service  and  levels  of  contributions,  this 
would  not  be  a  problem.  Federal  retirees  are  not  asking  for  benefits 
intended  for  low-income  persons.  They  only  ask  that  they  be  al- 
lowed to  receive  those  benefits  which  they  truly  have  earned  and 
paid  for. 

I  might  say  we  agree  with  Professor  Cohen  on  his  theory  of  a 
compact  or  a  moral  obligation  regarding  the  Government's  commit- 
ment to  make  good  on  social  security  benefits  and  other  Federal 
retirement  benefits.  Without  that  kind  of  moral  compact  or  under- 
standing between  Government  and  citizens,  I  doubt  any  program  of 
this  nature  would  have  any  kind  of  public  support  or  credibility 
whatsoever. 

We  also  urge  this  subcommittee  to  avoid  making  any  changes  in 
either  the  Federal  retirement  system  or  the  social  security  pro- 
gram which  would  retroactively  deny  any  retired  person  a  benefit 
now  being  received.  Similarly,  we  would  vigorously  oppose  any 
proposal  which  specifically  singles  out  persons  with  public  retire- 
ment income  for  reductions  in  benefits  not  applicable  to  all  others. 

That  brings  me  to  my  final  point,  Mr.  Chairman,  in  asking  this 
subcommittee  to  make  some  effort  to  alleviate  the  hardships  im- 
posed on  thousands  of  soon-to-be-retired  persons  who  had  the  mis- 
fortune to  be  married  to  someone  entitled  to  public  retirement 
income.  As  you  are  aware,  Mr.  Chairman,  these  people  now  see 
their  spouse  and  survivor  benefits  under  social  security  virtually 
wiped  away  by  a  highly  unfair  provision  of  the  1977  amendments, 
which  offsets  these  benefits  against  public  retirement  income. 

We  would  encourage  the  subcommittee  to  take  a  look  at  the 
situation  and  find  some  alternative  to  help  these  people  many  of 
whom  have  been  absolutely  devastated  by  the  offset  provision. 

With  that,  I  conclude  our  remarks. 

[The  prepared  statement  follows:] 

Statement  of  Michael  C.  Nave,  President,  the  National  Association  of 
Retired  Federal  Employees 

Mr.  Chairman,  I  am  Michael  C.  Nave,  President  of  the  National  Association  of 
Retired  Federal  Employees.  For  nearly  60  years,  our  Association  has  represented 
the  interests  of  retired  Federal  employees,  their  spouses,  and  survivors.  We  have  a 
dues-paying  membership  of  435,000,  representing  the  concerns  of  1.5  million  Federal 
annuitants.  In  the  past  year,  our  membership  has  increased  by  nearly  60,000 — a  - 
figure  I  believe  is  indicative  of  a  growing  concern  among  Federal  retirees  through- 
out the  country  about  the  future  of  our  nation's  retirement  policies.  We  welcome 
the  interest  of  this  Committee  in  exploring  these  issues  of  social  security  financing, 
which  are  of  such  importance  to  so  many  Americans. 

Today,  I  have  chosen  to  limit  my  remarks  to  the  issue  of  universal  social  security 
coverage  and  its  implications  for  the  future  of  the  social  security  system. 

As  I  begin,  there  is  one  point  which  I  must  mention  to  put  these  issues  in 
perspective. 

I  believe  it  should  be  a  matter  of  national  policy  that  any  and  all  commitments 
made  by  any  public  or  private  sector  employer  or  the  Federal  government  to 
provide  employees  with  specific  retirement  benefits  should  be  considered  a  binding 
obligation.  This  obligation  should  be  particularly  binding  on  the  Federal  govern- 
ment as  the  administrator  of  the  social  security  program.  To  suggest  otherwise 
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would  constitute  a  serious  breach  of  trust.  The  word  of  an  employer  to  his  employ- 
ees must  be  considered  inviolable.  The  word  of  the  Federal  government  must  be 
considered  equally  sacred  if  any  of  its  retirement  income  programs  are  ever  to  merit 
the  confidence  and  support  of  the  workers  and  retirees  of  this  country.  Discussion  of 
changes  in  retirement  benefits  must  apply  only  to  those  to  whom  commitments  of 
retirement  benefits  have  not  yet  been  made.  And  now,  permit  me  to  turn  to  the 
issue  at  hand. 

Our  Association  opposes  any  form  of  social  security  coverage  for  present  or  future 
employees  of  the  Federal  government.  Furthermore,  we  vigorously  object  to  any  and 
all  proposals  which  would  offset  or  effectively  deny  social  security  benefits  earned 
by  workers  by  the  amounts  of  their  public  or  private  retirement  income. 

Since  I  went  to  work  for  the  Federal  government  in  1924,  I  have  seen  this  issue  of 
universal  coverage  surface  seriously  in  Congress  on  eight  occasions.  Each  time,  after 
studying  the  facts  of  the  issue,  Congress  rejected  the  idea.  As  recently  as  last  spring, 
the  Republican  National  Committee  announced  that  after  a  careful  review,  it  would 
oppose  mandatory  universal  social  security  coverage.  And  even  more  recently,  Patri- 
cia Harris,  the  former  Secretary  of  HHS,  after  reading  the  report  of  the  Universal 
Social  Security  Study  Group,  created  under  Public  Law  95-216,  rejected  its  chair- 
man's personal  recommendations  on  universal  coverage  and  issued  the  report  with- 
out taking  a  position. 

I  am  confident  that  after  examination  of  the  facts,  your  Committee  also  will  come 
to  a  similar  conclusion. 

The  issue  here  is  not  universal  coverage.  The  real  impetus  behind  current  public 
debate  is  fundamental  uncertainty  over  the  basic  purpose  of  the  social  security 
program.  Mr.  Chairman,  your  Committee  could  render  no  greater  service  to  this 
country  than  to  propose  a  specific  overhaul  of  social  security  to  give  it  future 
direction  and  definition.  Until  there  is  some  general  political  consensus  on  this 
point,  how  can  we  determine  whether  the  program  should  be  "universal"  in  scope? 

Let  me  point  out  that  membership  in  the  Federal  retirement  system  is  a  condition 
of  employment.  Federal  employees  pay  seven  percent  of  their  entire  salary  to  Civil 
Service  Retirement,  whereas  the  social  security  rate  for  employees  and  employers  in 
1980  is  6.65  percent  of  employee's  wages  only  up  to  $29,700. 

The  Federal  government  contributes  to  the  fund.  In  so  doing,  the  government 
becomes  a  fiduciary,  with  the  joint  funds  held  in  trust  for  the  ultimate  annuity  of 
the  employee.  These  circumstances  create  a  contract  between  the  employer  and  the 
employed. 

Andrew  E.  Ruddock,  former  official  of  the  Federal  Civil  Service  Retirement 
System,  holds  the  view  that  in  non-legal  terms,  the  law  says  that  Civil  Service 
retirement  benefits  are  deferred  compensation,  and  the  salary  of  a  Federal  employ- 
ee has  not  been  paid  in  full  until  the  benefits  have  also  been  paid. 

Federal  retirement  was  designed  to  provide  an  adequate  retirement  income  for  a 
career  employee  required  to  pay  retirement  dues.  When  created  in  1920,  there  were 
few  retirement  plans  in  private  industry  and  only  10  percent  of  the  work  force  was 
protected  by  a  pension  program.  Civil  Service  retirement  provided  Federal  employ- 
ees a  genuine  retirement  plan  with  full  retirement  protection. 

Social  security  was  conceived  as  an  old-age  income  base  only  for  the  majority  of 
non-pensioned  workers  with  an  understanding  they  would  supplement  their  retire- 
ment income  floor  through  personal  savings,  investment  or  membership  in  an 
independent  retirement  plan. 

Although  social  security  originally  offered  only  old-age  benefits,  it  has  been  ex- 
panded to  include  many  non-retirement  benefits  of  a  social  welfare  nature.  In  1939, 
benefits  for  dependents  and  survivors  were  added.  Disability  benefits  were  added  in 
1956,  and  benefits  for  dependents  and  survivors  of  disabled  persons  were  added  in 
1958.  Medical  benefits  were  offered  in  1965  to  those  65  and  older,  along  with  special 
benefits  for  certain  persons  age  72  and  over.  The  program  was  again  expanded  in 
1972  to  include  supplemental  income  benefits  for  the  aged,  with  entitlement  based 
on  need. 

These  expanded  benefits  have  enlarged  the  original  concept  to  a  point  where 
social  security  favors  the  needy  at  the  expense  of  the  achiever.  Experts  warn  that 
any  program  designed  to  serve  both  pension  requirements  and  welfare  requirements 
is  doomed  to  financial  trouble. 

Our  opposition  to  having  our  retirement  system  combined  with  social  security  is 
based  on  the  fact  that  social  security  is  not  a  retirement  program.  A  retirement 
program  pays  out  proportional  benefits  strictly  on  the  basis  of  career  contributions 
and  years  of  service.  A  retirement  program  is  one  which  rewards  those  who  work. 
The  longer  one  works,  the  better  the  benefits.  Retirement  income  is  not  a  gift,  it  is  a 
benefit  earned  from  long,  faithful  service. 
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Eventually,  Congress  must  address  the  issue  of  restructing  social  security.  The 
country  simply  cannot  afford  to  continue  to  maintain  social  security's  retirement 
components  through  the  same  mechanisms  as  it  does  the  social  adequacy  aspects.  In 
recent  years,  the  program's  funding  mechanisms  have  proven  inadequate  and  in 
need  of  constant  bailing  out. 

Alicia  Munnell,  an  expert  in  the  social  security  field,  believes  "that  so  long  as  the 
social  security  program  hovers  between  goals  of  individuals  equity  and  social  ade- 
quacy, it  will  remain  prone  to  inefficiencies  and  inequities  because  it  will  contain 
aspects  that  are  irrational  to  the  attainment  of  either  goal." 

If  this  assessment  is  not  enough  to  terrify  retirees,  the  political  nature  of  the 
benefit  structure  surely  does. 

Under  social  security,  employees  have  no  rights.  The  old  adage,  "What  Congress 
giveth,  Congress  can  taketh  away,"  is  quite  literally  the  fact  under  social  security. 
No  worker  can  be  certain  that  he  or  she  will  actually  receive  the  benefits  which 
have  been  promised.  Workers  have  no  legal  claims  to  these  benefits.  In  fact,  I  am 
sure  you  are  aware  of  a  Lou  Harris  poll  which  indicated  that  42  percent  of  the 
people  questioned  said  they  had  "hardly  any  confidence  at  all"  that  they  would  get 
promised  benefits  when  they  retired. 

The  Federal  retirement  system,  which  is  one  of  the  oldest  in  the  country,  contin- 
ues to  be  sound  and  stable.  Its  funds  are  flourishing  at  a  level  slightly  greater  than 
$60  billion.  The  amount  increases  each  year.  Private  sector  consultants  in  March  of 
1977  confirmed  that  under  the  present  financing  structure,  this  system  will  contin- 
ue to  meet  its  obligations  for  the  next  50  years,  which  is  as  far  as  any  actuary  is 
willing  to  forecast. 

The  Federal  retirement  system  provides  a  full  retirement  income  for  career 
workers.  Its  stability  and  promise  of  retirement  security  has  been  and  remains  a 
major  factor  in  attracting  highly  qualified  individuals  into  Federal  service.  To 
jeopardize  the  soundness  of  this  system  by  making  it  dependent  on  a  program  as 
unstable  as  social  security  would  be  a  travesty. 

To  date,  I  have  seen  no  analysis  of  this  issue  which  indicates  that  social  security 
coverage  could  be  implemented  for  Federal  employees  without  either  a  reduction  in 
benefits  or  increased  costs  to  the  worker,  the  employer,  and  the  American  taxpayer. 
I  have  seen  no  evidence  that  universal  coverage  will  improve  the  long  term  finan- 
cial stability  of  the  social  security  system,  or  will  not  jeopardize  the  integrity  of  the 
Federal  retirement  system. 

Furthermore,  I  seriously  question  whether  bringing  additional  participants  into 
an  ailing  system  will  not  simply  compound  present  financing  deficiencies  in  the 
future.  Common  sense  tells  us  that  a  government  program,  already  overburdened  by 
too  many  beneficiaries,  is  not  going  to  be  put  back  in  shape  by  adding  six  million 
more  to  its  rolls.  I  am  sure  there  are  many  reasons  for  the  current  ailments  in  the 
social  security  trust  funds,  but  I  can  assure  you,  Mr.  Chairman,  that  too  few 
participants  is  not  one  of  them.  As  you  look  over  the  history  of  the  program,  you 
will  quickly  discover,  as  did  I,  that  as  Congress  expanded  social  security  coverage  to 
include  a  greater  segment  of  the  Nation's  work  force,  the  program  deficits  and 
payroll  taxes  required  to  finance  benefits  grew  proportionately.  Don't  be  misled  by 
those  who  argue  that  universal  coverage  will  ease  the  financing  difficulties  of  social  , 
security.  History  and  common  sense  are  against  them.  Universal  coverage  might 
mean  a  short-term  infusion  of  new  money  to  the  system,  but  in  the  long  run,  it  will 
only  postpone  critical  choices  our  society  must  face. 

In  April  1979,  Bob  Bynum,  Acting  Deputy  Commissioner  of  Social  Security,  told 
Congress:  "The  notion  of  bringing  Federal  employees  into  the  social  security  system 
as  a  windfall  *  *  *  to  the  social  security  system  to  keep  it  from  going  broke  *  *  *  is 
just  not  factual." 

When  Bynum  was  asked  if  universal  coverage  would  relieve  social  security's 
funding  problems,  his  answer  was,  "No,  it  would  not." 

According  to  Thomas  Tinsley,  recently  retired  Director  of  the  old  Civil  Service 
Commission's  Bureau  of  Retirement  Insurance  and  Occupational  Health,  social 
security  coverage  of  Federal  employees  "will  cost  somebody  and  arm  and  a  leg." 

And  what  of  the  impact  of  universal  coverage  on  taxes  and  Federal  spending? 

As  you  are  aware,  Mr.  Chairman,  Federal  annuities  are  taxable  at  all  levels  of 
government;  social  security  benefits  are  not.  In  1977,  Civil  Service  retirees  paid 
taxes  on  $9  billion  in  retirement  benefits  received.  Social  security,  on  the  other 
hand,  paid  out  more  than  $85  billion  in  tax-free  benefits.  If  civil  servants  are 
brought  under  social  security,  tax  collectors  at  the  Federal,  State  and  local  levels 
would  have  to  look  elsewhere  for  the  revenues  lost.  Based  on  the  latest  data 
available  from  the  Office  of  Personnel  Management,  Federal  retirees  and  survivors 
were  voluntarily  having  $46.8  million  per  month,  or  $561.6  million  per  year,  with- 
held from  their  annuities  for  Federal  taxes  alone.  The  total  Federal,  State  and  local 
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income  taxes  paid  by  Federal  retirees  is,  in  all  probability,  much  larger  than  one 
billion  dollars  per  year. 

Furthermore,  if  the  two  systems  are  merged,  the  Government  as  a  major  employ- 
er would  have  to  supplement  social  security  with  some  sort  of  retirement  plan  for 
Federal  employees  as  is  the  custom  in  private  industry.  How  much  will  such  a 
system  cost?  Will  it  be  more  or  less  expensive?  Can  it  guarantee  the  same  level  of 
benefits  without  increased  costs? 

Mr.  Chairman,  social  security  and  Federal  retirement  have  been  kept  separate 
and  apart  for  45  years  as  a  matter  of  policy.  Our  Association  urges  that  they  be 
maintained  as  such  as  a  matter  of  national  pension  policy. 

Advocates  of  universal  coverage  argue  that  it  is  improper  for  an  individual  to 
receive  dual  benefits  from  Federal  retirement  and  social  security  as  a  result  of 
secondary  employment  under  social  security.  Such  dual  benefits  are  characterized 
as  "windfalls"  and  the  recipients  as  "double  dippers." 

The  implication  of  unfairness  is  in  itself  an  admission  of  a  fundamental  flaw  in 
the  social  security  benefit  formula  which  pays  the  highest  relative  benefit  (70 
percent  income  replacement)  to  the  worker  who  has  contributed  the  least,  and  the 
lowest  relative  benefit  (30  percent)  to  the  person  who  has  contributed  the  most.  If 
benefits  were  keyed  to  actual  earnings  and  contributions,  no  "windfall"  would  exist. 

If  a  retiree  has  earned  social  security  benefits  for  employment  before,  during,  or 
after  government  employment,  he  or  she  is  entitled  to  receive  such  benefits.  Since 
contributions  to  social  security  are  mandatory,  benefits  must  be  considered  earned 
for  any  worker  who  meets  the  requirements.  Any  offset  or  denial  of  these  benefits  is 
a  basic  violation  of  the  integrity  of  this  system. 

The  benefits  should  be  keyed  to  actual  earnings  and  service,  in  which  case  the 
individual  with  low  social  security  credits  would  receive  a  minor  benefit,  and  the 
person  with  high  credits  would  earn  a  major  benefit. 

Our  Association  would  never  argue  that  Federal  retirees  should  be  entitled  to 
benefits  specifically  created  to  help  low-income  workers.  If  Congress  is  concerned 
about  Federal  retirees  receiving  weighted  benefits,  it  can  simply  "un weight"  them. 
However,  we  vigorously  object  to  being  denied  basic  benefits  for  which  we  contribut- 
ed and  earned,  according  to  law,  just  like  every  other  worker. 

I  must  add  that  our  Association  vigorously  opposes  targeting  changes  in  the 
minimum  benefit  solely  at  public  retirees.  Furthermore,  we  strongly  resent  any 
attempt  by  Congress  to  make  changes  in  the  minimum  benefit — or  for  that  matter, 
any  retirement  benefit — in  a  retroactive  manner.  Older  Americans  have,  in  essence, 
been  assured  that  they  can  count  on  the  Federal  government  for  retirement  income 
once  they  begin  receiving  benefits  they  have  earned.  For  Congress  to  chisel  away  at 
retirees'  present  incomes  would  be  heartless  and  irresponsible. 

The  members  of  my  Association  are  also  deeply  concerned  about  the  impact  of  the 
current  offset  of  spouse  and  survivor  benefits  against  earned  public  retirement 
income.  As  many  of  the  members  of  this  Subcommittee  are  aware,  the  Social 
Security  Amendments  of  1977  contained  an  obscure  and  awkward  provision  which 
effectively  eliminated  spouse  and  survivor  benefits  for  social  security  workers  whose 
spouses  had  income  from  public  retirement  systems.  The  offset  became  effective  for 
male  spouses  in  December  of  1977,  while  it  becomes  effective  for  female  spouses  in 
December  1982. 

The  inequity  of  this  situation  is  obvious.  Why  is  it  that  spouses  of  public  employ- 
ees are  denied  the  same  benefits  as  those  whose  spouses  did  not  work  for  the 
government?  Were  they  not  required  to  pay  the  same  payroll  taxes?  Are  they  not 
entitled  to  the  same  measure  of  protection? 

The  severity  of  this  provision  has  perpetuated  great  hardships  on  may  individuals 
who  have  lost  as  much  as  half  of  the  retirement  income  they  had  counted  on. 

Furthermore,  the  administration  of  this  provision  by  the  Social  Security  Adminis- 
tration has  been  chaotic  and  nightmarish. 

Thousands  of  retirees  were  told  they  qualified  for  these  benefits  and  actually 
received  them  only  to  be  told  as  much  as  a  year  later  that  SSA  had  made  a  mistake 
and  that  the  money  would  have  to  be  returned.  Other  applicants,  who  were,  and 
still  are,  qualified  for  the  spouse  benefits  were  turned  away  from  social  security 
offices  across  the  country  and  told  that  they  were  ineligible.  SSA  has  been  incredi- 
bly slow  in  responding  to  this  situation,  and  many  of  its  offices  continue,  in  error,  to 
tell  prospective  applicants  that  they  are  or  will  be  ineligible  for  spouse  or  survivor 
benefits. 

Permit  me  the  opportunity  to  cite  the  case  of  a  Mr.  Brown  of  our  Association,  who 
attempted  to  apply  for  spouse  benefits  under  this  wife's  social  security  in  July  1977. 

At  that  time,  Mr.  Brown  was  legally  entitled  to  the  spouse  benefits,  but  was  told 
by  his  social  security  office  that  he  was  not  eligible  and  need  not  apply.  In  Decem- 
ber 1977,  Mr.  Brown  again  sought  to  apply  for  his  spouse  benefits  and  was  told  that 
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he  was  indeed  eligible  for  them.  In  fact,  he  was  no  longer  eligible  since  Congress 
had  just  passed  this  controversial  provision,  which  offset  the  spouse  benefits  against 
his  Federal  retirement  income.  He  would  have  been  eligible  if  he  had  applied  before 
December  1977  as  he  had  attempted  to  do.  In  May  1978,  Mr.  Brown  received  a 
certificate  confirming  that  he  was  entitled  to  the  benefits,  along  with  his  first  check. 
In  September  1978  SSA  informed  Mr.  Brown  that  he  was  not  eligible  for  spouse 
benefits  and  would  have  to  repay  the  benefits  he  had  received  based  on  ineligibility 
since  December  1977.  When  Brown  protested  that  he  had  in  good  faith  attempted  to 
apply  for  the  benefits  in  July  1977,  when  he  was  legally  entitled  to  them,  he  was 
told  by  SSA  "There  is  no  provision  in  the  Social  Security  Act  which  permits  the 
establishment  of  a  filing  date  based  upon  an  oral  inquiry  even  if  a  claimant  is 
misinformed  by  a  representative  of  the  Social  Security  Administration." 

Mr.  Chairman,  in  closing  I  want  to  thank  you  for  the  opportunity  to  appear  here 
today  and,  in  particular,  I  want  you  to  know  how  much  we  appreciate  the  efforts  of 
your  excellent  staff  in  working  with  our  Association  on  issues  of  interest  to  our 
members. 

[The  following  was  subsequently  submitted  by  Mr.  Skardon:] 
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ii. 


*  D. 
E. 
F, 


CIVIL  SERVICE  RETIREMENT  AND  DISABILITY  SYSTEM 
RECEIPTS  AND  DISBURSEMENTS 
FISCAL  YEAR  1979 


RECEIPTS 
Employee  Contributions  from: 

Salary  deductions  $3 , 386 , 846 , 304' 

Reemployed  annuitants   22-, 384, 503 

Service  credit  deposits  and 

redeposits   37,064,068 

Voluntary  contributions    236,567 


Total- 


is,446, 531, 442 


Government  Contributions  for: 

Agency  Contributions  $3 ,388,688,017 

Postal  Service  payments   657,793,100 

Amortization  of  pay  and  benefit 

liberalizations  since  1969   2,439,562,000 

Interest  on  unfunded  liability   5,584,500,000 

Military  service  credits   793,800,000 

Annuities  under  special  acts   1,076,000 


Total- 


•$12,865,419,117 


III.    Interest  and  Profit  on  Investments 


of  Fund  

Recap  of  Receipts 

Employees  

Government  

Interest  ■  


TOTAL  RECEIPTS- 


$  4,233,888,381 


-$  3,446,531,442 

-  12,865,419,117 

-  4,233,888,381 

$20,545,838,940 


I.  A 
A. 


DISBURSEMENTS 
Payments  for: 


Retiree  annuities-$10, 571 , 172 , 538 

B.  Survivor  annuities-  1,617,917,155 

C.  Refunds  and  death 

claims   378,241,599 

D.  Transfers  to  other 

systems   578,128 

E.  Administrative  exp.  24,647,157 


TOTAL  DISBURSEMENTS— $12 , 592 , 556 , 577 


TOTAL  RECEIPTS 
TOTAL  DISBURSEMENTS 


GAIN  IN  FUND  ASSETS 

BALANCE  IN  FUND  AT  END  OF  FY  '79 


$20,545,838,940 
12,592,556,577 

$  7,953,282,363 

$64,276,100,950 


*    The  unfunded  liability  results  almost  exclusively  from:  1)  government's  failure 
to  meet  its  obligations  to  the  Fund  in  the  early  years,  and  2)  inflation.  Inflation 
has  caused  pay  raises  resulting  in  higher  initial  annuities  and  has  triggered  cost- 
of-living  increases,  both  causing  the  unfunded  liability  to  grow.     A  1969  amendment 
to  the  CSR  Law  provided  that  the  Government  pay  interest  on  the  unfunded  liability, 
beginning  at  10  percent  in  1970  and  reaching  100  percent  by  1979.     The  Board  of 
Actuaries  and  the  Comptroller  General  of  the  U.  S.  have  held  that  present  retirement 
contributions  of  Federal  employees,  when  compared  with  contributions  of  workers  in  the 
private  sector,  should  not  be  increased,  but  abnormal  costs  outlined  above  should  be  paid 
by  the  Government. 
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Mr.  Archer.  The  Chair  recognizes  next  a  former  member  of  the 
Joint  Tax  Committee  staff.  We  are  pleased  to  have  you  before  the 
Social  Security  Subcommittee,  Mr.  Warden. 

Mr.  Warden.  Thank  you,  Mr.  Archer.  I  appreciate  the  opportuni- 
ty to  be  here  today. 

STATEMENT  OF  ROBERT  A.  WARDEN,  COUNSEL,  OPPOSE— A 
VOLUNTARY  ASSOCIATION  OF  PUBLIC  EMPLOYEES  IN  THE 
STATE  OF  COLORADO 

Summary 

1.  OPPOSE  believes  that  it  is  essential  to  preserve  the  integrity  of  our  federalist 
form  of  government  and  that  the  extension  of  the  Social  Security  System  to  the 
state  and  local  governments  on  an  involuntary  basis  would  destroy  the  capacity  of 
state  and  local  governments  to  structure  their  own  employment  relationships  with 
their  employees.  For  similar  reasons,  OPPOSE  believes  that  the  right  of  state  and 
local  governments  to  withdraw  from  the  Social  Security  System  upon  reasonable 
notice  must  be  preserved. 

2.  Involuntary  inclusion  of  state  and  local  governments  under  the  federal  Social 
Security  System  would  be  unconstitutional  because  it  would  violate  the  principle  of 
federalism,  most  recently  reaffirmed  by  the  United  States  Supreme  Court  in  Nation- 
al League  of  Cities  v.  Usery,  426  U.S.  833  (1976),  which  held  that  state  and  local 
governments  could  not  be  compelled  to  accept  federal  minimum  wage/maximum 
hour  standards  because  this  would  interfere  with  the  fundamental  right  of  the 
states  to  shape  and  determine  employment  relationships  with  their  employees. 

3.  Congress  may  not  circumvent  this  principle  of  federalism  by  imposing  a  dis- 
criminatory tax  on  state  employees  (taxing  them,  in  effect,  as  self-employed  individ- 
uals) when  the  impact  of  such  an  indirect  attack  on  the  state's  right  to  set  the  terms 
and  conditions  of  state  employment  would  be  just  as  severe  as  a  direct  tax  upon  the 
state  itself. 

4.  Taxation  of  state  employees,  whose  states  elect  not  to  come  under  the  Social 
Security  System,  at  a  rate  in  excess  of  the  rate  imposed  on  all  other  employees,  is 
discriminatory  and  violates  the  equal  protection  clause  of  the  United  States  Consti- 
tution. 

5.  Mandatory  inclusion  of  state  and  local  governmental  units  under  the  Social 
Security  System  will  not  solve  either  the  short  term  or  long  term  financial  problems 
of  the  System.  To  the  extent  that  there  are  any  financial  gains  to  the  System  from 
such  mandatory  inclusion,  these  gains  can  be  achieved  through  other  means,  such 
as  elimination  of  the  windfall  benefit. 

Mr.  Warden.  Good  afternoon,  Mr.  Chairman  and  members  of  the 
committee. 

My  name  is  Robert  A.  Warden.  I  am  a  member  of  the  Washing- 
ton, D.C.,  law  firm  of  Peabody,  Rivlin,  Lambert  &  Meyers.  I  am 
testifying  here  today  on  behalf  of  OPPOSE. 

OPPOSE  is  a  corporation  which  is  organized  in  Colorado.  Cur- 
rently the  board  of  directors  of  OPPOSE  consists  of  representatives 
of  virtually  all  of  the  public  employee  retirement  associations  in 
Colorado,  both  at  the  State  and  local  levels.  OPPOSE  is  financed 
through  the  voluntary  contributions  of  individual  government  em- 
ployees. Thus  far,  over  5,000  individuals  have  made  voluntary  con- 
tributions to  the  organization  in  amounts  ranging  from  $1  to  $250. 
The  vast  majority  of  these  contributions  are  in  relatively  small 
amounts.  The  fact  that  so  many  individuals  have  been  willing  to 
contribute  to  OPPOSE  on  a  voluntary  basis  reflects  the  depth  of 
commitment  which  those  individuals  must  feel  in  supporting  the 
objectives  of  OPPOSE. 

While  OPPOSE  is  organized  in  Colorado,  membership  in 
OPPOSE  is  open  to  any  State  or  local  governmental  association 
which  shares  its  basic  objectives.  At  the  moment,  efforts  are  active- 
ly underway  to  form  similar  groups  in  other  States  which  have 
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significant  numbers  of  employees,  either  at  the  State  or  local  level, 
who  are  not  currently  covered  under  the  social  security  system,  or 
which  have  evidenced  the  desire  to  withdraw  from  that  system. 

The  basic  objective  of  OPPOSE  is  to  preserve  the  integrity  of 
soundly  financed  State  and  local  government  retirement  systems. 
OPPOSE  also  wishes  to  preserve  the  right  of  State  and  local  gov- 
ernments, which  is  granted  under  the  United  States  Constitution, 
to  preserve  their  independence  and  separate  status,  by  determining 
the  basic  nature  of  the  employment  arrangement  between  the 
State  or  local  governmental  unit  and  its  employees. 

OPPOSE  therefore  will  strongly  resist  any  attempt  to  include 
State  or  local  governmental  units  under  the  Federal  Social  Secu- 
rity System  on  an  involuntary  basis.  OPPOSE  also  believes  that 
the  fundamental  right  of  State  and  local  governments  to  withdraw 
from  the  system  upon  reasonable  notice  must  be  preserved. 

THE  STATES'  RIGHTS  ISSUE 

The  principle  of  federalism,  or  States'  rights,  is  embodied  in  the 
10th  amendment  to  the  Constitution  and  is  one  of  the  bulwarks  of 
our  republican  form  of  government. 

The  Advisory  Council  on  Intergovernmental  Relations  recently 
issued  a  report,  dated  December  1980,  on  State  and  local  pension 
systems,  which  unambiguously  recommended  "that  the  Congress 
resist  pressures  to  mandate  compulsory  Social  Security  coverage  of 
State  and  local  employees." 

The  Commission's  report  reasoned  that: 

If  States  are  to  have  any  claim  to  independence  within  our  Federal  system,  they 
must  be  free  to  control  all  of  the  basic  components  of  their  employees  compensa- 
tion. 

The  report  also  recommended  that: 

In  order  to  assure  that  State  and  local  governments  continue  to  have  sufficient 
latitude  in  controlling  their  employees'  compensation,  the  Commission  recommends 
that  Congress  neither  eliminate  nor  place  additional  limitations  on  the  existing 
provision  for  State-local  withdrawal  from  social  security. 

These  recommendations  and  conclusions,  we  respectfully  submit, 
are  correct  and  recognize  the  important  States'  rights  issue  which 
is  at  stake  in  any  consideration  of  involuntary  inclusion  of  State 
and  local  governments  under  the  social  security  system. 

Among  the  most  important  decisions  which  the  States  must  be 
free  to  make  are  those  relating  to  the  retirement  benefits  that  are 
provided  to  their  employees.  Any  direct  or  indirect  Federal  inter- 
ference with  this  fundamental  right  would  seriously  undermine  the 
autonomy  of  the  States. 

THE  RIGHT  TO  WITHDRAW  FROM  THE  SYSTEM 

OPPOSE  believes  that  State  and  local  governments  should  retain 
the  right,  already  afforded  under  present  law,  to  elect  coverage 
under  the  social  security  system  and  to  withdraw  that  election  as 
circumstances  may  warrant.  It  would  be  inequitable  to  remove  or 
restrict  the  withdrawal  option,  because  many  State  and  local  gov- 
ernments may  have  entered  the  social  security  system  only  on  the 
condition  that  they  could  withdraw  in  the  future  if  the  system's 
benefits  and  costs  no  longer  suit  their  purpose. 
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Present  law  already  imposes  certain  restrictions  on  the  right  of 
State  and  local  governments  to  withdraw  from  the  system.  Under 
these  rules,  the  employee  group  must  have  at  least  5  years  of 
coverage  in  social  security  and  the  State  must  give  the  Federal 
Government  notice  of  intent  to  withdraw  2  years  in  advance  of  the 
actual  withdrawal  from  the  system. 

These  safeguards  are  sufficient  to  protect  the  interests  of  all 
parties  concerned,  and  no  additional  restrictions  or  limitations  on 
the  rights  of  State  and  local  governments  to  withdraw  from  the 
social  security  system  are  necessary. 

THE  CONSTITUTIONAL  ISSUE 

Proposals  for  the  mandatory  inclusion  of  State  and  local  govern- 
ments under  the  social  security  system  on  an  involuntary  basis 
would  be  unacceptable  for  a  variety  of  reasons. 

First,  and  most  important,  involuntary  coverage  of  State  and 
local  governments  would  violate  the  principles  of  federalism  and 
States'  rights  in  the  most  fundamental  way  by  interfering  with  the 
ability  of  the  State  or  local  government  to  attract  and  hold  the 
type  and  quality  of  employees  necessary  to  implement  governmen- 
tal policies  and  to  deliver  essential  services  traditionally  provided 
by  the  States.  Such  an  interference  would  be  devastating  to  the 
States,  and,  therefore,  most  unwise. 

Second,  if  involuntary  inclusion  of  State  and  local  governments 
under  the  social  security  system  were  to  be  attempted,  this  type  of 
action  would  most  certainly  be  unconstitutional. 

The  constitutional  question  is  considered  in  substantially  more 
detail  in  a  brief  prepared  for  OPPOSE  and  attached  as  an  appendix 
to  this  testimony.  As  that  discussion  shows,  an  unbroken  line  of 
precedent  beginning  with  the  Federalist  Papers  and  culminating 
most  recently  in  the  decision  of  the  United  States  Supreme  Court 
in  National  League  of  Cities  v.  Usery,  426  U.S.  833  (1976),  recog- 
nizes that  Congress  may  not  transgress  upon  State  functions  which 
are  "essential  to  separate  and  independent  existence."  The  Court 
has  expressly  recognized  that: 

One  undoubted  attribute  of  State  sovereignty  is  the  States'  power  to  determine 
the  wages  which  shall  be  paid  to  those  whom  they  employ  in  order  to  carry  out 
their  governmental  functions,  what  hours  those  persons  will  work,  and  what  com- 
pensation will  be  provided.  .  .  . 

A  number  of  recent  groups  have  studied  the  issue  of  mandatory 
universal  coverage,  and,  in  particular,  the  possibility  of  extending 
social  security  coverage  on  a  mandatory  basis  to  employees  of  State 
and  local  governments.  Their  various  reports  have  reached  some- 

■  what  differing  conclusions  as  to  the  desirability  of  such  action,  but 
even  those  studies  which  have  shown  some  sympathy  to  the  con- 
cept of  mandatory  universal  coverage  have  admitted  that  any  at- 
tempt to  implement  such  a  policy  on  an  involuntary  basis  by 

,  congressional  statute  would  raise  constitutional  issues  of  the  most 
serious  magnitude. 1 


j  1  See,  for  example,  the  First  Interim  Report  of  the  President's  Commission  on  Pension  Policy 
1  (May,  1980),  p.  35,  which  states: 

i  "The  situation  is  somewhat  more  complex  at  the  state  and  local  government  level.  If  social 
security  coverage  is  extended,  competing  constitutional  claims  will  be  raised  and  would  probably 
have  to  be  settled  in  court.  The  outcome  is  difficult  to  predict  because  the  implications  of  the 
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It  would  be  extraordinarily  unwise  to  attempt  to  solve  the  very 
real  and  legitimate  problems  of  the  social  security  system  by 
means  of  a  device  which  the  courts  would  most  probably  overturn 
on  constitutional  grounds.  There  have  been  some  suggestions;  for 
example,  in  the  Report  of  the  Universal  Social  Security  Coverage 
Study  Group — that  Congress  might  be  able  to  do  indirectly  what  it 
cannot  do  directly  by  taxing  employees  of  State  and  local  govern- 
ments at  a  discriminatory  rate,  for  example,  at  the  rate  which  is 
currently  imposed  on  self-employed  persons. 

Such  a  plan  would  be  highly  inequitable,  since  it  would  mean 
that  employees  of  State  and  local  governments  which  had  elected 
not  to  come  under  the  social  security  system  would  be  taxed  at  a 
higher  rate  than  any  other  employees. 

Moreover,  there  are  strong  indications  in  recent  Supreme  Court 
opinions  that  an  indirect  attack  on  the  principles  of  federalism 
would  be  as  constitutionally  impermissible  as  a  direct  attack.  In 
addition,  the  employees  who  were  affected  would  have  a  strong 
argument,  both  legal  and  equitable,  that  their  own  constitutional 
right  to  equal  protection  would  be  violated  if  they  were  made 
subject  to  a  tax  at  a  discriminatory  rate. 

INVOLUNTARY  COVERAGE  WILL  NOT  SOLVE  THE  FINANCIAL  PROBLEMS 
OF  THE  SOCIAL  SECURITY  SYSTEM 

There  is  no  indication  that  involuntary  coverage  of  State  and 
local  governments  would  solve  any  of  the  fundamental  problems  of 
the  social  security  system.  To  the  extent  that  arguments  for  man- 
datory coverage  of  State  and  local  employees  reflect  a  judgment 
that  some  measure  of  retirement  income  must  be  provided  to  all  i 
working  individuals  in  the  United  States,  these  arguments  are 
misguided  because  those  State  and  local  employees  who  are  cov-! 
ered  under  retirement  plans  sponsored  by  their  local  governmental ! 
units  already  have  such  protection. 

To  the  extent  that  mandatory  coverage  is  intended  to  solve  the 
social  security  system's  short-term  or  long-term  funding  problem,! 
there  is  no  evidence  that  involuntary  inclusion  of  State  and  local 
governmental  units  would  have  any  significant  impact  on  those 
funding  problems.  A  recent  draft  working  paper  by  the  President's 
Commission  on  Pension  Policy  (entitled  "Social  Security  Benefits 
and  Financing  Structure,"  released  January  1981)  concludes  that 
"mandatory  universal  coverage  cannot  be  expected  to  reduce  sig- 
nificantly the  longrun  actuarial  deficit  in  the  social  security 
system,  Because  of  the  negligible  impact  on  the  actuarial  deficit, 
the  issue  of  mandatory  coverage  should  not  be  based  on  financing  ] 
considerations."  *  i 

This  language  is  particularly  significant  because  it  undercuts  the  I 
conclusion  of  the  same  Commission's  first  interim  report,  issued  ir  t 


most  prominent  Supreme  Court  precedents  are  uncertain.  In  some  instances,  the  issues  an  . 
further  complicated  by  provisions  of  state  constitutions  and  by  conflicting  court  rulings." 
The  March  1980  Report  of  the  Universal  Social  Security  Coverage  Study  Group,  p.  xiii,  states 
"Extending  Social  Security  coverage  to  State  and  local  government  employees  would  rais  f 
competing  constitutional  claims.  Congress  may  have  power  to  extend  coverage  under  article  1  ? 
section  8,  of  the  Constitution,  which  grants  Congress  the  power  to  levy  taxes,  to  spend  for  th 
general  welfare,  and  to  regulate  commerce.  States  might  challenge  coverage  as  an  encroach 
ment  on  their  sovereignty,  which  is  protected  by  the  10th  amendment.  Congress  might  overrid  , 
State  sovereignty  through  enforcement  of  the  equal  protection  clause  of  the  14th  amendmem  } 
How  these  competing  constitutional  claims  would  be  resolved  is  unclear." 
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May  1980,  which  had  expressed  sentiment  in  favor  of  mandatory 
universal  coverage.2 

OTHER  ISSUES 

Some  have  argued  that  involuntary  coverage  of  State  and  local 
governments  might  be  desirable  to  eliminate  certain  perceived  in- 
equities in  the  present  system,  particularly  the  so-called  windfall 
benefit  which  may  accrue  to  retired  Government  employees — or 
other  workers — who  are  covered  under  the  social  security  system 
for  only  a  relatively  short  period  of  time  and  then  receive  a  benefit 
which  is  out  of  proportion  to  their  contributions  to  the  system. 

If  inequities  exist,  this  problem  of  the  windfall  benefit,  and  any 
similar  problems  which  may  be  found  to  exist,  should  be  addressed 
directly.  It  is  not  necessary  to  create  a  system  as  cumbersome  and 
as  constitutionally  unacceptable  as  involuntary  universal  coverage 
in  order  to  solve  relatively  minor  technical  problems  which  may 
exist  within  the  social  security  system  today. 

Finally,  involuntary  coverage  of  State  and  local  governmental 
units  would  create  serious  equitable  and  administrative  problems. 
In  all  likelihood,  such  a  system  would  have  to  be  phased  in  over  a 
period  of  many  years  since  it  could  probably  be  applied,  as  a 
matter  of  equity,  only  to  State  and  local  employees  who  were  hired 
after  the  effective  date  of  any  change  in  the  current  system. 

This  would  mean  that  for  a  substantial  period  of  time  State  and 
local  governments  would  have  to  maintain  at  least  a  two-tier  re- 
tirement system,  one  for  individuals  employed  by  the  State  before 
involuntary  coverage  was  implemented,  and  a  completely  separate 
system  for  employees  who  are  covered  under  social  security  and 
whose  retirement  benefits  under  the  State  or  local  government 
plan  would  have  to  be  coordinated  in  some  manner  with  the  social 
security  system. 

CONCLUSION 

As  the  foregoing  testimony  has  demonstrated,  involuntary  exten- 
sion of  the  social  security  system  to  employees  of  State  and  local 
governmental  units  would  be  unwise  as  a  matter  of  policy,  incon- 
sistent with  the  principle  of  federalism  or  States  rights  and  there- 
fore unconstitutional,  and  would  not  provide  any  significant  help 
in  terms  of  strengthening  the  financial  integrity  of  the  social  secu- 
rity system,  even  if  such  involuntary  coverage  could  be  lawfully 
implemented. 

For  all  of  these  reasons,  OPPOSE  therefore  urges  Congress  to 
protect  the  fundamental  right  of  State  and  local  governmental 
units  to  determine  their  own  employment  relationships,  and  be- 
lieves that  Congress  should  strongly  resist  any  suggestions  to  apply 
the  social  security  system  to  employees  of  State  and  local  govern- 
ments on  an  involuntary  basis. 


2  See  also,  the  Report  of  the  Universal  Social  Security  Coverage  Study  Group,  p.  vi,  which 
suggests  that  there  would  be  some  short  term  benefit  to  the  Social  Security  System  resulting 
from  mandatory  universal  coverage.  This  short  term  benefit  would  occur  because,  initially, 
increases  in  revenues  generated  by  the  expanded  coverage  would  exceed  increases  in  disburse- 
ments from  the  System  to  the  newly  covered  workers.  However,  even  this  report  concedes: 

"Because  workers  and  their  employers  would  begin  to  pay  taxes  before  the  workers  become 
eligible  for  benefits,  the  short-term  effects  of  coverage  are  much  more  positive  for  the  system 
than  are  the  long-term  effects.  The  short-term  effects  would  be  more  limited  if  mandatory 
coverage  were  limited  to  workers  hired  after  the  effective  date." 
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Mr.  Pickle.  Without  objection,  the  document  attached  to  your 
prepared  statement,  entitled  "Involuntary  Inclusion  of  State  and 
Local  Governments  in  the  Federal  Social  Security  System  Is  Not 
Constitutionally  Permissible,"  will  be  included  in  the  record  at  this 
point. 

[The  document  follows:] 
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SUMMARY  OF  PRINCIPAL  POINTS 

1.  Involuntary  inclusion  of  state  and  local  governments  under 
the  federal  Social  Security  System  violates  the  constitutional  principle  of 
federalism,  most  recently  reaffirmed  by  the  United  States  Supreme  Court  in 
National  League  of  Cities  v.  Usery,  426  U.S.  833  (1976),  which  held  that 
state  and  local  governments  could  not  be  compelled  to  accept  federal  minimum 
wage/maximum  hour  standards  because  this  would  interfere  with  the  funda- 
mental right  of  the  states  to  shape  and  determine  employment  relationships 
with  their  employees. 

2.  Congress  may  not  circumvent  this  principle  of  federalism  by 
imposing  a  discriminatory  tax  on  state  employees  (taxing  them,  in  effect, 
as  self-employed  individuals)  when  the  impact  of  such  an  indirect  attack  on 
the  state's  right  to  set  the  terms  and  conditions  of  state  employment  would 
be  just  as  severe  as  a  direct  tax  upon  the  state  itself. 

3.  Taxation  of  state  employees,  whose  states  elected  not  to  come 
under  the  Social  Security  System,  at  a  rate  in  excess  of  the  rate  imposed 
on  all  other  employees,  is  discriminatory  and  violates  the  equal  protection 
clause  of  the  United  States  Constitution  as  applied  to  the  federal  govern- 
ment through  the  fifth  amendment. 

4.  Even  if  the  unconstitutionality  of  mandatory  universal  social 
security  coverage  were  subject  to  some  doubt,  it  would  be  extremely  unwise 
to  enact  mandatory  coverage,  because  the  possibility  that  such  a  scheme 
would  ultimately  be  held  to  be  unconstitutional  creates  unacceptable  risks 
for  the  viability  of  the  Social  Security  System. 
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I.     INTRODUCTION . 
Since  its  inception  in  1935,  the  Social  Security  program  has 
evolved  into  a  major  function  of  the  federal  government,  involving  massive 
funds  transfers  and  affecting  the  life  of  virtually  every  citizen.  There 
are  admittedly  problems  with  the  system  as  it  now  stands.    Numerous  solu- 
tions have  been  proposed  for  these  problems,  one  of  which  is  mandatory  uni- 
versal coverage.    Mandatory  universal  coverage  would  require  the  extension 
of  the  Social  Security  program  to  include  employees  of  state  and  local 
governments  and,  therefore,  would  run  afoul  of  the  principles  of  federalism 
that  deeply  underlie  our  republican  form  of  government.     The  problems  con- 
fronting the  Social  Security  program  should  be  addressed,  but  fundamental 
constitutional  values  may  not  be  sacrificed  to  do  so. 

A.      The  Present  Social  Security  Program  and  its 
Problems.  

The  federal  Social  Security  Act,  42  U.S.C.  §  301  et  se£.  (1976), 
encompasses  several  social  welfare  programs  undertaken  by  the  federal 
government  in  cooperation  with  the  states.    The  following  discussion  focuses 
exclusively  on  Federal  Old-Age,  Survivors,  and  Disability  Insurance  Benefits 
("OSDI"),  42  U.S.C.  §  401  et  se£  (1976).    The  purpose  of  this  portion  of 
the  Act,  like  a  private  pension,  is  "to  provide  funds  through  contributions 
by  -employer  and  employee  for  the  decent  support  of  elderly  workmen  who  have 
ceased  to  labor."    Social  Security  Board  v.  Nierotko,  327  U.S.  358,  364 
(1945);  see  also  Helvering  v.  Davis,  301  U.S.  619,  641  (1937).    The  Federal 
Insurance  Contributions  Act  imposes  a  tax  upon  the  income  of  employees,  and 
an  equal  tax  upon  employers,  to  fund  these  programs.     26  U.S.C.  §  3101  et 
see.. 
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The  Social  Security  Act  was  not  intended  initially  to  include 


everyone  within  its  ambit.    "Only  certain  classes  are  the  beneficiaries  of 
this  social  legislation,  consisting  chiefly  of  the  ordinary  wage  earners." 
Ridge  Country  Club  v.  U.S.,  135  F.2d  718,  721  (1943).    However,  coverage 
has  been  amended  to  include  self-employed  individuals.    E.g. ,  42  U.S.C. 


Three  categories  of  individuals  still  are  not  included  within  the 


mandatory  scope  of  the  Act:    employees  of  the  federal  government,  employees 
of  state  and  local  governments,  and  employees  of  private,  nonprofit  institu- 
tions.   Some  employees  in  each  of  these  three  classes  are  included  within 
the  Social  Security  System  by  virtue  of  the  voluntary  participation  of  their 
employer  in  the  program.     See  Report  of  the  Universal  Social  Security  Cover- 
age Study  Group,  The  Desirability  and  Feasibility  of  Social  Security  Cover- 
age for  Employees  of  Federal,  State,  and  Local  Governments  and  Private, 
Nonprofit  Organizations ,  pp.  151,  255  (March  1980)  (hereinafter  "TJSSCSG 
Report") . 


Certain  problems  with  the  system  have  been  recognized  as  a  result 


(1)  Gaps  in  insurance  protection  exist  for  workers 
moving  between  jobs  that  are  covered  and  jobs  that 
are  not  covered  by  Social  Security. 

(2)  Gaps  in  benefit  protection  exist  for  workers  in 
noncovered  employment. 

(3)  A  few  workers  are  exempted  from  paying  into  a 
redistributive  program  that  provides  proportionately 
more  generous  benefits  to  low-wage  than  to  high-wage 
workers . 

(4)  Participation  in  noncovered  employment  exempts 
part  of  the  lifetime  earnings  of  some  workers  from 
Social  Security  taxes.    These  workers  subsequently 


§  411  (1976). 


of  its  present  structure: 
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receive  a  Social  Security  benefit  —  often  called  a 
windfall  --that  is  high  in  proportion  to  the  payroll 
tax  they  paid. 

(5)     Some  workers  who  spend  most  of  their  careers  in 
noncovered  employment  also  work  for  a  short  period  in 
the  covered  sector  without  becoming  fully  insured  under 
Social  Security.     These  individuals  receive  no  retire- 
ment benefits  from  Social  Security  based  on  their  con- 
tributions to  the  program. 

Id.  at  iii-iv. 

Concern  with  these  problems  is  entirely  legitimate.    However  one 
suggested  solution,  universal  mandatory  coverage,  raises  fundamental  ques- 
tions concerning  the  role  of  the  federal  and  state  governments  in  our  con- 
stitutional system,  a  concern  traditionally  addressed  under  the  heading  of 
"federalism."    Mandatory  universal  coverage  would  involve  a  derogation  of 
the  traditional  governmental  roles  of  the  states  and  a  usurpation  of  those 
roles  by  the  federal  government.     There  are  alternative  solutions  to  the 
serious  problems  facing  the  Social  Security  System  that  do  not  involve 
abrogating  the  traditional  rights  of  the  states.    These  alternatives,  rather 
than  mandatory  universal  coverage,  should  be  employed. 

B.      The  Proposals  for  Mandatory  Universal  Coverage. 

Issues  of  federalism  are  raised  when  one  proposes  mandatory  par- 
ticipation in  the  Social  Security  System  by  state  and  local  governments  and 
their  employees.    Proponents  of  mandatory  universal  coverage  have  suggested 
at  least  two  ways  that  this  might  be  implemented. 

The  first,  and  most  obvious,  method  of  implementing  mandatory 
coverage  is  merely  to  dictate  that  state  and  local  governments  will  be 
treated  like  all  other  employers,  and  will  be  required  to  pay  an  employer 
tax  to  the  federal  government  on  all  salaries  paid  to  their  employees , 
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similar  to  the  tax  now  placed  on  private  employers  by  26  U.S.C.  §  3111 
(1976). 

The  basic  problem  with  this  approach  is  that  federal  imposition 
of  an  employer  tax  on  state  governments  would  impinge  on  the  fundamental 
right  and  responsibility  of  the  state  to  determine  its  own  employment  poli- 
cies, specifically  the  compensation  package  made  available  by  the  state  to 
attract  and  retain  government  personnel.    It  is  hard  to  imagine  an  area  of 
authority  more  fundamentally  related  to  engaging  in  the  business  of  running 
a  state.    Even  avid  proponents  of  mandatory  universal  coverage  seem  to 
recognize  this  as  a  problem  of  constitutional  dimensions.  1/ 

To  avoid  this  obvious  problem,  some  have  suggested  a  second  way 
that  mandatory  universal  coverage  might  be  implemented.     "Congress  simply 
could  require  state  and  local  employees  to  pay  both  the  employer  and 
employee  contributions,  thus  not  imposing  any  tax  on  state  and  local  govern- 
ment at  all.     (One  way  to  accomplish  this  would  be  to  require  employees  of 
exempt  employers  who  do  not  choose  to  join  the  Social  Security  program  to 
pay  the  self -employment  tax.)"    Memorandum  from  Jesse  H.  Choper  to  W.J. 
Tennant,  June  1,  1979,  reprinted  in  USSCSG  Report  app.,  p.  244  at  247.  As 
the  following  analysis  of  the  law  indicates,  however,  the  imposition  of  a 
discriminatory  tax  upon  those  who  deal  with  the  government  is  no  less  offen- 
sive to  the  theory  of  federalism  than  is  a  direct  tax  upon  the  states.  Both 
have  traditionally  and  repeatedly  been  found  by  the  Supreme  Court  to  be  in 
violation  of  the  principles  of  federalism  embodied  in  the  Constitution. 


1/  E.g. ,  President's  Commission  on  Pension  Policy,  An  Interim  Report,  p.  35 
(May  1980)  (hereinafter  "PCPP  Interim  Report");  USSCSG  Report,  p.  xiii. 
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II.    THE  FUNDAMENTAL  CONSTITUTIONAL  DOCTRINE  OF  FEDERALISM  PROTECTS 
THE  STATES  FROM  INTRUSIONS  BY  THE  FEDERAL  GOVERNMENT.  


A.       In  the  Recent  Case  of  National  League  of  Cities  v. 
Usery ,  the  Supreme  Court  Reaffirmed  Its  Constitu- 
tional Mandate  to  Protect  the  Functions  Essential 
to  the  Separate  and  Independent  Existence  of  the 
States.  


Among  the  enumerated  powers  granted  to  Congress  by  the  Constitu- 
tion are  the  powers  "To  lay  and  collect  Taxes"  and  "To  regulate  Commerce 
.  .  .  among  the  several  States."    U.S.  Const,  art.  I,  §  8.    Thus  the  power 
of  Congress  to  require  private  employers  nationwide  to  contribute  funds  to 
the  Social  Security  System  on  behalf  of  their  employees  is  beyond  constitu- 
tional challenge.  2/ 

However,  as  the  Supreme  Court  has  quite  recently  observed: 

It  is  one  thing  to  recognize  the  authority  of  Congress 
to  enact  laws  regulating  individual  businesses  neces- 
sarily subject  to  the  dual  sovereignty  of  the  govern- 
ment of  the  Nation  and  of  the  State  in  which  they 
reside.     It  is  quite  another  to  uphold  a  similar  exer- 
cise of  congressional  authority  directed,  not  to  pri- 
vate citizens,  but  to  the  States  as  States.  [The 
Supreme  Court]  has[s]  repeatedly  recognized  that  there 
are  attributes  of  sovereignty  attaching  to  every  state 
government  which  may  not  be  impaired  by  Congress,  not 
because  .Congress  may  lack  an  affirmative  grant  of 
legislative  authority  to  reach  the  matter,  but  because 
the  Constitution  prohibits  it  from  exercising  the 
authority  in  that  manner. 

National  League  of  Cities  v.  Usery,  426  U.S.  833,  845  (1976)  (hereinafter 

"NIC") .    Both  the  tenth  amendment  3/  and  the  federal  scheme  embodied  in  the 


2/      This  requirement,  now  codified  at  26  U.S.C.  §  3111  (1976),  was  upheld 
la  Charles  C.  Steward  Machine  Co.  v.  Davis,  301  U.S.  548  (1937).  See 
Helvering  v.  Davis,  301  U.S.  619  (1937). 

3/      The  tenth  amendment  provides  that  "[t]he  powers  not  delegated  to  the 
United  States  by  the  Constitution,  nor  prohibited  by  it  to  the  States,  are 
reserved  to  the  States  respectively,  or  to  the  people." 
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Constitution,  which,  allocates  power  between  the  states  and  the  national 
government,  prevent  Congress  from  transgressing  upon  state  "functions  essen- 
tial to  separate  and  independent  existence."  Id. 

In  NIC  the  Supreme  Court  invalidated  a  statute  that  intruded  upon 
state  sovereignty  in  a  manner  similar  to  that  in  which  requiring  the  states 
to  contribute  funds  to  the  Social  Security  System  would  abrogate  state 
authority.    The  question  raised  was  whether  Congress  could  lawfully  impose 
minimum  wage  and  maximum  hour  requirements  upon  the  states  as  employers.  4/ 

The  Court  reasoned  that  "[o]ne  undoubted  attribute  of  state  sover- 
eignty is  the  States'  power  to  determine  the  wages  which  shall  be  paid  to 
those  whom  they  employ  in  order  to  carry  out  their  governmental  functions, 
what  hours  those  persons  will  work,  and  what  compensation  will  be  provided 
where  these  employees  may  be  called  upon  to  work  overtime."    Id.    Thus  the 
question  before  the  Court  was  "whether  these  determinations  are  functions 
essential  to  separate  and  independent  existence,  so  that  Congress  may  not 
abrogate  the  States'  otherwise  plenary  authority  to  make  them."    Id.  at 
845-46  (citation  omitted). 

The  Court  cited  a  number  of  specific  examples  of  programs  and  ser- 
vices that  state  and  local  government  officals  alleged  would  be  curtailed 
or  eliminated  as  a  result  of  Increased  costs.    However,  the  Court  carefully 
stated  its  basis  for  holding  the  requirements  unconstitutional: 

We  do  not  believe  particularized  assessments  of  actual 
impact  are  crucial  to  resolution  of  the  issue  presented 
....    For  even  if  we  accept  appellee's  assessments 


4/      Specifically,  the  case  considered  the  constitutionality  of  the  1974 
amendments  to  the  Fair  Labor  Standards  Act,  29  U.S.C.  §§  203(d),  (s)(5),  and 
(x) ,  which  removed  the  exemption  from  minimum  wage  and  maximum  hour  require- 
ments previously  afforded  the  states  and  their  political  subdivisions. 
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concerning  the  impact  of  the  amendments,  their  appli- 
cation will  nonetheless  significantly  alter  or  dis- 
place the  States'  abilities  to  structure  employer- 
employee  relationships  in  such  areas  as  fire  preven- 
tion, police  protection,  sanitation,  public  health, 
and  parks  and  recreation  ....     If  Congress  may 
withdraw  from  the  States  the  authority  to  make  those 
fundamental  employment  decisions  upon  which  their 
systems  for  performance  of  these  functions  must  rest, 
we  think  there  would  be  little  left  of  the  States' 
"'separate  and  independent  existence  .   .   .   ."'  [T]he 
dispositive  factor  is  that  Congress  has  attempted  to 
exercise  its  Commerce  Clause  authority  to  prescribe 
minimum  wages  and  maximum  hours  to  be  paid  by  the 
States  in -their  capacities  as  sovereign  governments. 

Id.  at  851-52  (emphasis  added) . 

B.  Mandatory  Universal  Coverage  would  Impair  Functions 
Essential  to  the  Separate  and  Independent  Existence 
of  the  States.  


Mandatory  universal  social  security  coverage,  whether  implemented 
by  a  direct  tax  upon  the  states  or  by  a  discriminatory  tax  against  state 
employees  (see  discussion  infra ,  pp.  18-24),  would  violate  the  fundamental 
principles  of  federalism  set  forth  in  NIC. 

NIC  attempts  to  protect  the  "indestructible  union,  composed  of 
indestructible  states."    426  U.S.  at  844,  quoting  Texas  v.  White,  7  Wall 
700,  725  (1869).     In  NIC,  the  Court  was  concerned  with  a  subtle  but  insid- 
ious process  ■—  that  acts  of  Congress,  perhaps  in  pursuit  of  laudable  goals, 
would  gradually  eat  away  at  the  structure  and  substance  of  the  states.  Thus 
Congress  might  eventually  erode  the  power  of  the  states ,  until  the  states 
as  the  fundamental  bedrock  of  our  federal  system  could  no  longer  be  said  to 
exist. 

The  Court  attempted. to  mark  out  the  bounds  beyond  which  the  fed- 
eral government  may  not  intrude  by  relying  on  concepts  such  as  "functions 
essential  to  the  separate  and  independent  existence  of  the  state,"  and 
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"substantial  and  traditional  attributes  of  state  sovereignty."    The  outer 
boundaries  of  this  protected  area  may  be  somewbat  bard  to  define;  running  a 
police  force  is  protected,  running  a  railroad  is  not.     426  U.S.  at  851. 
Whatever  the  protected  attributes  of  state  sovereignty  may  be,  however,  the 
only  way  they  can  be  implemented  by  a  state  is  through  its  employees.  Since 
in  NIC  the  Fair  Labor  Standards  Act  affected  state  employer-employee  rela- 
tionships, it  went  to  the  very  heart  of  all  sovereign  functions  of  the  state. 

Thus  any  attempt  by  Congress  to  dictate  to  the  states  how  they 
must  structure  their  employer-employee  relationships  is  constitutionally 
proscribed.    Under  universal  mandatory  Social  Security  coverage,  state  pen- 
sions, a  part  of  the  basic  compensation  package  agreed  upon  by  the  state 
and  its  employees,  would  become  the  subject  of  federal  mandate.     Like  the 
Fair  Labor  Standards  Act,  mandatory  universal  Social  Security  coverage  would 
displace  the  states'  abilities  to  structure  employer- employee  relationships. 
Furthermore,  the  impact  of  mandatory  universal  coverage  would  be  no  less 
far-reaching  than  that  of  minimum  wage  requirements.     Indeed,  its  effect 
might  be  even  greater,  since  the  Social  Security  System  would  include  pro- 
fessional workers  who  were  excluded  from  the  statute  challenged  in  NLC.  5/ 

One  group  that  has  studied  the  issue  concluded  that  "mandatory 
coverage  for  public  employees  .   .  .  poses  serious  problems  for  the  integrity 
of  the  public  pension  plans  which  would  be  brought  under  the  system." 
Report  of  the  Advisory  Commission  on  Intergovernmental  Relations,  State  and 
Local  Pension  Systems,  p.  13  (December,  1980)  (hereinafter  "ACIR  Report") . 


5/  Executive,  administrative,  and  professional  workers  are  exempted  from 
the  minimum  wage  and  maximum  hour  requirements  of  the  Fair  Labor  Standards 
Act.    29  U.S.C.  |  213(a)(1)  (1976). 
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This  Commission  observed  that  because  state  and  local  governments  could  not 
legally  reduce  previously  promised  benefits  to  employees,  they  would  face 
increased  costs  as  a  result  of  the  employer  tax  imposed  upon  them.  The 
increased  costs  would  impact  most  severely  upon  local  governments,  which 
use  generous  pension  plans  as  a  tool  to  recruit  employees  to  hazardous  jobs 
in  their  police  and  fire  departments.     Id.    As  a  result  of  the  imposition 
of  the  employer  tax,  many  governments  would  be  forced  to  abandon  this  valu- 
able means  of  attracting  employees.    Thus  mandatory  universal  coverage  would 
interfere  with  the  ability  of  the  states  to  perform  governmental  functions 
specifically  identified  as  essential  in  NIC. 

Regardless  of  the  particularized  assessment  of  the  effects  of 
mandatory  universal  coverage  upon  specific  state  programs,  however,  its 
enactment  would  be  unconstitutional.    The  states  may  find  that  voluntary 
participation  in  the  Social  Security  System  is  to  their  advantage.     But,  in 
analogous  contexts,  the  courts  have  repeatedly  stated  that  only  those  fed- 
eral statutes  that  reserve  the  states'  option  to  participate  in  the  federal 
program  are  constitutional. 

For  example,  in  New  Hampshire  Dept.  of  Employment  Security  v. 
Marshall,  616  F.2d  240  (1st  Cir.  1980),  the  First  Circuit  compared  NIC  to 
the  requirements  of  the  Federal  Unemployment  Tax  Act  and  held  that  act  con- 
stitutional because  the  federal  scheme  was  "based  on  the  concept  that  a 
state  is  free  to  accept  federal  conditions  by  conforming  to  federal  statu- 
tory requirements  or  can  refuse  to  participate  entirely."    Id.  at  245.  The 
court  "d[id]  not  agree  that  the  carrot  ha[d]  become  a  club  because  rewards 
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for  conforming  ha[d]  increased.  It  is  not  the  size  of  the  stakes  that  con- 
trols, but  the  rules  of  the  game."    Ld.  at  246.  6/ 

Thus  the  imposition  of  an  employer  tax  upon  the  states  would 
offend  the  principles  enumerated  in  NIC.     Such  an  action  would  be  an  attempt 
by  Congress  to  dictate  employment  policies  to  the  states  and  would  be  uncon- 
stitutional. 


C.  The  Rule  of  National  League  of  Cities  Applies  Regard- 
less of  the  Source  of  Congress'  Power  to  Enact  Ha  ad a - 
tory  Universal  Coverage  

Congressional  enactment  of  mandatory  universal  Social  Security 
coverage  might  be  viewed  as  an  exercise  of  its  power  to  regulate  the  circum- 
stances of  employment  of  persons  who  affect  interstate  commerce.  Alterna- 
tively, the  requirement  that  states  contribute  to  the  Social  Security  fund 
night  be  deemed  an  exercise  of  the  taxing  power.  7/    The  particular  source 
of  the  power  is  of  no  consequence.    The  bar  Congress  encountered  in  NIC  when 
it  exercised  its  commerce  clause  power  would  also  operate  if  Congress  were 
to  attempt  to  require  payments  from  the  states  pursuant  to  its  taxing  power. 


6/      Accord.  County  of  Los  Angeles  v.  Marshall,  631  F.2d  767,  769  (D.C.Cir. 
1980)  ("The  voluntary  and  wholly  optional  aspect  of  [the  Federal  Unemploy- 
ment Tax  Act]   .  .   .  serves  to  defeat  the  contentions  advanced  by  appellants 
of  coercion  and  improper  transgression  upon  the  sovereignty  of  the  states 
shielded  by  the  Tenth  Amendment.");  see  North  Carolina  ex  rel.  Morrow  v. 
Calif ano ,  445  F.  Supp.  532,  535  (E.D.  N.C.  1977),  aff'd,  435  U.S.  962  (1978) 
(upholding  constitutionality  of  certain  requirements  of  the  National  Health 
Planning  and  Resources  Development  Act  of  1974  because  the  act  "is  not  com- 
pulsory on  the  State.") 

7/      In  a  memorandum  by  Jesse  H.  Choper  to  W.J.  Tennant,  June  1,  1979, 
reprinted  in  USSCSG  Report,  app.,  p.  244,  it  was  incorrectly  suggested  that 
Congress  might  be  empowered  to  enact  mandatory  universal  coverage  under  §  5 
of  the  fourteenth  amendment.    The  theory  was  that  enactment  of  mandatory 
universal  coverage  might  be  viewed  as  an  enforcement  of  a  state  employee's 
right,  arising  from  the  equal  protection  clause  of  §  1  of  the  amendment,  to 
social  security  benefits  comparable  to  those  afforded  employees  in  the  pri- 
vate sector. 

(footnote  continued  on  next  page) 
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It  would  be  odd  indeed  if  Congress  could  exercise  one  enumerated 
power  to  destroy  the  states*  "separate  and  independent  existence"  while  for- 
bidden to  achieve  the  same  effect  through  the  exercise  of  another  power. 
Nc  logical  basis  exists  for  distinguishing  the  limits  on  congressional 
action  when  the  sources  of  the  limitation  are  the  federal  nature  of  the 
scheme  established  by  the  Constitution  and  the  tenth  amendment,  which  was 
adopted  subsequent  to  both  enumerated  powers.    In  fact,  the  Court  itself 
equated  the  limits  upon  the  commerce  clause  and  taxing  powers  in  NIC:  "This 
Court  has  never  doubted  that  there  are  limits  upon  the  power  of  Congress  to 
override  state  sovereignty,  even  when  exercising  its  otherwise  plenary 
powers  to  tax  or  to  regulate  commerce  which  are  conferred  by  Art-  I  of  the 


TJ      (continued  from  previous  page) 

This  tortured  argument  is  premised  upon  dicta  in  NLC  reserving  the 
question  of  the  constitutional  limitations  upon  the  exercise  of  congres- 
sional power  under  §  S.     426  U.S.  at  852  n.  17. 

The  short  answer  to  this  argument  is  that  the  enforcement  power  under 
§  5  presupposes  the  existence  of  a  constitutional  right  which  it  is  neces- 
sary to  protect.    There  is  no  such  right  with  respect  to  social  security 
benefits.     If  the  "right"  to  maximum  hour  and  minimum  wage  protection  is 
not  a  right  protected  by  the  equal  protection  clause  (and  apparently  it  is 
not;  otherwise  it  is  difficult  to  see  how  the  Court  could  have  avoided  this 
question  in  NIC) ,  the  "right"  to  coverage  under  the  Social  Security  System 
■does  not  rise  to  any  higher  constitutional  dignity.     In  fact,  such  an  argu- 
ment suggests  that  Congress  has,  since  1935,  been  acting  in  derogation  of 
the  Constitution  by  failing  to  include  all  United  States  workers  under  this 
insurance  system.    If  so,  it  is  remarkable  indeed  that  the  courts  have  not 
acted  in  45  years  to  remedy  this  abuse. 

Moreover,  state  and  local  employees  have  the  right,  acting  through 
their  state  and  local  governments,  to  elect  to  be  covered  under  OSDI  if  they 
wish  to  do  so.  It  is  perverse  to  suggest  that  those  state  and  local  govern- 
ment employees  who  have  chosen  not  to  come  under  the  System  may  be  forceably 
brought  under  that  System  by  a  congressional  exercise  of  power  premised  upon 
the  theory  that  the  rights  of  these  nonelecting  employees  must  be  protected. 
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Constitution. "    426  U.S.  at  842  (emphasis  added).     The  Court  re-examined 
language  in  an  earlier  decision  which  had  stated  that  the  limits  upon  the 
commerce  clause  power  were  different  from  those  upon  the  taxing  power  and 
pronounced  the  dicta  "simply  wrong."    Id.  at  854-55  (discussing  United 
States  v.  California,  297  U.S.  175,  185  (1936)). 


D.      National  League  of  Cities  Merely  Reflects  the 

Historic  Limitations  upon  the  Power  of  Congress. 

That  the  states  are  separate  sovereign  entities  within  our  federal 

system  of  government  was  an  essential  premise  upon  which  our  republic  was 

founded.  8/    The  Constitution  contemplated  a  scheme  of  limited  federal  power: 

(T)he  powers  delegated  ...  to  the  federal  government 
are  few  and  defined.     Those  which  are  to  remain  in 
the  state  governments  are  numerous  and  indefinite 
....    The  powers  reserved  to  the  several  states 
will  extend  to  all  the  objects  which,  in  the  ordinary 
course  of  affairs,  concern  the  lives,  liberties,  and 
properties  of  the  people,  and  the  internal  order, 
improvement,  and  prosperity  of  the  State. 


8/      As  James  Madison  explained,  advocating  ratification  of  the  Constitution: 

[Tjhe  general  government  is  not  to  be  charged  with 
the  whole  power  of  making  and  administering  laws. 
Its  jurisdiction  is  limited  to  certain  enumerated 
objects,  which  concern  all  the  members  of  the  republic, 
but  which  are  not  to  be  attained  by  the  separate  pro- 
visions of  any.    The  subordinate  governments,  which 
can  extend  their  care  to  all  those  other  subjects  which 
can  be  separately  provided  for,  will  retain  their  due 
authority  and  activity.    Were  it  proposed  by  the  plan 
of  the  convention  to  abolish  the  governments  of  the 
particular  states,  its  adversaries  would  have  some 
ground  for  their  objection  .... 

The  Federalist  No.  14  (J.  Madison)  (IV  Cambridge  Law  Classics  Library  Ed. 
at  92). 
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The  Federalist  No.  45  (J.  Madison)   (Cambridge  Law  Classics  Library  Ed.  at 
319). 

The  Founding  Fathers  certainly  did  not  believe  that  the  national 
government  could  constitutionally  abridge  these  sovereign  functions  of  the 
states.  9/    While  this  conclusion  is  "clearly  admitted  by  the  whole  tenor 
of  the  instrument  which  contains  the  articles  of  the  .   .   .  Constitution," 
The  Federalist  Ne.  32  (A.  Hamilton)  (IV  Cambridge  Law  Classics  Library  Ed. 
at  210),  it  is  also  buttressed  by  the  tenth  amendment,  which  was  ratified  as 
part  of  the  Bill  of  Rights  in  1791. 

When  the  amendment  was  considered  by  Congress,  the  debate  con- 
cerned whether  Congress  ought  to  be  limited  to  powers  "expressly"  delegated 
to  it.     James  Madison  successfully  argued  that  Congress  must  also  possess 
some  powers  by  implication  from  the  delegated  powers.     I  Annals  of  Congress 
761.     Certainly  no  one  believed  that  such  a  concession  granted  the  Congress 
the  power  to  abrogate  the  power  of  the  States  to  function  as  independent 
sovereign  entities.     See  I  Annals  of  Congress  436,  761,  767. 

In  fact,  when  ratification  was  debated  by  the  states,  the  amend- 
ment was  viewed  as  an  "assurance  that,  if  any  law  made  by  the  federal 
government  shall  be  extended  beyond  the  power  granted  by  the  .   .   .  Constitu- 
tion, and  inconsistent  with  the  constitution^]  of  th[e]  states,  it  will  be 
an  error,  and  adjudged  by  the  courts  of  law  to  be  void."    II  Eliot's  Debates 
131  (J.  Adams). 


9/      To  the  contrary,  the  greater  fear  was  that  the  states  would  be  too 
strong  under  the  Constitution.    See,  e.g. ,  The  Federalist  Nos.  17  (A. 
Hamilton),  31  (A.  Hamilton) ,  46  (J.  Madison).     It  was  also  argued  that,  in 
certain  respects,  state  governments  would  be  strengthened  by  adoption  of 
the  Constitution.     See  The  Federalist  No.  21  (A.  Hamilton). 
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The  Supreme  Court  has  repeatedly  reflected  this  view  of  the  tenth 
amendment.     In  United  States  v.  Darby,  312  U.S.  100  (1941),  the  Court 
observed  that  "[t]he  amendment  states  but  a  truism  that  all  is  retained 
which  has  not  been  surrendered."    Id.  at  124.    More  recently,  the  Court 
pointed  out  that  the  amendment  "is  not  without  significance.     [It]  expressly 
declares  the  constitutional  policy  that  Congress  may  not  exercise  power  in 
a  fashion  that  impairs  the  States'  integrity  or  their  ability  to  function 
effectively  in  a  federal  system."    Fry  v.  United  States,  421  U.S.  542,  547 
n.  7  (1975).    Finally,  the  Court  cited  this  view  of  the  amendment  with 
approval  in  National  League  of  Cities.     426  U.S.  at  842-43. 

Decisions  of  the  Supreme  Court  throughout  our  history  have  demon- 
strated the  Court's  concern  that  the  authority  of  the  states  not  be  undercut. 
See,  e.g. ,  Erie  R.  Co.  v.  Tompkin3 ,  304  U.S.  64  (1938)  (requiring  federal 
courts  to  apply  state  law  except  in  matters  governed  by  the  Constitution  or 
by  acts  of  Congress);  Fox  Film  Corp.  v.  Muller,  296  U.S.  207  (1935)  (holding 
that  the  Supreme  Court  will  not  review  a  judgment  of  a  state  court  which 
rests  upon  adequate  and  independent  state  grounds). 

Thus,  if  Congress  attempts  to  impair  the  sovereignty  of  the  states 
by  imposing  mandatory  universal  coverage  upon  the  states  or  their  employees, 
it  will  encounter  constitutional  limitations  which  have  been  respected  since 
the  foundation  of  the  republic. 

E.      Imposition  of  a  Tax  upon  the  States  would  Violate  the 
Doctrine  of  Intergovernmental  Tax  Immunities.  

One  of  the  earliest  manifestations  of  the  Court's  concern  with 

federalism  is  the  doctrine  of  intergovernmental  tax  immunities.     Since  its 

earliest  days,  the  Supreme  Court  has  recognized  that  the  federal  scheme 
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embodied  in  the  Constitution  sets  limits  upon  the  power  of  either  the  state 
governments  or  the  national  government  to  tax  the  other  or  its  instrumental- 
ities.    While  these  limitations  are  not  expressly  stated  in  the  Constitution, 
they  are  implicit  since,  as  Chief  Justice  Marshall  pointed  out,   "the  power 
to  tax  involves  the  power  to  destroy."    McCulloch  v.  Maryland,  4  Wheat.  316, 
431  (1819).     See  Collector  v.  Day  (Buffington  v.  Day) ,  11  Wall  113  (1871) 
(holding  that  the  taxing  power  of  the  federal  government  is  also  subject  to 
implied  restrictions  when  utilized  to  tax  the  instrumentalities  of  the 
states) . 

A  federal  tax  which  does  not  discriminate  against  the  states  may 
be  invalidated  solely  because  it  impairs  the  sovereign  function  of  the 
states.     In  New  York  v.  United  States,  326  U.S.  572  (1946),  the  question 
before  the  Court  was  whether  the  United  States  could  constitutionally  impose 
an  excise  tax  upon  mineral  water  taken  from  springs  owned  by  the  state. 
There  was  no  majority  opinion  by  the  Court.     Justice  Frankfurter's  opinion, 
joined  by  one  other  Member,  stated  that  there  is  "no  restriction  upon  Con- 
gress to  include  the  States  in  levying  a  tax  exacted  equally  from  private 
persons  upon  the  same  subject  matter."     Id.  at  584.     However,  Chief  Justice 
Stone's  opinion,  joined  by  three  other  Members  of  the  Court,  reflected  the 
view  that  "a  federal  tax  which  is  not  discriminatory  as  to  the  subject 
matter  may  nevertheless  so  affect  the  State,  merely  because  it  is  a  State 
that  is  being  taxed,  as  to  interfere  unduly  with  the  State's  performance  of 
its  sovereign  functions  of  government."    326  U.S.  at  587. 

Host  subsequent  decisions  have  applied  the  latter  test,  requiring 
a  tax  both  not  to  discriminate  against  the  states  and  not  to  interfere  with 
the  governmental  functions  of  the  state.    E.g.,  United  States  v.  Washington 
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Toll  Bridge  Authority,  307  F.2d  330  (9th  Cir.  1962)  (en  banc),  cert,  denied, 
372  U.S.  911  (1963);  City  of  New  York  v.  United  States,  394  F.  Supp.  641 
(S.D.N.Y.  1975),  aff 'd  mem. ,  538  F.2d  308  (2d  Cir.  1976);  Texas  v.  United 
States,  72-2  U.S.T.C.  11  16,048  (W.D.  Tex.  1972),  aff'd  mem. ,  73-1  U.S.T.C. 
U  16,085  (5th  Cir.  1973).    Finally,  in  NIC  a  majority  of  the  Court  endorsed 
Justice  Stone's  opinion,  and  joined  "in  rejecting  the  proposition  that 
Congress  c[an]  impose  taxes  on  the  states  so  long  as  it  d[oes]  so  in  a  non- 
discriminatory manner."    426  U.S.  at  843  (emphasis  added). 

Thus,  after  NIC,  a  nondiscriminatory  tax  upon  a  state  violates 
the  intergovernmental  tax  immunity  doctrine  if  it  interferes  with  tradi- 
tional aspects  of  state  sovereignty,  or  if  it  taxes  the  state  in  its  essen- 
tial role  in  the  federal  system  of  government.     Implementation  of  mandatory 
universal  Social  Security  coverage  through  a  direct  employer  tax  upon  the 
states  for  all  their  employees  would  certainly  violate  this  proscription. 
Whatever  the  essential,  traditional  functions  of  the  states  may  be,  they 
can  only  be  carried  out  through  the  employees  of  the  states.     To  place  an 
employer  tax  directly  upon  the  states  must  inevitably  impinge  upon  those 
protected  functions.     In  adopting  the  formulation  of  Chief  Justice  Stone, 
the  Court  in  NIC  has  indicated  that  implementation  of  mandatory  Social 
Security  coverage  through  a  direct  tax  upon  the  states,  even  though  nondis- 
criminatory, would  be  unconstitutional.  10/ 


10/    The  NIC  rule  has  not  been  undercut  by  Massachusetts  v.  United  States, 
435  U.S.  444  (1978),  the  most  recent  Supreme  Court  decision  to  consider  the 
limits  upon  the  federal  taxing  power  imposed  by  state  sovereignty.     In  that 
case  the  Court  was  asked  to  invalidate  a  federal  registration  tax  upon  all 
civil  aircraft  that  fly  in  the  navigable  airspace  of  the  United  States  as 

(footnote  continued  on  next  page) 
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III.     APPLICATION  OF  THE  SELF-EMPLOYED  TAX  RATE  TO  STATE  EMPLOYEES 
WOULD  VIOLATE  THE  PRINCIPLES  OF  FEDERALISM.  


Some  commentators  have  proposed  that  any  federalism  problems  with 
mandatory  universal  Social  Security  coverage  can  be  avoided  if  the  states 
are  not  taxed  directly.    They  suggest,  therefore,  that  the  entire  burden  of 
participation  in  the  system  be  placed  upon  the  state  employees,  thus  taxing 
state  employees  at  a  higher  rate  than  like-situated  private  employees. 


A.      Imposition  of  the  Self-Employed  Tax  Rate  Upon  State 
Employees  Would  Merely  Be  an  Unlawful  Attempt  To 
Accomplish  a  Constitutionally  Impermissible  End. 

This  proposed  scheme  suffers  from  several  constitutional  defects, 
but  the  most  fundamental  is  that  such  an  approach  would  attempt  to  accomp- 
lish indirectly  what  Congress  cannot  do  directly  --  destroy  the  bulwark  of 


10/     (continued  from  previous  page) 

it  applied  to  a  helicopter  owned  by  a  state.     The  tax  in  question  was  part 
of  a  comprehensive  scheme  enacted  to  ensure  that  civil  users  of  the  airways 
would  finance  a  federal  program  to  expand  and  improve  the  national  airway 
system.     A  majority  of  the  members  of  the  Court  reasoned  that  the  tax  was 
valid  because  it  was  a  "user  fee." 

To  require  a  state  to  pay  a  small  sum  for  its  portion  of  benefits 
received  from  the  national  government  does  not  interfere  with  state  decision 
making  in  its  own  sphere  of  power.     Massachusetts  presented  a  situation 
where  the  state  chose  to  continue  to  receive  the  benefits  of  the  national 
program  by  flying  its  helicopter  in  the  national  airspace,  using  federally 
developed  air  facilities  and  participating  in  the  system  of  air  traffic  con- 
trol aided  by  the  national  government.    The  state  was  therefore  required  to 
pay  its  way. 

Moreover,  the  tax  in  question  in  Massachusetts  amounted  to  $131.43  for 
a  one-year  period.    This  sum  is  so  insignificant  that  it  could  not  possibly 
"displace  state  policies  regarding  the  manner  in  which  they  will  structure 
delivery  of  those  governmental  services  which  their  citizens  require."  NLC, 
426  U.S.  at  845. 
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federalism  by  interfering  with  the  fundamental  right  of  the  states  to  deter- 
mine the  basis  of  their  employment  relationship  with  their  employees.  Ia 
the  famous  words  of  Chief  Justice  Marshall  in  McCulloch  v.  Maryland,  4  Wheat 
316  (1819),  discussing  the  contours  of  the  power  of  Congress: 

[T]he  sound  construction  of  the  constitution  must  allow 
to  the  national  legislature  that  discretion,  with 
respect  to  the  means  by  which  the  powers  it  confers 
are  to  be  carried  into  execution,  which  will  enable 
that  body  to  perform  the  high  duties  assigned  to  it, 
in  the  manner  most  beneficial  to  the  people.    Let  the 
end  be  legitimate,  let  it  be  within  the  scope  of  the 
constitution,  and  all  means  which  are  appropriate, 
which  are  plainly  adapted  to  that  end,  which  are  not 
prohibited,  but  consist  with  the -letter  and  spirit  of 
the  constitution,  are  constitutional. 

Id.  at  421  (emphasis  added);  accord,  Heart  of  Atlanta  Motel  v.  United  States 

379  U.S.  241,  262  (1964). 

NIC  has  already  demonstrated  that  the  goal  of  dictating  the 
employment  relationship  between  a  state  and  its  employees  is  not  a  "legiti- 
mate end"  that  Congress  may  constitutionally  accomplish.     426  U.S.  at  851-52 
However,  an  attempt  to  impose  the  self-employed  tax  rate  upon  state 
employees  is  an  effort  to  obtain  precisely  that  result. 

Imposition  of  a  discriminatory  tax,  equal  to  a  surcharge  of 
approximately  2.65  percent  of  a  state  employee's  income,  might  inhibit  a 
state's  recruitment  efforts  and  impair  its  relationship  with  its  employees 
to  an  even  greater  extent  than  would  direct  taxation  of  the  state  as  an 
employer  under  OSDI.    The  states  would  be  compelled  to  adjust  their  own 
retirement  plans  to  mesh  with  the  federal  program  and,  in  order  to  continue 
to  attract  employees,  to  adjust  pay  scales  to  compensate  employees  for  the 
additional  amounts  withheld  from  their  paychecks. 


-  19  - 


369 


The  practical  consequence  of  this  form  of  mandatory  universal 
coverage,  for  many  states,  would  be  to  destroy  any  truly  voluntary  choice 
as  to  whether  or  not  to  be  covered  under  OSDI  by  placing  such  burdensome 
requirements  on  the  state's  employees  as  to  force  the  state  to  "elect"  to 
be  covered  under  the  Social  Security  System.     Such  a  result  will  not  be 
countenanced  by  the  Constitution,  which  reserves  to  the  states  their  rights 
to  structure  their  relationships  with  their  employees  and  confines  Congress 
to  using  its  power  to  achieve  legitimate  ends. 

B.      Imposition  of  the  Self-Employed  Tax  Rate  Would  Violate 
the  Doctrine  of  Intergovernmental  Tax  Immunities. 

Under  the  doctrine  of  intergovernmental  tax  immunities  in  its  pre- 
sent form,  the  federal  government  may  not  impose  a  tax  that  either  impairs 
functions  essential  to  the  separate  and  independent  existence  of  the  states, 
or  that  discriminates  against  those  who  deal  with  the  state  governments. 
The  proposed  form  of  universal  coverage  which  would  single  out  state 
employees  from  all  other  employees  and  impose  a  heavier  tax  burden  upon  them 
is  discriminatory  and,  therefore,  unconstitutional. 

While  a  taxpayer  who  deals  with  one  sovereign  is  not  automatically 
immune  from  taxation  by  the  other,  11/  the  Supreme  Court  has  upheld  only 
nondiscriminatory  taxes.    For  example,  in  Helvering  v.  Gerhardt,  304  U.S. 


11/    This  has  not  always  been  the  case.     In  the  early  part  of  this  century 
the  Supreme  Court  established  a  broad  doctrine  of  intergovernmental  tax 
immunity  for  those  who  could  claim  a  relationship  to  the  federal  or  state 
government.    A  number  of  cases  through  the  late  1930s  upheld  claims  by  pri- 
vate taxpayers  that  their  relationship  to  either  state  or  federal  government 
entitled  them  to  personal  tax  immunity  from  the  other  sovereign.     See  G. 
Gunther,  Constitutional  Law  374-75  (9th  ed.  1975);  Tribe,  Intergovernmental 
Tmnninities  in  Litigation,  Taxation,  and  Regulation:  Separation  of  Powers 
Issues  in  Controversies  about  Federalism,  39  Harv.  L.  Rev.  682,  703  (1976). 
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405  (1939),  holding  that  the  federal  income  tax  could  be  applied  to  salaries 
paid  by  a  state  corporation,  the  Court  stated  that  "a  aoadis criminatory  tax 
laid  on  [the  state  employees']  net  income,  in  common  with  that  of  all  other 
members  of  the  community,"  was  lawful.     304  U.S.  at  420  (emphasis  added). 
Similarly,  in  Graves  v.  New  York  ex  rel.  O'Keefe,  306  U.S.  466  (1939),  the 
Court  sustained  a  nondiscriminatory  tax  on  the  income  of  a  federal  employee.  12/ 
See  also  New  York  v.  United  States,  326  U.S.  572  (1946)  (eight  Justices  in 
two  opinions  agreeing  that  a  discriminatory  tax  would  be  unconstitutional) . 

Thus,  while  a  tax  imposed  on  one  who  deals  with  the  government  is 
not  in  itself  discriminatory,  13/  "[i]t  still  remains  true,  as  it  has  from 
the  beginning,  that  the  tax  may  be  invalid  even  though  it  does  not  fall 
directly  on  the  United  States  if  it  operates  so  as  to  discriminate  against 


12/    There  are  two  reasons  why  one  might  argue  that  the  scope  of  state  govern- 
mental immunity  from  federal  taxation  may  differ  from  that  of  federal  immunity 
from  state  taxation.    First,  Congress  may  expressly  grant  tax  immunity  to 
federal  instrumentalities,  employees,  agents,  etc.     See  Carson  v.  Roane- 
Anderson  Co.,  342  U.S.  232  (1952);  City  of  Cleveland  v.  U.S.,  323  U.S.  329, 
333  (1945);  Tribe,  supra,  at  700.     In  Graves  the  Court  held  that  absent  such 
congressional  action,  the  distinction  between  federal-state  and  state-federal 
intergovernmental  immunities  is  not  relevant:     "The  burden  on  government  of 
a  nondiscriminatory  income  tax  applied  to  the  salary  of  the  employee  of  a 
government  or  its  instrumentality  is  the  same,  whether  state  or  national 
government  is  concerned."    306  U.S.  at  465. 

Second,  the  states  are  represented  in  Congress,  and  thus  federal  enact- 
ments reflect  the  deliberations  of  representatives  elected  by  the  states. 
However,  NIC  rejects  this  reasoning.     426  U.S.  at  841  n.  12. 

Since  neither  reason  for  differentiating  between  state  and  federal 
intergovernmental  tax  immunity  is  reflected  in  the  cases  discussed  hereafter, 
both  types  of  cases  will  be  used  to  develop  the  principles  involved. 

13/    See  United  States  v.  Detroit,  355  U.S.  466  (1958);  United  States  v. 
Muskegon,  355  U.S.  484  (1958);  Detroit  v.  Murray  Corp.,  355  U.S.  489  (1958); 
see  also  United  States  v.  County  of  Fresno,  429  U.S.  452  (1977).  (Although 
the  tax  was  upheld,  the  claim  of  discriminatory  impact  was  expressly 
abandoned.    429  U.S.  at  464  n.  13.) 
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the  Government  or  those  with  whom  it  deals."    United  States  v.  Detroit,  355 
U.S.  466,  473  (1958). 

A  discriminatory  tax  is  one  which  imposes  a  heavier  burden  on 
those  who  deal  with  the  government  than  on  other  similarly  situated  parties. 
In  Philips  Chemical  Company  v.  Dumas  School  District,  361  U.S.  376  (1960), 
the  Court  considered  the  legality  of  a  tax  that  the  State  of  Texas  had 
imposed  upon  all  business  lessees  of  exempt  public  land.    Texas  segregated 
federal  lessees  and  imposed  upon  them  a  tax  burden  heavier  than  that  placed 
upon  the  lessees  of  other  exempt  lands.     The  Court  held  that  the  imposition 
of  a  heavier  tax  burden  on  the  lessees  of  federal  property  was  invalid 
because  the  treatment  was  discriminatory  and  was  not  "justified  by  signifi- 
cant differences  between  the  two  classes."    361  U.S.  at  383.     In  conclusion, 
the  Court  observed  that  "it  still  remains  true,  as  it  has  from  the  time  of 
McCullough  v.  Maryland,  that  a  state  tax  may  not  discriminate  against  the 
Government  or  those  with  whom  it  deals."    361  U.S.  at  387  (citation  omitted). 

The  Court  again  considered  the  issue  of  discriminatory  taxes  in 
Moses  Lake  Homes  v.  Grant  County,  365  U.S.  744  (1961).    There  the  State  of 
Washington  imposed  a  heavier  tax  upon  lessees  of  the  federal  government  than 
the  tax  imposed  upon  other  landowners.  14/    Again,  the  Court  disallowed  the 
tax,  holding  that  if  "anything  is  settled  in  the  law,  it  is  that  a  state 
may  not  discriminate  against  the  Federal  Government  or  its  lessees."  365 
U.S.  at  751. 


14/    A  county  in  the  State  of  Washington  assessed  taxes  against  leasehold 
estates  of  lessees  from  the  Federal  Government  on  the  basis  of  the  full 
value  of  the  buildings  and  improvement  on  those  leasehold,  even  though  other 
leaseholds  were  assessed  at  fair  market  value,  which  excluded  the  value  of 
the  improvements. 
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Thus,  the  more  recent  case,  Moses  Lake  Homes,  suggested  that  dis- 
crimination by  one  government  against  those  who  deal  with  the  other  is  per 
se  unlawful.     At  best,  under  Dumas ,  such  discrimination  is  lawful  only  when 
"significant"  differences  justifying  the  differential  treatment  are  present. 

The  situation  presented  by  these  leasing  cases  is  analogous  to 
the  imposition  of  the  self-employed  tax  rate  upon  state  employees.  Because 
the  state  governments  could  not  tax  federal  lands  directly,  they  placed  a 
heavier  burden  upon  those  who  dealt  with  the  federal  government  than  upon 
other  similarly-situated  taxpayers.     Under  the  proposed  form  of  mandatory 
universal  coverage,  the  federal  government,  because  it  can  not  tax  the  state 
government  directly,  would  impose  a  heavier  burden  upon  state  employees  than 
upon  other  similarly-situated  employees.     In  both  cases,  discrimination  is 
"apparent."    Dumas ,  365  U.S.  at  751. 

Moreover,  there  is  no  possible  significant  difference  between  the 
two  classes  of  employees  which  would  justify  the  disparate  treatment.  The 
states  that  oppose  mandatory  coverage  do  not  ask  that  their  employees 
receive  social  security  benefits  without  paying  the  associated  costs. 
Because  the  states  themselves  provide  retirement  coverage  for  their 
employees,  the  states  impose  no  additional  costs  upon  the  federal  Social 
Security  System.    Thus  there  are  no  economic  considerations  which  justify 
discriminatory  treatment  of  state  employees. 

No  other  "significant  differences"  exist  which  might  justify  the 
discriminatory  treatment.    State  employees  differ  from  other  employees 
nationwide  only  in  that  their  employer  happens  to  be  a  state  or  local 
government.    This  difference  is  not  one  which  may  constitutionally  be  used 
to  justify  differential  treatment  of  state  employees  vis-a-vis  other 
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employees.    Thus,  if  Congress  were  to  place  a  greater  tax  burden  upon  state 
employees  than  upon  like-situated  employees  in  the  private  sector,  such  a 
discriminatory  tax  would  be  held  unconstitutional. 

IV.     IMPOSITION  OF  A  DISCRIMINATORY  SOCIAL  SECURITY  TAX  ON  THE 

STATE  EMPLOYEES  WOULD  VIOLATE  THE  EQUAL  PROTECTION  DOCTRINE 
EMBODIED  IN  THE  FIFTH  AMENDMENT  TO  THE  UNITED  STATES 
CONSTITUTION.  

The  OSDI  tax  imposed  upon  an  employee  is  5.35  percent,  and  an 
equivalent  amount  is  paid  by  the  employer.     26  U.S.C.  §§  3101,  3111.  The 
tax  paid  by  the  employer  is  generally  deductible  for  federal  income  tax  pur- 
poses.   By  contrast,  a  self-employed  person  is  subject  to  an  OSDI  tax  of 
8.00  percent,  a  rate  approximately  one  and  one-half  times  that  paid  by  an 
employee.     26  U.S.C.  §  1401.  15/    However,  it  does  not  follow  that  the  OSDI 
tax  paid  by  a  self-employed  person  is  necessarily  discriminatory. 

A  self-employed  person  engaged  in  private  business  may  elect  to 
do  business  as  a  self-employed  person,  in  which  case  his  OSDI  tax  rate  is 
8.00  percent,  or  he  may  incorporate  his  business  and  pay  an  employee  tax  of 
5.35  percent,  to  which  is  added  the  employer  tax  of  5.35  percent,  for  a 
total  OSDI  tax  of  10.7  percent.    However,  the  employer  portion  of  the  tax 
is  deductible  for  federal  and  state  income  tax  purposes.    Assuming  that  the 
corporation  is  in  a  combined  federal-state  marginal  tax  bracket  of  approxi- 
mately 50  percent,  the  net  tax  effect  on  the  taxpayer,  after  taking  account 
of  the  value  of  the  income  tax  deduction,  is  to  place  him  in  approximately 
the  same  position  with  regard  to  the  OSDI  tax,  regardless  of  whether  he  does 
business  in  corporate  form,  or  as  a  self-employed  individual. 


15/  All  figures  are  for  1981  and  were  enacted  as  part  of  Pub.  L.  No.  95-216 
(December  20,  1977). 
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Not  so  in.  the  case  of  an  employee.    An  employee  is  not  responsible 
for  the  employer  portion  of  the  OSDI  tax.     To  tax  an  employee  as  though  he 
were  a  self-employed  person  is  purely  and  simply  to  subject  him  to  tax  at  a 
rate  2.65  percent  greater  than  the  rate  applied  to  any  other  employee  in 
the  United  States. 

An  employee  of  the  state  of  Colorado,  for  example,  which  has  not 
elected  to  come  under  the  Social  Security  System,  may  be  required  to  pay  as 
much  as  $787  more  per  year  in  OSDI  taxes  than  is  an  employee  of  Pennsylvania 
for  example,  which  has  elected  to  come  under  that  System.  16/    Yet  the 
employee  of  Colorado  will  be  entitled  to  receive  no  greater  OSDI  benefit 
than  an  employee  of  Pennsylvania. 

Such  a  system  is  constitutionally  impermissible.     It  is  the  equiv- 
alent of  a  federal  lottery,  in  which  certain  individuals  in  certain  states 
are  required  to  pay  an  additional  portion  of  their  income  in  tax,  simply 
because  the  federal  government  is  barred  from  obtaining  that  revenue  from 
other  sources  within  those  states.    Taxing  state  employees  at  the  self- 
employed  tax  rate,  while  not  taxing  other  similarly  situated  employees  at  a 
like  rate,  would  itself  be  so  egregious  as  to  violate  the  equal  protection 
doctrine.  17/ 


16/  This  reflects  the  2.65  percent  difference  applied  to  the  maximum  Social 
Security  wage  base  of  $29,700,  or  a  difference  of  $787.05. 

17/    The  federal  government  is  constrained  not  by  the  equal  protection 
clause  of  the  fourteenth  amendment,  which  is  applicable  only  to  the  states, 
but  by  the  due  process  clause  of  the  fifth  amendment.    However,  the  Court 
approaches  the  fifth  amendment  equal  protection  claims  in  precisely  the  same 
manner  as  it  approaches  equal  protection  claims  under  the  fourteenth  amend- 
ment.    See,  e.g. ,  Weinberger  v.  Wiesenseld,  420  U.S.  636  (1975),  Schlesinger 
v.  Ballard,  419  U.S.  498  (1975),  Jimenez  v.  Weinberger,  417  U.S.  628  (1974), 
and  Frontiero  v.  Richardson,  411  U.S.  677  (1973). 
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Such  discriminatory  treatment  violates  the  fifth  amendment  and 
would  constitute  a  violation  of  due  process  because  it  is  arbitrary  and 
unreasonable.     In  the  exercise  of  its  legislative  powers,  Congress  may  enact 
legislation  having  different  impact  upon  different  groups  only  if  the  dis- 
tinctions drawn  by  Congress  in  enacting  the  legislation  are  found  to  have 
some  rational  basis.  18/ 

This  principle  has  recently  been  reaffirmed  in  two  decisions 
involving  social  security  benefits.     In  Weinberger  v.  Wiesenfeld,  420  U.S. 
636  (1975),  the  Court  held  that  certain  disparate  benefits  between  widows 
and  widowers  violated  the  fifth  amendment's  due  process  clause.    The  Court 
concluded  that  the  gender-based  classification  could  not  be  characterized 
as  benign  nor  were  the  discriminatory  means  rationally  related  to  the  legis- 
lative end.     Thus  the  distinctions  failed  to  satisfy  the  minimum  rationality 
test.  19/ 

In  Jimenez  v.  Weinberger,  417  U.S.  628  (1974),  the  Court  struck 
down  a  provision  of  the  Social  Security  Act  which,  in  certain  circumstances, 


18/    One  lower  court  has  held  in  one  case  that  a  statute  subjecting  United 
States  citizens,  employed  by  international  organizations  exempt  from  the 
employer's  social  security  tax,  to  the  self -employment  social  security  tax 
does  not  violate  the  equal  protection  requirements  implicit  in  the  fifth 
amendment.    Smart  v.  United  States,  222  F.Supp.  65  (S.D.N.Y.  1963),  aff 'd 
332  F.2d  283  (2d  Cir.  1964)  in  a  brief  per  curiam  opinion.    However,  no 
question  as  to  the  integrity  of  the  federal  system  was  involved  in  that  case 
and  it  was  not  suggested  that  there  would  be  any  impairment  of  the  govern- 
mental function  of  the  international  organization  involved;  thus,  the  issues 
discussed  in  part  III  of  this  memorandum  were  not  involved  in  Smart.  To 
the  extent  that  the  case  could  be  read  to  imply  that  the  employee  did  not 
have  a  protected  interest  in  not  being  subjected  to  discriminatory  taxation, 
Smart  was  wrongly  decided. 

19/  The  Court  did  not  adopt  the  so-called  intermediate  scrutiny  for  gender 
discrimination  until  1976  in  the  case  of  Craig  v.  Boren,  429  U.S.  190. 
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denied  disability  benefits  to  some  but  not  all  illegitimate  children.  The 
Court  acknowledged  that  there  were  legitimate  governmental  interests  in  pre- 
venting spurious  claims,  but  did  not  find  a  blanket  exclusion  of  one  sub- 
class of  illegitimate  children  reasonably  related  to  the  prevention  of  such 
claims.    The  Court  concluded  that  the  two  subclasses,  of  illegitimate 
children  stood  on  equal  footing,  and  the  potential  for  spurious  claims  was 
the  same  as  to  both.    Therefore,  to  deny  one  subclass  benefits  presumptively 
available  to  the  other  denies  the  former  subclass  equal  protection  of  the 
law  guaranteed  by  the  due  process  provisions  of  the  fifth  amendment.  See 
also  Eisenstadt  v.  Baird,  405  U.S.  438  (1972);  Gunther,  A  Model  for  A  Newer 
Equal  Protection,  86  Harv.  L.  Rev.  1  (1972). 

Should  Congress  mandate  participation  in  the  federal  Social 
Security  program  by  all  state  employees,  and  require  that  state  employees 
pay  into  the  program  at  a  greater  rate  than  private  employees  or  employees 
of  voluntarily  participating  governments,  such  legislation  would  violate 
the  equal  protection  doctrine.    There  is  no  basis  for  distinguishing 
employees  of  one  state  from  employees  of  another  state,  nor  for  distinguish- 
ing state  employees  from  employees  in  the  private  sector.    All  would  receive 
the  same  benefits  from  the  Social  Security  System,  yet  one  subclass  of  state 
employees  would  be  singled  out  to  bear  a  greater  proportion  of  the  burden 
of  supporting  the  system.     Such  a  result  cannot  rationally  be  justified  and 
would  violate  the  equal  protection  doctrine. 
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V.      EVEN  IE  THERE  WERE  SOME  DOUBT  AS  TO  WHETHER  ENACTMENT  OF 
MANDATORY  UNIVERSAL  SOCIAL  SECURITY  COVERAGE  WOULD  BE 
UNCONSTITUTIONAL,  ENACTMENT  OF  MANDATORY  COVERAGE  WOULD  BE 
EXTREMELY  UNWISE ;  IF  MANDATORY  COVERAGE  WERE  TO  BE  ENACTED, 
AND  THEN  HELD  UNCONSTITUTIONAL,  THE  CONSEQUENCES  COULD 
IMPERIL  THE  VERY  SURVIVAL  OF  THE  SOCIAL  SECURITY  SYSTEM. 

A  number  of  recent  reports  have  studied  the  issue  of  mandatory 
universal  coverage  and,  in  particular,  the  possibility  of  extending  Social 
Security  coverage  on  a  mandatory  basis  to  employees  of  state  and  local 
governments.    These  various  reports  have  reached  somewhat  differing  conclu- 
sions as  to  the  desirability  of  such  action.    For  example,  the  National 
Commission  on  Social  Security  recommends,  in  general,  that  Social  Security 
coverage  should  be  extended  in  1982  to  all  government  employees  not  now 
covered  under  a  retirement  system  and  should  be  extended  in  1985  to  all  new 
government  employees,  including  those  covered  under  a  retirement  system.  20/ 

The  President's  Commission  on  Pension  Policy  expressed  "strong 
sentiment"  in  favor  of  extending  Social  Security  coverage  to  all  new  workers 
who  would  otherwise  not  be  covered,  but  also  recognized  that  there  were 
numerous  administrative  and  legal  problems  which  would  be  associated  with 
the  implementation  of  such  a  program,  and  therefore  directed  its  staff  to 
prepare  information  "showing  the  effects  of  alternatives  to  universal 
coverage  that  would  remedy  the  windfall  benefit  and  gap  problem." 

Specifically,  the  Report  of  the  President's  Commission  recognized: 

The  situation  is  somewhat  more  complex  at  the  state 
and  local  government  level.    If  Social  Security  cover- 
age is  extended,  competing  constitutional  claims  will 
be  raised  and  would  probably  have  to  be  settled  in 
court.    The  outcome  is  difficult  to  predict  because 
the  implications  of  the  most  prominent  Supreme  Court 
precedents  are  uncertain.    In  some  instances,  the 


20/  National  Commission  on  Social  Security,  Summary  of  Major  Recommenda- 
tions, p.  5  (January  11,  1981). 
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issues  are  further  complicated  by  provisions  of  state 
constitutions  and  by  conflicting  court  rulings.  21/ 

The  Report  of  the  Universal  Social  Security  Coverage  Study  Group 

generally  favors  the  concept  of  mandatory  universal  coverage.     However  with 

regard  to  the  legal  issues  involved,  the  report  states: 

Extending  Social  Security  coverage  to  State  and  local 
government  employees  would  raise  competing  constitu- 
tional claims.    Congress  may  have  power  to  extend 
coverage  under  article  1,  section  8,  of  the  Constitu- 
tion, which  grants  Congress  the  power  to  levy  taxes, 
to  spend  for  the  general  welfare,  and  to  regulate  com- 
merce.   States  might  challenge  coverage  as  an  encroach- 
ment on  their  sovereignty,  which  is  protected  by  the 
10th  amendment.     Congress  might  override  state  sover- 
eignty through  enforcement  of  the  equal  protection 
clause  of  the  14th  amendment.    How  these  competing 
constitutional  claims  would  be  resolved  is  unclear.  22/ 

Conversely,  the  recent  report  of  the  Advisory  Commission  on  Inter- 
governmental Relations  comes  down  strongly  against  implementation  of  any 
proposal  for  mandatory  universal  coverage  stating  flatly: 

If  states  are  to  have  any  claim  to  independence  within 
our  federal  system,  they  must  be  free  to  control  all 
of  the  basic  components  of  their  employees'  compensa- 
tion. 23/ 

Perhaps  the  most  important  point  to  note  is  that  even  those  reports 
which,  on  the  whole,  seem  to  favor  mandatory  universal  coverage  recognize 
that  there  are  serious  constitutional  issues  when  the  question  of  extending 
mandatory  coverage  to  state  and  local  employees  is  concerned,  and  fail  to 
resolve  those  constitutional  problems  in  any  satisfactory  way. 


21/    PCPP  Interim  Report,  pp.  34,  37. 

22/    USSCSG  Report,  p.  xiii. 

23/    ACIR  Report,  p.  5;  see  also  pp.  12-16. 
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The  consequences  of  such,  a  situation  should  he  considered.  If 
Congress  were  Co  enact  mandatory  universal  coverage,  including  coverage  of 
state  and  local  governmental  units  on  an  involuntary  hasis,  it  is  certain 
that  the  authority  of  Congress  to  enact  such  legislation  would  be  challenged 
in  the  courts.     If  the  legislation  were  ultimately  to  be  overturned  on  con- 
stitutional grounds,   the  resulting  situation  for  the  federal  Social  Security 
System  would  be  chaotic. 

First,  there  would  be  an  immediate  financial  crisis,  if  the  System 
were  called  upon  to  refund  large  amounts  of  taxes  either  to  state  and  local 
governments,  or  to  employees  of  state  and  local  governments.     Second,  enor- 
mous administrative  difficulties  would  be  created  because  it  would  be  neces- 
sary to  recompute,  for  a  large  number  of  employees,  the  level  of  their 
entitlement  to  benefits  created  as  a  result  of  their  retroactive  exclusion 
from  the  Social  Security  System  (based  upon  a  court  decision  holding  that 
their  mandatory  inclusion  was  unconstitutional).     The  administrative* 
problems  would  be  complicated  still  further  because  it  is  likely  that  any 
final  court  resolution  of  this  issue  would  require  a  period  of  at  least 
several  years,  which  would  probably  mean  that  at  least  some  state  and  local 
government  employees  would  receive  Social  Security  benefits   (OSDX  or  hospi- 
tal insurance)  to  which  they  were  not  entitled. 

Finally,  if  mandatory  universal  coverage  were  to  be  adopted,  then, 
in  all  probability,  Congress  would  not  address  seme  of  the  very  real  issues 
concerning  the  relationship  of  the  Social  Security  System  and  noncovered 
employees,  such  as  the  problem  of  the  so-called  "windfall  benefit"  and  the 
problem  of  "gaps"  in  coverage.     Congress  would  not  address  these  issues 
because,  theoretically,  they  would  be  resolved  by  mandatory  'universal 
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coverage.    However  if  mandatory  universal  coverage,  as  applied  to  state  and 
local  employees,  were  later  to  be  struck  down  by  the  courts  as  unconstitu- 
tional, the  net  effect  would  be  that  these  fundamental  problems  would  con- 
tinue to  be  unresolved,  with  deleterious  effects  both  on  the  Social  Security 
System  and,  in  some  cases,  on  individual  employees  as  well. 

We  believe  that  this  memorandum  has  demonstrated  that  mandatory 
universal  coverage,  at  least  as  extended  to  state  and  local  governmental 
units  on  an  involuntary  basis,  is  unconstitutional.    At  a  minimum,  this 
memorandum  demonstrates,  and  not  even  the  advocates  of  mandatory  universal 
coverage  dispute,  that  the  constitutional  questions  which  would  be  involved 
in  such  legislative  action  are  extremely  serious  and  that  there  is  no 
reasonable  assurance  that  the  courts  would  ultimately  sustain  such  legisla- 
tive actions. 

In  light  of  these  considerations,  the  degree  of  risk  which  is 
involved  for  the  Social  Security  System  by  attempting  to  legislate  mandatory 
universal  coverage  is  simply  unacceptable. 
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Mr.  Pickle.  Thank  you  very  much. 

Let  me  make  some  general  observations.  This  committee  recom- 
mended universal  coverage  some  2  years  ago.  It  was  passed  by  the 
full  committee,  as  I  recall  it,  but  when  we  got  to  the  floor,  the 
organization  against  it  was  so  strong  that  there  was  little  support. 
It  is  true  that  the  study  as  completed  said  it  was  a  good  idea,  but  it 
was  not  recommended. 

As  I  look  back  on  it,  I  rather  believe  the  committee  may  have 
moved  too  quickly  without  giving  more  expression  to  groups  oppos- 
ing it.  Perhaps  we  should  have  gotten  more  information.  It  seems 
to  us  we  are  faced  with  the  question,  what  do  we  in  Congress  say  to 
people  who  say,  "If  social  security  is  so  good,  why  aren't  you  in  it?" 

Mr.  Cosgrove.  Mr.  Chairman,  we  are  not  distinct  as  public  em- 
ployees, from  the  other  citizens  of  the  country,  but  for  these  pur- 
poses there  is  a  certain  distinction  that  exists,  namely,  that  there  is 
our  employer-employee  retirement  system,  particularly  now  refer- 
ring to  the  Federal,  but  the  same  would  be  true  of  the  State 
retirement  systems  which  are  negotiated  and  are  legislated  by  the 
government,  and  by  the  employees.  It  is  a  retirement  system.  The 
social  security  system  is  not  a  retirement  system.  The  social  secu- 
rity system,  as  we  see  it,  Mr.  Chairman  and  members  of  the  com- 
mittee, is  instead  a  part  of  this  net  under  which  it  is  hoped  to 
support  the  needs  in  old  age,  adversity,  widowhood,  or  whatever,  of 
people. 

There  is  a  distinction  to  be  drawn  there. 

Mr.  Pickle.  Your  statement  is  that  yours  is  a  retirement  pro- 
gram and  social  security  is  not.  There  is  no  question  about  that.  Is 
it  your  feeling  you  could  not  put  the  two  systems  together?  I  don't 
mean  merger.  We  have  not  recommended  merger,  or  taking  on  any 
of  the  trust  fund  money. 

You  say  you  think  it  could  not  be  coordinated? 

Mr.  Cosgrove.  Mr.  Chairman,  it  would  seem  to  me  that  the  chief 
purpose  of  those  who  would  seek  to  impose  mandatory  coverage, 
involuntary  coverage,  upon  public  employees  is  precisely  to  be  able 
to  say  to  them— whether  Federal,  State,  or  local— '  'Look,  you  have 
social  security  now,  so  you  don't  need  the  retirement  system  as 
employees,  at  least  not  to  the  degree  you  have  it." 

We  think  inevitably  there  would  be  a  diminution  of  the  benefits 
they  would  have  as  employees  if  they  were  covered  under  social 
security.  That  is  our  concern. 

Mr.  Pickle.  Mr.  Warden,  you  feel  your  organization  should  be 
able  to  withdraw  from  social  security  if  they  wish.  I  guess  all  of 
you  are  saying  local  and  State  organizations  should  be  able  to 
withdraw? 

OPPOSE  believes  that  "the  right  of  State  and  local  governments 
to  withdraw  from  the  social  security  system  upon  reasonable  notice 
must  be  preserved."  That  is  what  you  say.  You  want  the  right  to 
withdraw  if  you  wish? 

Mr.  Warden.  We  believe  that  is  the  proper  result,  Mr.  Chair- 
man. It  is  not  our  primary  concern. 

Mr.  Leyden.  We  are  opposed  to  the  right  for  a  State  or  munici- 
pality to  withdraw  unilaterally.  If  it  is  a  case  where  employees 
went  into  the  program  and  had  a  say,  they  automatically  would 
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have  to  have  some  participation  in  the  exclusion  or  removal.  That 
would  be  our  position. 

Mr.  Pickle.  Do  you  think  that  individuals  should  have  a  right  to 
withdraw  from  the  social  security  system  if  they  wish? 

Mr.  Leyden.  No,  I  do  not. 

Mr.  Pickle.  Do  you  believe,  again,  that  a  State  such  as  California 
should  have  a  right  to  withdraw  from  the  social  security  system  if 
they  wish? 

Mr.  Miller.  I  happen  to  have  our  Resolution  7  from  the  National 
Conference  on  Public  Employee  Retirement  Systems  and  in  the  last 
paragraph  we  indicate  that  NCPERS  opposes  the  present  provision 
of  the  Social  Security  Act  permitting  withdrawal  from  coverage 
based  on  the  unilateral  decision  of  employers  and  urges  the  adop- 
tion of  amendments  permitting  such  withdrawal  based  only  on 
referendums  by  employees. 

Such  provision  is  being  in  keeping  with  the  voluntary  approach, 
historically  applied  to  public  employees. 

Mr.  Pickle.  Then  you  say  you  would  be  against  it  unless  they 
voted  for  it  and  withdraw.  You  would  permit  it  if  they  vote  for  it? 

Mr.  Miller.  Yes,  sir. 

Mr.  Pickle.  I  am  trying  to  work  out  in  my  own  mind  what  is  the 
answer  to  this.  I  am  a  Federal  employee.  I  would  be  affected.  I 
have  difficulty  in  determining  what  is  the  best  approach.  Opting 
out  is  a  serious  aspect  of  it. 

I  want  to  go  a  step  further  with  you,  with  respect  to  your 
contribution.  I  recall  just  a  general  fact  to  mind:  You  pay  7  percent 
now,  or  7.5? 

Mr.  Cosgrove.  Seven  percent. 

Mr.  Pickle.  And  the  government  pays  7  percent. 

Now  the  statement  of  Mr.  Cosgrove  or  one  of  you  said  you  paid 
out  some  $64  billion  into  the  fund  now,  and  you  paid  out  or  you 
received  some  $20  billion.  You  paid  out  12.5. 

Mr.  Cosgrove.  That  is  correct,  in  1979. 

Mr.  Pickle.  You  received  what? 

Mr.  Cosgrove.  $21.5  billion  in  1979  was  received  and  disbursed 
was  $12.6  billion.  It  is  on  page  3  of  our  testimony,  about  two-thirds 
of  the  way  down. 

Mr.  Pickle.  In  1979,  $20.5  billion  was  received  by  the  fund.  Now, 
is  that  the  source  of  all  of  your  money? 

Mr.  Cosgrove.  That  is  the  civil  service  retirement  fund;  yes,  sir. 

Mr.  Pickle.  That  represents  7  percent  from  you  and  7  percent 
from  the  Government. 

Mr.  Cosgrove.  Yes. 

Mr.  Pickle.  You  paid  out  $12.6  billion? 

Mr.  Cosgrove.  Our  research  chairman  tells  me  that  is  the  em- 
ployees contribution;  that  is  the  total  amount. 

Mr.  Pickle.  You  give  the  impression  to  me  that  $20.5  billion  is 
the  total  amount  that  you  received. 

Mr.  Galleher.  That  is  the  total  amount  that  went  into  the  fund 
in  1979;  that  is  correct. 

Mr.  Pickle.  Is  it  the  amount  you  received? 

Mr.  Galleher.  The  benefits  paid  out  were  $12.6  billion. 

Mr.  Pickle.  You  pay  7;  the  Government  pays  7.  Does  that  14 
percent  represent  the  $20.5  billion  that  the  fund  received? 
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Mr.  Galleher.  No;  that  is  not  correct.  There  are  additional 
contributions. 
Mr.  Pickle.  What  additional  contributions? 

Mr.  Galleher.  The  additional  contributions  of  the  Government 
represent  or  take  notice  of  past  costs,  officially.  That  is,  the  Gov- 
ernment is  now  paying  its  fair  share  of  the  retirement  system.  In 
the  past,  the  Government  was  not  funding  the  system  and  was  not 
even  paying  interest  on  the  unfunded  liability. 

Throughout  the  seventies,  Government  has  each  year  been  con- 
tributing 10  percent  more  of  its  interest  payments  on  the  unfunded 
liability,  which  peaked  in  1980.  The  costs  that  are  flowing  into  the 
CSRS  are  the  7  percent  from  the  employee,  plus  the  7  percent  from 
the  Government,  plus  the  Government's  official  recognition  of  its 
past  costs  which  it  was  not  acknowledging  prior  to  the  1970  law 
change. 

Mr.  Pickle.  My  question  is,  how  much  money  did  you  get  from 
the  Federal  Government  in  addition  to  the  7  percent  and  7  per- 
cent? How  much  in  1979  was  paid  by  the  Federal  Government  pf 
the  appropriated  funds  into  your  fund? 

Mr.  Galleher.  The  difference  between  two  7-percent  contribu- 
tions and  $20.6  billion. 

Mr.  Pickle.  You  received  $20.5  billion,  from  the  7  percent  and  7 
percent,  but  in  addition,  the  Government  put  in  $20  billion  extra  in 
order  to  keep  the  payments  up  in  good  shape  like  it  looks  now? 

Mr.  Galleher.  No;  that  is  not  correct. 

Mr.  Skardon.  The  $20.5  billion  is  the  total  amount — 7  percent 
from  the  Government,  7  percent  from  the  employees,  interest  on 
the  unfunded  liability  and  30-year  amortizations  of  pay  and  benefit 
liberalizations  since  1969 — those  are  the  major  items. 

Mr.  Pickle.  Break  that  down.  I  am  not  arguing  the  point,  and  I 
have  asked  for  figures  to  see  what  the  Federal  Government  from 
appropriated  funds  had  to  put  into  your  trust  fund  for  the  years 
1979  and  1980,  or  anticipating  1981. 

I  would  like  to  know,  what  are  those  figures?  You  break  down 
that  $20.5  billion  for  me.  It  is  much  lower  than  I  thought  it  was. 

Mr.  Skardon.  Roughly,  $4  billion  comes  from  the  employees' 
contributions.  Another  $4  billion  from  the  Government. 

Mr.  Pickle.  So  you  have  $12  billion  extra  from  the  Federal 
Government  to  make  up  for  the  former  years? 

Mr.  Skardon.  Yes,  sir,  and  also  $4  billion  in  interest  payments 
on  the  fund  itself. 

Mr.  Pickle.  If  you  didn't  have  that  $12  billion  in  1979  and  nearly 
$18  to  $20  billion  in  1980,  as  I  recall  it,  your  fund  would  be  in 
difficulty,  wouldn't  it? 

Mr.  Skardon.  Yes,  sir,  if  it  had  to  rely  on  the  7-percent  contribu- 
tion alone. 

Mr.  Pickle.  There  was  a  period  of  time  when  the  Government 
didn't  appropriate  money,  and  now  we  are  making  up  for  what  it 
didn't  pay.  That  is  a  legitimate  point  to  make,  so  I  will  not  argue 
that.  The  fact  is,  right  now,  to  keep  your  system  solvent,  you  must 
get  a  sizable  contribution  each  year  from  Federal  appropriated 
funds  to  keep  it  at  that  level.  If  you  didn't  have  that  $20  billion  or 
more  this  year,  in  1981,  your  fund  would  get  in  difficulty  quickly, 
wouldn't  it? 
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Mr.  Cosgrove.  Mr.  Chairman,  it  is  not  unlike  what  a  company 
would  contribute  to  employees. 

Mr.  Galleher.  Also,  it  is  important  to  note,  Mr.  Chairman, 
interest  payments  by  the  Government  would  normally  be  consid- 
ered earnings  by  private  sector  plans.  It  simply  represents  the  fact 
that  money  was  not  invested,  and  it  is  being  computed  as  a  cost 
rather  than  what  it  should  be,  an  earned  income. 

You  might  want  to  refer  your  staff  to  the  FAIR  findings  No.  2, 
attached  to  the  FAIR  testimony.  It  goes  through  the  details  of  the 
1979  financing  and  shows  you  where  and  how  the  $20.5  billion 
comes  about.  It  gives  a  breakdown  of  the  cost  related  to  inflation, 
interest  payments,  and  the  amount  contributed  by  the  employees. 

Mr.  Pickle.  Let  me  yield  to  Mr.  Archer. 

Mr.  Archer.  Thank  you.  I  will  have  to  make  my  questioning 
brief,  because  I  have  another  engagement  at  2:15. 

To  follow  up  on  what  you  said,  what  the  Government  is  putting 
in,  in  addition  to  the  7  plus  7,  is  an  additional  21  percent  of 
payroll,  at  any  time,  if  my  extrapolation  is  accurate.  In  other 
words,  an  extra  $12  billion  is  about  21  percent  of  payroll. 

Mr.  Skardon.  With  some  qualification,  that  is  right. 

Mr.  Archer.  I  think  you  make  a  very  good  point  that  Federal 
employees  would  not  be  a  drain  on  the  system  if  the  system  were 
operating  under  an  insurance  concept,  and  that  the  benefit  outflow 
would  be  related  directly  to  the  wages  paid  in  and  the  time  spent 
within  the  program. 

Now,  if  you  can  get  a  unified  approach  from  all  six  of  you  that 
we  should  adjust  the  benefit  standards  so  that  they  are  directly 
related  to  time  spent  and  money  paid  in;  then  I  think  you  have  a 
valid  argument  that  there  is  no  problem  with  equity.  You  com- 
mented you  are  in  agreement  with  Mr.  Cohen. 

If  you  can  get  him  on  your  side  in  this  regard  to  stand  before 
this  committee  and  urge  that  sort  of  reform  to  the  system,  but, 
gentlemen,  that  is  not  going  to  happen.  You  know  it  is  not  going  to 
happen,  and  I  know  it  is  not  going  to  happen,  and  the  AFL-CIO  is 
not  going  to  support  that. 

So  you  should  not  stand  here  in  unison  to  tell  us  there  is  going  to 
be  no  inequity  because  we  are  going  to  adjust  the  benefit  standards 
to  where  they  will  directly  relate  to  the  time  and  the  work  force  : 
and  the  amount  of  money  that  is  earned  and  contributed  to  the 
program. 

Am  I  incorrect?  Will  all  of  you  agree  we  should  make  that 
change  in  the  program?  Will  the  AFL-CIO  stand  before  this  com- 
mittee today  and  say  that  is  what  we  ought  to  do? 

Mr.  Cosgrove.  I  can't,  because  there  are  differences  in  the  work 
force. 

Mr.  Archer.  Of  course.  Of  course. 

Mr.  Cosgrove.  I  think  Congress  provides  for  that  day,  and  we-f 
supported  those  changes  

Mr.  Archer.  But  the  point  is,  you  can't  stand  before  this  commit- 
tee  and  say  that  will  take  care  of  everything,  because  we  are  not 
going  to  do  it. 

Now,  having  exploded  that  argument,  how  do  we  create  equity 
between  Government  employees  and  the  private  sector?  How  do  we 
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do  what  the  chairman  said,  to  go  back  to  our  population  and  tell 
them  everybody  is  being  treated  fairly  and  evenly? 

Mr.  Warden.  Mr.  Archer,  I  think  there  are  at  least  some  partial 
answers  to  that.  First  of  all,  I  think  even  if  the  present  system 
cannot  for  political  or  other  reasons  be  brought  to  perfection,  it  can 
probably  be  improved.  We  are  well  aware,  for  example,  that  there 
is  a  good  deal  of  resentment  and  indeed  some  of  it  probably  justi- 
fied over  the  issue  of  the  so-called  windfall  benefit,  where  a  retired 
Government  employee  works  a  very  short  time,  or  relatively  short 
time,  and  then  gets  a  benefit  which  is  disproportionate,  or  weighted 
disproportionately  to  the  amount  he  contributes  to  the  system. 

That  can  surely  be  corrected,  and  although  it  is  not  a  panacea 
for  all  the  ills,  it  will  help.  It  will  help,  I  think,  improve  the 
popular  perception  of  the  fairness  of  the  system,  and  it  will  some- 
what help  the  financial  status. 

There  are  possibilities  of  going  beyond  that. 

Mr.  Archer.  You  say  that  can  be  taken  care  of.  How  is  that 
going  to  be  taken  care  of?  How  can  that  be  taken  care  of  to  the 
point  where  all  of  you  at  this  table  agree  with  the  method  by 
which  we  take  care  of  it? 

Mr.  Warden.  I  am  not  sure  we  all  will  agree. 

Mr.  Archer.  You  can't  make  that  argument,  because  it  isn't 
going  to  happen. 

Now,  tell  me  how  you  can  all  agree  on  how  we  are  going  to  iron 
out  the  inequities  in  a  way  that  you  can  all  agree  on?  You  are 
sitting  here  all  in  agreement  we  should  not  cover  Federal  employ- 
ees. Now  tell  me  how  you  are  going  to  all  agree  we  should  iron  out 
the  inequities  and  not  cover  Federal  employees? 

Mr.  Galleher.  Mr.  Archer,  I  would  like  to  make  a  few  comments 
in  relation  to  the  windfalls.  One  of  the  key  elements  in  trying  to 
iron  out  inequities  is  to  look  at  the  entire  picture  and  not  just  the 
point  of  view  of  the  Social  Security  Administration  related  to  Fed- 
eral employees. 

For  instance,  as  you  well  know,  Federal  employees  have  been 
very  harshly  capped  in  their  pay  increases  throughout  the  last  10 
years.  The  differential  between  the  inflation  

Mr.  Archer.  I  am  sorry.  My  time  is  really  limited.  I  am  not 
going  to  get  off  on  that  tangent  for  the  reason  if  we  get  into  that  as 
an  argument,  there  are  millions  of  people  in  the  private  sector  who 
claim  they  have  been  unfairly  treated  in  some  way  or  another  with 
respect  to  their  pay  increases,  so  that  is  immaterial  and  irrelevant. 

Mr.  Galleher.  Final  pay  determines  the  level  of  pension  bene- 
fits. If  final  pay  is  capped  to  4.8  instead  of  13.5,  it  greatly  lessens 
'  the  pension. 

Mr.  Archer.  I  so  understand,  but  there  are  millions  of  people  in 
the  private  sector  who  have  been  capped  off  for  economic  or  other 
reasons  who  can  make  the  same  complaint,  and  that  is  not  a  valid 
or  material  argument. 

Mr.  Galleher.  We  are  talking  about  Federal  employees  as  a 
special  group.  They  have,  more  than  any  other  group,  sustained 
major  losses  in  real  pay.  Therefore,  they  also  have  lowered  the 
level  at  which  the  annuity  starts. 

Mr.  Archer.  I  can  cite  you  other  groups  that  have  not  increased 
:  in  pay.  Shall  we  tell  them  the  same  thing?  If  you  can  make  this 
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argument  for  Federal  employees,  we  have  to  make  it  for  everybody 
else.  We  have  got  to  move  toward  equity  in  this  system,  gentlemen, 
and  we  have  to  have  a  consensus  and  support  among  all  of  your 
diverse  groups  to  get  equity,  and  we  are  not  getting  it. 

All  we  hear  from  you  is  ' 'Don't  cover  Federal  employees,"  but 
you  are  in  no  way  giving  us  a  consensus  of  how  we  create  equity  in 
the  program.  We  have  to  have  that.  That  is  basically  what  the 
chairman  was  getting  at,  and  the  American  people  are  not  going  to 
tolerate  this  kind  of  inequity  in  the  program. 

We  have  to  face  up  to  that.  We  have  to  answer  to  our  constitu- 
ents or  Federal  employees,  and  the  ones  who  are  not  Federal 
employees.  We  need  your  help.  You  give  us  a  way  to  create  equity 
and  you  have  a  point  made. 

Mr.  Cosgrove.  May  I  comment  on  one  point,  Mr.  Galleher, 
please? 

In  fact,  the  Federal  employees  were  collectively  capped  by  the 
President  of  the  United  States,  by  Executive  order,  if  I  recall 
correctly,  mandating  by  Federal  law.  It  was  the  only  group  in  the 
society  under  direct  economic  stabilization  controls  during  a  part  of 
the  Carter  administration.  Then  he  wrote,  in  addition,  to  the  Gov- 
ernors and  mayors  of  the  major  cities,  asking  the  State  and  local 
employees  be  similarly  controlled. 

Mr.  Archer.  I  disagree  with  you.  There  are  wage  and  price 
controls  applying  to  every  industry  in  this  country,  and  I  know 
many  people  in  the  private  sector  in  my  district  that  were  capped 
off  and  could  not  get  pay  increases. 

Mr.  Cosgrove.  Under  President  Carter? 

Mr.  Archer.  Yes,  sir,  and  if  they  did  get  pay  increases  beyond 
that  cap,  they  lost  their  Government  contracts. 

Mr.  Cosgrove.  If  I  may,  I  would  like  to  ask  my  colleagues  if  they 
are  aware  of  any  economic  stabilization  that  involved  direct  wage 
and  price  controls  during  the  Carter  administration  other  than  on 
Government  employees.  I  am  not. 

Mr.  Galleher.  The  key  here  is  even  the  voluntary  controls  put 
on  the  private  sector  were  substantially  less  severe  than  Federal 
pay  caps. 

Mr.  Archer.  All  of  this  is  relative.  Argument  on  whether  you 
are  capped  or  not  is  relative. 

The  point  is  that  you  can't  make  that  argument,  because  that  I 
argument  applies  to  many  people  in  the  private  sector. 

I  understand  what  you  are  saying,  but  it  doesn't  eliminate  the  i 
problem  we  have  to  face  when  we  go  back  to  talk  to  our  people  at 
home.  Although  you  say  there  were  no  mandatory  requirements,  to 
a  company  that  depends  on  Federal  contracts  for  its  livelihood  and 
is  told,  "You  lose  the  contract  if  you  give  a  pay  increase  above  a 
certain  amount."  That  is  mandatory. 

Mr.  Cosgrove.  Don't  you  think  there  is  a  distinction  between 
legal  controls  and  economic? 

Mr.  Archer.  Not  in  that  sense.  The  employee  that  didn't  get  the 
pay  raise  is  treated  just  the  same  regardless  of  how  you  want  to  J 
handle  it  semantically. 

We  need  your  help.  We  need  consensus.  That  is  the  point  I  am 
making.  I  know  I  am  coming  through  argumentatively,  and  I  apolo- 
gize for  that,  but  it  is  a  problem  we  face  when  we  go  back  home. 
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Mr.  Cosgrove.  I  think  there  is  an  essential  principle  involved 
which  is  that  the  public  employees  who  qualify  before  their  public 
employment  or  after  public  employment,  or  for  that  matter,  so- 
called  moonlighting  during  public  employment  when  they  take  a 
job,  which  they  may  do,  and  they  qualify  like  anyone  else,  they 
should  be  treated  as  anyone  else  for  that  purpose.  If  they  qualify 
legally  and  normally,  they  ought  to  get  the  legal  benefits  from  the 
qualification.  That  is  the  only  argument  I  would  make. 

Mr.  Pickle.  Mr.  Gradison? 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Prior  to  the  social  security  system,  there  were  companies  which 
had  very  sound  pension  plans  for  their  employees.  Not  very  many, 
but  there  were  some.  One  of  the  oldest  is  the  American  Telephone 
&  Telegraph  Co. 

How  would  you  feel  about  changing  the  law  so  if  the  American 
Telephone  &  Telegraph  Co.,  after  a  referendum  by  their  employees, 
with  the  approval  of  their  management,  asks  to  be  removed  from 
social  security,  that  they  be  permitted  to  opt  out  as  a  group? 

Mr.  Skardon.  As  long  as  their  benefits  are  tied  to  what  they 
have  put  into  the  system,  what  would  be  the  problem? 

Mr.  Gradison.  I  just  wanted  to  see  how  you  feel  about  taking 
social  security  apart.  I  just  start  with  a  clear-cut  case  parallel  to 
the  one  you  cite  of  a  long-standing  well-financed  plan. 

Mr.  Cosgrove.  I  think  it  is  not  parallel  for  the  following  reasons, 
that  we  tried  to  portray  before.  It  is  not  easy.  It  is  complex.  In  the 
one  instance,  you  are  talking  about  opting  out  the  coverage  of 
social  security  and/or  having  it — you  are  leading  to  the  point  of 
voluntary  social  security  participation,  I  take  it.  We  would  say  no. 

Precisely,  I  say  that  because  this  is  a  social  program,  like  a  labor 
standards  program — a  net  concept  which  has  to  apply  across  the 
board  without  a  means  test  or  a  need  test.  There  is  a  governmental 
action  which  is  not  subject  to  an  individual  opting  out  of  it  any 
more  than  he  opts  out  of  the  IRS  program  or  the  street  lights, 
traffic  lights,  or  whatever.  These  are  necessary  for  the  society,  not 
only  the  individual,  but  society,  that  these  standards  be  construct- 
ed and  maintained. 

In  the  case  of  the  public  employee  retirement  systems,  you  are 
talking  about  employer /employee  organized  operations.  We  think 
the  distinction  is  very  great.  We  think  we  are  confusing  things  if 
we  talk  about  the  public  employment  retirement  system  the  same 
as  the  A.T.  &  T.  retirement  system.  It  cannot  be  the  same,  because 
one  works  for  the  body  politic,  and  cannot  have  the  opting  out  of  a 
social  program  by  definition,  or  it  ceases  to  be  a  political,  social 
program. 

Mr.  Gradison.  So  it  is  OK  for  us  to  mandate — I  am  not  arguing 
for  universal  coverage  of  State  and  local  employees.  I  don't  think  it 
is  going  to  happen.  I  am  not  arguing  that.  I  am  from  Ohio  and 
nobody  is  covered  there  now,  so  I  am  really  not  into  that.  My 
question  is,  once  a  group  is  in,  I  have  trouble  understanding  the 
argument  that  the  Government  can  force  somebody  in  the  private 
sector,  after  referendum  and  all  those  conditions,  to  stay  in,  but  if 
they  are  in  the  public  sector,  they  can't  force  them  to  stay. 

Mr.  Cosgrove.  They  are  not  forcing  them  to  stay  in  a  retirement 
system. 
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Mr.  Gradison.  A  social  insurance  system? 
Mr.  Cosgrove.  It  is  a  different  thing. 
Mr.  Gradison.  Why? 

Mr.  Cosgrove.  It  is  different  because  Congress,  in  1935,  decided 
the  United  States  should  have  this  floor  for  which  orphans,  dis- 
abled and  various  categories,  for  people  at  a  given  stage  in  a  given 
status,  widowhood  or  whatever,  it  is  decreed  that,  even  as  in  1938  it 
decreed  a  minimum  wage  and  overtime  provision  and  many  other 
things  in  the  period  of  the  thirties  that  created  great  change.  These 
are  social  policies.  This  is  not  a  question  of  employer/employee 
relationships  at  all,  really.  It  happens  they  tied  this  one  to  the  fact 
of  employment  for  some  limited  purposes.  For  some  limited  pur- 
poses it  is  tied  to  employment. 

Mr.  Gradison.  Suppose  we  were  to  say  any  public  employees  now 
covered  could  opt  out  as  provided  by  present  law  as  long  as  they 
did  it  by  the  end  of  next  year  and  after  that  they  were  frozen  in. 
That  gives  every  group  which  wishes  to  get  out,  a  chance  to  get 
out,  but  it  then  would  mean,  after  a  reasonable  passage  of  time,  if 
they  are  in,  they  are  in  compliance  with  all  the  conditions  you 
mentioned  earlier.  Maybe  it  is  2  years,  make  it  5  years — something 
like  that.  How  would  you  feel  about  that? 

Mr.  Cosgrove.  I  wouldn't  know  how  to  distinguish  that  from 
allowing  any  other  group  to  opt  out. 

Mr.  Gradison.  But  you  are  arguing  for  a  right  to  opt  out.  You 
are  arguing  for  the  right  of  public  employee  groups  now  covered  to 
opt  out.  Is  that  an  unconditional  right  good  at  all  times? 

How  would  you  feel  if  we  said:  We  recognize  that  right;  it  is  in 
present  law.  We  are  going  to  continue  to  do  it,  but  we  are  changing 
the  rules  of  the  game  so  it  is  considered  fair.  We  are  not  going  to 
say  that  you  can't  exercise  those  rights.  You  have  a  couple  of  years 
to  think  about  it,  but  if  you  stay  in  past  January  1,  1983,  you  no 
longer  can  opt  out. 

Mr.  Cosgrove.  The  FAIR  group  that  I  represent  does  not  advo- 
cate opting  out. 

If  there  is  to  be  a  vote  of  the  workers  in  the  State  and  local 
governmental  units  again,  then  clearly  whether  they  are  allowed 
to  opt  out,  if  they  are  allowed,  it  should  be  only  on  the  condition 
that  the  same  people  so  vote.  Now,  they  must  vote  to  go  in,  not 
only  employers,  but  also  employes  of  county  and  State,  or  school 
district. 

Mr.  Gradison.  Are  you  for  not  allowing  opting  out  under  any 
circumstances? 

Mr.  Cosgrove.  Yes,  I  think  it  should  be  a  social  program. 

Mr.  Gradison.  Your  emphasis  wasn't  on  continuing  the  right  of ) 
opting  out  but  making  sure  such  a  decision  be  reached  through  the 
same  kind  of  referendum  procedure;  is  that  correct? 

Mr.  Cosgrove.  That  is  correct. 

Mr.  Gradison.  Now,  one  other  thing:  I  understand  the  argument 
is  it  would  not  be  fair  to  mandate  Federal  employees,  then,  as  a* 
means  of  solving  the  short-term  financial  problems  of  the  system. 

I  am  not  saying  whether  I  agree  or  disagree,  but  I  understand! 
that  argument.  I  can  understand  the  argument  it  might  break 
some  kind  of  compact  with  the  people  covered  by  those  Federal 
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plans  today.  When  they  came  into  Federal  employ,  they  expected 
to  get  certain  benefits,  and  so  forth. 

Recognizing  that,  how  would  you  feel  if  we  provided  for  manda- 
tory coverage  of  all  Federal  employees,  new  starts,  only,  so  any- 
body who  came  to  work  with  the  Federal  Government  would  know 
what  the  rules  of  the  game  were?  Anybody  who  is  already  em- 
ployed is  fully  protected,  so  nobody  is  misled  in  terms  of  whether 
they  are  or  are  not  going  to  be  covered  by  social  security. 

Mr.  Cosgrove.  I  would  oppose  the  grandfathering  principle.  You 
would  have  one  standard  for  those  onboard  and  another  for  those 
coming  on.  I  see  great  problems  being  created  where  you  have 
duplicity  of  availability  on  social  security,  where  in  one  case  you 
are  mandating  someone  working  alongside  of  someone  else  with  a 
different  program.  I  am  opposed  to  it,  and  we  in  the  AFL  oppose  it. 

Mr.  Gradison.  It  would  be  better  to  bring  them  in  all  at  once. 

Mr.  Cosgrove.  I  imply  that  we  are  opposed  to  it  in  any  condition, 
either  grandfathering  or  in  one  fell  swoop. 

Mr.  Warden.  Mr.  Gradison,  I  think  one  question  which  should  be 
asked  is  why  you  would  want  to  do  it  that  way.  There  are  obvious 
disadvantages. 

Mr.  Gradison.  Political  fairness.  Fairness  so  nobody  could  say 
they  were  dragged  into  something  against  their  will.  Politics,  be- 
cause everybody  who  is  currently  a  member  of  a  Federal  employee 
union  would  be  protected  and  they  are  not  being  hurt. 

Mr.  Warden.  One  point  I  want  to  make — again,  this  is  not  our 
central  concern,  but  the  system  you  have  suggested  would  do 
almost  nothing  for  the  finances. 

Mr.  Gradison.  That  is  one  of  the  reasons  I  suggested  it.  My 
feeling  is  the  issue  we  are  talking  about  on  this  panel,  while 
important,  is  peripheral  to  our  immediate  concern,  which  is  to  get 
the  system  on  a  sound  financial  basis,  short  term  or  long  term. 

I  do  not  want  to  see  us  make  changes  where  somebody  says,  "We 
use  some  group  to  solve  the  problems  of  another."  We  have  enough 
problems  of  old  versus  young,  and  so  forth,  involved  here,  so  my 
own  personal  feeling  at  the  moment  is,  I  would  rather  leave  this 
issue  aside  for  another  day  than  drag  it  in  in  a  way  which  looks 
like  we  are  trying  to  use  it  to  solve  financial  problems. 

On  the  other  hand,  if  we  had  a  new-start  provision,  nobody  could 
argue  the  new-start  provision  is  going  to  solve  the  financial  situa- 
tion. It  could  be  looked  upon  as  a  long-run  structural  reform,  and 
we  could  get  away  from  a  situation  which,  to  me,  is  personally 
intolerable  of  getting  in  front  of  groups  and  saying,  "Why  aren't 
you  covered  for  your  congressional  salary?  Why  isn't  the  Commis- 
sioner of  Social  Security  covered?" 

The  answer  is  we  should  be.  How  do  we  get  from  here  to  there? 
We  have  to  get  covered  somehow. 

The  question  is,  how  we  can  do  it  in  a  fair  manner  that  doesn't 
stir  up  any  more  opposition  than  we  have  to  have.  It  has  to  be 
done.  I  think  there  is  no  possible  argument  there.  It  has  to  be  done 
from  a  political  point  of  view.  I  say  that  as  a  politician.  Forget  the 
economics  and  anything  else.  We  have  got  to  get  ourselves  covered. 
If  nothing  else,  we  have  to  cover  the  legislative  branch.  How  would 
you  feel  about  that  proposition  that  the  bill  provide  for  mandatory 
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coverage  of  all  employees  of  the  legislative  branch  of  the  Federal 
Government? 

Mr.  Warden.  It  might  help  to  solve  your  political  problem.  That 
is,  the  personal  problem  of  the  Congress  in  going  back  to  constitu- 
encies. 

Mr.  Gradison.  Would  you  oppose  it  or  support  it? 

Mr.  Warden.  I  think  we  certainly  would  not  oppose  it. 

Mr.  Gradison.  Does  anybody  oppose  our  covering  our  own 
branch  on  a  mandatory  basis? 

Mr.  Cosgrove.  Yes,  sir.  I  would  say  we  represent  a  good  number 
of  legislative  branch  employees  through  our  organizations,  and 
they  would  take  a  position  similar  to  the  one  we  have  expressed 
here  today.  The  idea  of  uncoupling  or  decoupling  the  pay  or  bene- 
fits of  Members  of  Congress  from  those  of  other  Federal  employees 
is  one,  as  you  know,  that  is  not  novel.  The  idea  of  applying  it  to  the 
Members  of  Congress  would  cause  me  no  concern  as  far  as  the  [ 
Members,  themselves  are  concerned,  who  are  the  political  people 
who  have  to  go  before  the  voters. 

With  respect  to  the  whole  question  of  grandfathering,  I  think  it 
is  noteworthy  that  what  would  be  opposed  is  grandfathering;  you 
would  have  to  do  this  with  a  consciousness  that  you  are  lowering 
the  labor  standards  of  the  Federal  Government.  The  first  immi- 
grants came  to  work  in  the  civil  service  system  in  the  city  of 
Boston,  in  the  State  of  Pennsylvania,  or  in  the  Government  of  the 
United  States,  in  large  part  because  of  the  labor  standard  that  j 
prevailed.  I  think  it  was  Martin  Van  Buren  who  put  in  the  first  8- 
hour  day. 

The  Government  tends  to  be  better  than  private  industry,  which 
was  pretty  bad  until  certainly  the  thirties.  I  would  oppose  a  dim-  j 
inution  of  those.  1 

Mr.  Gradison.  Do  you  mean  we  are  going  to  have  trouble  re-  j 
cruiting? 

Mr.  Cosgrove.  I  think  you  may  well  have  trouble. 

Mr.  Gradison.  People  will  work  somewhere  else  where  they  are  I 
covered  by  social  security  because  they  don't  want  to  come  here  ^ 
where  they  might  be  covered  with  social  security. 

Mr.  Cosgrove.  I  think  you  might  very  well  have  difficulty  in' 
recruiting  the  type  of  people  who  were  able,  even  during  the  diffi-r 
culties  of  the  Nixon  years  and  the  other  traumatic  experiences  we  ' 
have  had  in  this  country,  the  kinds  of  people  who  were  able  to  keep  j 
this  Government  going  and  functioning  so  well.  We  have  had  excel- 
lent people  in  the  Federal  civil  service. 

Mr.  Gradison.  We  have  run  out  of  computer  capacity  for  appli- 
cants for  jobs  with  the  United  States.  And  quality  people,  too. 

Mr.  Cosgrove.  I  think  we  get  it  largely  because  the  benefits  are 
good  in  the  Federal  Government.  I  think  they  should  be  main-; 
tained  and  not  diminished. 

Mr.  Gradison.  I  don't  want  to  belabor  this.  I  thank  the  chairman 
for  his  forbearance,  but  you  seem  to  be  assuming  if  a  new  start  is 
covered  by  social  security,  they  will  get  less  retirement  benefits. 
They  don't  get  less  if  they  are  American  Telephone. 

If  the  plan  were  merely  modified  to  be  a  fully  integrated  plan, 
where  the  amount  of  the  public  pension  now  provided  under  civil 
service  were  reduced  for  the  amount  of  social  security  benefits,  you 
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end  up  with  the  same  number  of  dollars  and  less  tax;  that  is,  less 
tax  when  you  are  retired,  which  actually  means  you  are  better  off 
than  the  person  who  gets  the  pension  today  that  is  more  fully 
taxed. 

Mr.  Cosgrove.  I  think  this  brings  us  full  circle  in  the  confusion 
between  the  public  sector  and  the  private  sector. 

Mr.  Skardon.  The  questions  that  you  have  all  been  asking  un- 
derscores a  basic  problem  I  think  all  of  us  would  have  in  going  to 
our  membership,  trying  to  sell  them  on  social  security  coverage, 
and  that  is  there  is  no  clear  definition  as  to  what  social  security  is 
and  how  it  functions.  Should  you  cover  employees  of  the  legislative 
branch  or  not? 

Why  would  you  want  to  cover  them?  What  advantage  is  there  to 
coverage?  Is  it  a  retirement  program,  disability  insurance,  survivor 
insurance?  What  is  it?  When  you  decide  what  it  is,  then  why 
should  it  be  financed  in  the  way  it  is  financed? 

Mr.  Pickle.  Obviously,  the  social  security,  to  remain  stable,  must 
have  everybody  in  it  and  have  volume  in  it,  or  it  cannot  be  a  social 
insurance  program.  The  question  is,  How  many  people  do  you 
exempt  from  coverage? 

Mr.  Leyden.  Isn't  it  fair  to  say  if  all  the  Federal  employees  were 
thrown  into  the  system,  it  would  be  just  buying  time,  a  short  fix  on 
a  long-haul  operation? 

Mr.  Pickle.  We  are  talking  about  equities. 

Mr.  Leyden.  Mr.  Gradison  said  something  before  that  is  impor- 
tant. There  is  a  psychology  that  pervades  the  social  security  situa- 
tion, itself.  I  just  left  the  ranks  about  3  months  ago.  There  is  grave 
apprehension  in  the  way  it  is  handled.  There  is  apprehension  that 
if  there  is  inclusion,  it  will  be  the  beginning  of  the  end  of  Federal 
retirement,  as  we  know  it  today. 

Mr.  Gradison.  I  am  not  arguing  for  coverage  of  State  and  local 
employees.  The  constitutional  questions  alone  convince  me  we  are 
not  going  to  get  anywhere  there.  For  some  reason  two-thirds  of  the 
State  and  local  employees  are  now  covered.  Can  you  cite  a  single 
instance  in  the  United  States  where  the  existing  pension  plan  of  a 
State  and  local  employee  has  been  abandoned  once  that  group 
decided  to  come  into  social  security?  Give  me  one  example  in  the 
whole  country  that  would  lead  you  to  believe  there  is  any  fear  of 
termination  of  the  Federal  civil  service  plan  if  social  security  cover- 
age were  included? 

Mr.  Leyden.  We  are  talking  about  two  different  plans,  are  we 
not? 

Mr.  Gradison.  Come  on.  You  are  the  ones  who  lumped  all  the 
public  plans  together  and  argued  that  public  is  different  from 
private.  All  I  am  doing  is  taking  the  step  of  saying  public  is  the 
same  as  public. 

Mr.  Leyden.  You  are  saying  social  security  is  the  same  as  a 
retirement  plan? 

Mr.  Gradison.  And  the  question,  if  you  don't  mind,  is  can  you 
I  cite  an  example  of  a  State  or  local  program  which  was  abandoned 
!  because  social  security  coverage  was  extended  to  the  employees  of 
that  group? 

You  are  worried  about  the  coverage  of  Federal  employees.  You 
are  worried  that  the  Federal  plan  will  be  undermined  if  social 


392 


security  programs  are  mandated  for  Federal  employees.  I  am 
trying  to  ask  you  what  evidence  do  you  have  from  the  practical 
experience  that  we  have  in  this  country  of  covering  public  employ- 
ees. The  military  are  covered,  too.  They  are  Federal  employees.  I 
will  get  to  that  later  if  I  have  enough  time,  but  I  would  like  some 
examples  which  lead  you  to  believe  there  is  a  problem,  other  than 
just  general  fear. 

Mr.  Galleher.  We  would  be  happy  to  look  into  that  question  for 
you. 

Mr.  Gradison.  I  wish  you  would. 

Mr.  Galleher.  You  must  realize  that  conversions  of  public  em- 
ployee pay  or  benefits  systems  are  directly  impacted  by  the  eco- 
nomic, budgetary,  and  social  climate  of  the  times.  In  the  1970's, 
with  inflation  combined  with  recession — and  a  similar  outlook  for 
the  1980's — budgetary  restraints  have  resulted  in  many  legislative 
actions  impacting  public  employees  that  have  been  patently  unfair 
and  have  been  justified  only  by  the  knife  of  the  budget-cutting 
process.  We  are  fearful  that  in  the  current  climate  a  coordination 
with  social  security  would  be  affected  by  the  economy  and  budget- 
cutting  mentality. 

Mr.  Gradison.  Do  any  of  you  believe  that  the  mandatory  cover- 
age of  military  personnel  reduced  the  benefits,  the  total  package  of 
benefits,  for  retirement  available  to  U.S.  military  personnel?  They 
are  Federal  employees,  too,  and  we  have  mandated  them  in.  Have 
these  dire  predictions  of  yours  come  to  pass  in  that  program  where 
literally  millions  of  Federal  employees  have  been  mandated  in 
against  their  will? 

Mr.  Cosgrove.  We  would  be  glad  to  make  inquiry. 

Mr.  Gradison.  Can  you  name  any?  These  are  part  of  your  orga- 
nizations. You  don't  follow  what  happens  in  those  programs? 

I  have  had  it  expressed  to  me  by  individuals  in  the  military  that 
they  don't  care  for  it. 

Mr.  Skardon.  Doesn't  it  seem  that  everytime  you  lower  social 
security  benefits,  you  are  diminishing  those  retirement  benefits?  If 
you  approve  the  President's  proposals  for  eliminating  minimum 
benefits,  you  are  welching  on  a  commitment.  In  essence,  everytime 
social  security  is  reduced,  you  are  reducing  retirement  benefits 
that  people  have  been  promised. 

The  reason  our  people  want  to  stay  out  of  social  security  is  that 
there  is  no  guarantee  under  social  security  that  they  are  going  to 
keep  benefits  which  have  been  promised. 

Mr.  Gradison.  That  brings  me  back — then  I  will  end — to  the 
group  from  American  Telephone  Co. — how  we  say  to  a  group,  and  I 
have  only  mentioned  Telephone  because  it  is  well  financed — I 
think  their  pensions  are  as  secure  as  yours,  or  mine;  that  they 
somehow  are  different.  I  mean  they  are  private.  Therefore,  they 
have  got  to  stay  in  under  this  highly  questionable  financing  ar- 
rangement. I  just  don't  understand  it. 

I  thank  you,  Mr.  Chairman, 

[The  following  was  subsequently  received:] 
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Public  Employee  Department  AFL-CIO, 

Washington,  D.C.,  March  17,  1981. 
Re  PED  testimony— 2/26/81— Submission  for  the  Record. 
Honorable  J.  J.  Pickle, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means, 
242  Cannon  House  Office  Building,  Washington,  D.C 

Dear  Congressman  Pickle:  The  Public  Employee  Department,  AFL-CIO  was 
asked  by  your  committee  to  review  past  deleterious  examples  of  changes  in  public 
employees'  wages  and  benefits  when  confronted  with  a  change  in  compensation 
caused  by  mandatory  coverage  under  social  security.  At  the  time,  we  informed  the 
committee  that  we  did  not  represent  the  military  nor  have  we  studied  their  rela- 
tionship to  the  social  security  system.  Therefore,  we  will  confine  our  response  to  our 
constituent  members,  34  unions  of  the  AFL-CIO  comprising  over  2  million  public 
workers  at  the  state/local  and  federal/postal  level. 

The  Social  Security  Amendments  of  1950  extended  coverage  to  state  and  local 
workers  not  covered  under  a  retirement  system.  This  selection  took  place  on  a 
voluntary  basis  only  if  the  State  requested  this  from  the  federal  government.  In 
1954,  by  amendment,  Congress  allowed  coverage  of  state  and  local  employees  on  a 
voluntary  basis,  excluding  police  and  firefighters.  In  1956,  new  legislation  allowed 
coverage  on  a  voluntary  basis  in  five  states  initially  for  these  excluded  employees. 
Finally,  in  1967,  new  legislation  permitted  coverage  of  firefighters  in  all  states  if  the 
State  certifies  that  social  security  coverage  would  improve  the  overall  protection 
available  to  the  firefighters. 

In  all  cases  with  previously  existing  retirement  systems,  the  employees  were 
required  to  vote  for  such  coverage  by  social  security  before  they  would  be  considered 
for  voluntary  coverage  by  the  federal  government  upon  request  by  the  petitioning 
government  entity. 

The  question  by  your  subcommittee  to  show  harm  from  past  state /local  public 
sector  experiences  incurred  through  joining  social  security  given  these  congressional 
provisions  should  be  an  impossible  task.  After  all,  the  joining  of  the  social  security 
system  was  previously  existing  state  and  local  retirement  systems  was  voluntary. 
Secondly,  Congress  required  that  employee  to  vote  in  the  affirmative  to  permit  this 
voluntary  selection.  Thirdly,  in  some  cases,  Congress  mandated  that  such  coordina- 
tion with  social  security  could  only  take  place  if  it  improved  employee  protections. 

Nonetheless,  substantial  harm  has  been  incurred  by  many  of  these  employees  in 
spite  of  the  intent  of  congressional  safeguards,  the  volunary  selection  process  and 
required  employee  referendums.  Furthermore,  the  current  thrust  for  "universal 
coverage",  on  a  mandatory,  not  voluntary  basis  for  federal  and  postal  employees,  is 
in  no  way  analogous  to  the  evolution  of  coverage  for  state  and  local  employees  that 
has  taken  place  in  the  1950's,  1960's,  and  1970's.  There  is  no  voluntary  provision 
being  advanced  by  Congress  and  no  suggestions  of  an  employee  referendum. 

But,  let  us  return  to  the  adverse  impacts  on  state  and  local  employees,  explaining, 
in  our  judgment,  the  driving  force  behind  this  erosion  in  some  employees'  protec- 
tion. The  budgetary  pressures  evolving  in  the  1970's  have  caused  direct  harm  to 
state  and  local  employees  through  their  relationship  to  social  security.  High  infla- 
tion, prolonged  economic  stagnation,  and  two  recessions  during  the  1970's  have 
created  a  dilemna  in  the  public  sector.  On  the  one  hand,  revenues  have  fallen  off  as 
economic  activity  declines.  ON  the  other  hand,  the  demand  for  publicly  produced 
goods  and  services  increases  with  recession.  Left  in  the  middle  are  public  sector 
workers,  impacted,  simultaneously  with  budgetarily  induced  layoffs  and  pay  caps 
while  being  expected  to  meet  the  higher  level  of  demand  by  the  public  for  goods  and 
services. 

The  budgetary  pressures  presented  by  the  unusual  economic  times  of  the  1970's 
(which  certainly,  based  upon  current  projections,  threaten  to  continue  through  at 
least  the  first  half  of  the  1980's)  have  not  spared  social  security  coverage  from  their 
deleterious  effects.  Terminations  from  state  and  local  government  coverage  under 
social  security  have  been  extremely  high.  A  recent  report  prepared  by  the  Special 
Committee  on  Aging,  United  States  Senate,  entitled,  '  State  and  Local  Government 
Terminations  of  Social  Security  Coverage",  indicated  that  terminations  are  at  such 
a  high  level  that  more  state  and  local  employees  terminate  each  year  than  are 
brought  into  the  system.  Further,  their  survey  discovered  that  three  out  of  four  of 
the  groups  considering  or  actually  invoking  termination  from  the  social  security 
coverage  had  cost  and/or  solvency  as  the  main  reasons  for  this  decision. 

Under  the  agreement  with  the  federal  government  for  covrage  of  state  and  local 
employees  on  a  voluntary  basis  under  social  security,  there  is  no  provision  to  allow 
these  public  employees  to  have  a  voice  and  vote  in  the  decision  to  drop  previously 
adopted  social  security  coverage.  Once  five  years  of  coverage  has  been  attained  and 
a  two-year  notice  of  the  federal  government  is  given,  such  coverage  can  be  dropped. 
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The  employees  involved  have  no  rights  in  relationship  to  this  decision  granted  by 
the  federal  agreement.  Therefore,  substantial  harm  can  easily  be  demonstrated  in 
the  many  examples  of  termination  of  previously  optioned  social  security  coverage. 
The  breadth  of  the  problem  is  enormous.  The  impact  and  harm  that  can  take  place 
to  the  individual  employee  involved  cannot  be  overstated. 

The  Public  Employee  Department  concludes  that  even  the  system  for  coverage 
under  social  security  that  evolved  from  Congress  for  state  and  local  employees 
visioning  solely  a  voluntary  process  with  full  employee  rights  to  option  into  the 
system  through  referendum  has,  nevertheless,  resulted  in  substantial  harm  to  these 
employees.  The  current  proposal  that  would  affect  federal  and  postal  employees — 
requiring  mandatory  coverage  under  social — without  any  consideration  of  an  em- 
ployee referendum  in  this  decision  is,  of  course,  a  non-analogous  situation  that  has  a 
much  greater  potential  to  harm  the  individual  employee. 

Today,  federal  and  postal  workers  are  asked  to  consider,  and  even  to  support, 
mandatory  universal  coverage.  They  have  widely  heard  assertions  made  within 
Congress  and  the  Administration  that  they  will  not  have  any  of  their  benefits 
reduced  nor  will  the  civil  service  retirement  system's  trust  fund  of  71  billion  dollars 
be  merged  with  the  social  security  system.  And  yet,  to  date,  they  have  seen  no 
mechanism  offered  to  effect  such  a  coordination,  combination,  or  merger  which 
would  not  adversely  affect  federal  and  postal  employees.  For  example,  the  recent 
Universal  Social  Security  Coverage  Study  (Bartlett  Report)  suggested  a  coordination 
formula  which  would  result  in  all  employees  earning  more  than  $20,000  receiving 
substantially  lower  benefits  under  the  model  plan. 

Past  legal  assurances  established  by  Congress  in  the  1970  Pay  Comparability  Act 
have  not  afforded  federal  workers  justice  in  the  area  of  pay  comparability.  Federal 
employees  have  had  the  pay  comparability  adjustments  delayed  or  "capped"  by 
every  Administration  since  the  law's  passage  in  response  to  budgetary  pressures 
rather  than  pay  comparability.  It  would  be  irresponsible,  for  us  representing  these 
workers,  to  assure  them  that  statements  of  intent  not  to  harm  federal  and  postal 
workers,  through  mandatory  univeral  coverage,  should  be  taken  as  valid  guarantees 
of  fair  treatment. 

In  fact,  given  the  recent  Reagan  budget  proposals — which  would  cap  federal 
workers  pay  to  a  4.8  percent  increase  while  the  Pay  Comparability  Act  calls  for  an 
increase  in  excess  of  13  percent;  which  proposes  drastic  cuts  in  federal  jobs  during 
fiscal  year  1982  and  thereafter;  and  would  result  in  the  Postal  Service  loosing  632 
million  dollars  of  funding — the  case  for  fair  treatment  of  federal  and  postal  workers 
in  the  process  of  adopting  universal  social  security  coverage  looks  extremely  doubt- 
ful. 

Finally,  it  is  most  important  that  the  subcommittee  realize  that  if  federal  employ- 
ees have  been  merged  with  the  social  security  system  since  1950  (when  the  volun- 
tary basis  for  opting  coverage  by  some  state  and  local  workers  was  put  in  place)  that 
the  amount  of  contributions  made  by  these  federal  employees  based  upon  the  social 
security  rate  of  contribution  would  have  been  17.8  billion  dollars  less.  That  is,  the 
current  financing  of  their  retirement  system  would  have  received  less  than  the 
current  contributions  of  these  employees  by  the  extraordinary  amount  of  17.8  billion 
dollars.  This  figure  does  not  include  any  interest  rate  consideration  nor  compound- 
ing of  the  interest  rate  returns.  It  is  solely  the  amount  of  funds  paid  into  the  Civil 
Service  Retirement  System  by  these  employees  that  would  not  have  been  made  if 
they  had  been  contributing  at  the  rate  required  by  this  social  security  act. 

The  Public  Employee  Department  appreciates  this  opportunity  to  express  to  your 
subcommittee  the  substantial  harms  that  have  taken  place  through  past  coordina- 
tion with  the  social  security  system  to  some  state  and  local  employees.  We  continue 
to  and  forcefully  stand  in  opposition  to  mandatory  universal  social  security  cover- 
age. 

Let  us  know  if  the  Public  Employee  Department  may  be  of  further  assistance  to 
your  committee  in  its  deliberations  on  this  important  issue. 
Sincerely  yours, 

John  F.  Leyden, 
Executive  Director. 

Mr.  Pickle.  Mr.  Gephardt? 

Mr.  Gephardt.  Mr.  Chairman,  this  is  a  very  interesting  subject.  I 
guess  I  have  sat  in  on  as  many  subjects  as  any  on  this.  I  suppose  I 
am  the  only  one  who  had  to  leave  a  room  in  St.  Louis  because  of 
fear  of  physical  danger.  I  was  in  with  the  postal  employees  one  day, 
and  we  had  a  good  discussion  of  universal  coverage,  and  toward  the 
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end  of  the  discussion  the  head  of  the  union  suggested  we  go  out  the 
back  door  so  we  could  all  have  a  good  future. 

I  have  heard  all  of  the  arguments  back  and  forth.  I  have  been  up 
and  down  this  mountain  18  times.  I  do  understand  the  complexity 
of  it.  I  do  understand  the  point  of  view  expressed  here  today,  and 
there  is  some  legitimacy  to  it.  For  better  or  worse,  Congress  made 
the  decision  in  1935  to  exempt  Federal  and  some  public  employees. 
I  think  that  was  a  bad  decision,  but  it  was  a  decision  that  was 
made,  and  that  is  a  very  important  thing  that  we  have  to  remem- 
ber. 

It  is  sometimes  hard  to  get  back  to  what  is  symmetrical  and 
perfect,  when  a  contrary  decision  was  made  40  or  50  years  ago. 

I  would  like  to  ask  a  question  along  the  lines  of  Bill  Archer's.  If 
we  say  we  are  not  going  to  have  universal  coverage,  is  there  a 
fallback  position  on  which  we  could  get  some  amount  of  agree- 
ment? One  of  the  fallback  positions  suggested  is  along  the  lines  of 
the  Ronald  Reagan  proposal  to  get  rid  of  the  minimum  benefit; 
that  that  would  get  rid  of,  over  a  period  of  time,  the  onerous 
aspects  of  this  problem — the  double-dipping,  and  things  that  make 
people  mad. 

I  don't  want  to  disparage  double-dipping,  because  people  are  just 
doing  what  the  law  allows  them  to  do. 

In  your  testimony,  various  ones  of  you  say  that  may  not  be  too 
bad  of  an  idea  if  it  is  not  retroactive.  And  I  think  you  prefer  that 
to  offset. 

Now,  let  me  just  ask  the  question  this  way:  If  we  got  rid  of  the 
minimum  benefit  so  that  people  who  put  in  so  many  quarters  got 
whatever  the  formula  indicates  for  those  quarters,  which  wouldn't 
be  very  much  if  you  put  in  10  years  or  40  quarters,  if  we  didn't 
make  it  retroactive — and  I  don't  know  where  you  cut  off— maybe 
you  say  the  people  who  don't  have  10  years,  they  are  cut  off.  I  don't 
know  how  you  do  that,  but  let's  say  we  could  agree  on  not  making 
it  retroactive  under  some  formula  and  let's  say  if  we  do  that,  we 
don't  do  it  in  an  offset  manner,  which  is  the  way  we  have  been 
going  at  it  in  the  last  few  years,  as  I  think  the  FAIR  testimony 
points  out.  Would  there  be  any  agreement  that  that  is  a  reasonable 
thing  to  do? 

Mr.  Skardon.  I  don't  think  anybody  up  here  says  he  supports 
maintaining  the  present  minimum  benefit.  With  the  qualifications 
you  have  mentioned,  our  organization  supports  people  receiving 
benefits  proportional  to  what  they  put  in. 

Mr.  Gephardt.  Would  you  support  the  Reagan  proposal  to  do 
away  with  the  minimum  benefits? 

Mr.  Skardon.  We  wouldn't  support  it.  We  just  wouldn't  take  a 
position  on  it. 

Mr.  Warden.  I  think  there  is  a  good  chance  we  would  support  it 
or  something  very  similar. 

Mr.  Pickle.  Do  any  of  you  disagree  with  that  position? 

Mr.  Cosgrove.  My  personal  view  would  be  that  as  long  as  the 
provisions  applied  were  applicable  across  the  board,  I  would  have 
no  objection  to  that. 

Mr.  Miller.  Mr.  Chairman,  I  see  no  problem  in  doing  away  with 
the  minimum  benefit  except  I  don't  know  what  that  means.  I  don't 
want  to  throw  out  the  baby  with  the  wash  water. 


396 


We  have  within  all  of  the  States — I  will  take  the  example  of  a 
school  teacher.  We  have  teachers  who  work  9  months  a  year  and 
have  the  summers  off.  I  know  personally  of  three  men  who  take 
their  summer  months  and  work  for  one — I  know  two  math  teach- 
ers who  take  the  summer  months  to  work  for  one  of  the  large 
insurance  companies  in  Ohio.  They  work  there  at  Christmas  and 
Easter  vacation,  whenever  they  have  an  extended  period  of  time 
off.  They  have  done  that  for  15  or  20  years. 

Now,  it  is  possible  for  those  people  under  present  law  to  receive 
some  kind  of  benefit  for  that  kind  of  service.  It  is  a  judgment  factor 
of  this  committee,  but  I  don't  think  those  people  should  receive 
nothing  for  their  contributions  of  their  employer.  I  don't  know 
whether  they  would  receive  minimum  benefits  under  present  law 
or  not,  but  I  think  people  who  do  render  service  over  time  should 
receive  something  for  it. 

Mr.  Pickle.  I  don't  think  that  is  what  is  proposed.  Mr.  Gephardt 
suggests  you  get  what  you  actually  earn. 

Mr.  Gephardt.  If  you  didn't  put  any  quarters  in,  you  would  get 
very  little.  It  would  be  nothing  like  the  present  benefit,  but  you 
would  still  get  a  benefit  relative  to  what  you  put  in. 

Mr.  Miller.  I  agree  with  what  you  say,  Mr.  Gephardt. 

Mr.  Galleher.  I  would  appreciate  the  opportunity  to  consider 
that  question  and  submit  a  statement  for  the  record  shortly. 

Mr.  Pickle.  You  are  representing  somebody  here  already,  aren't 
you?  Whom  do  you  represent? 

Mr.  Galleher.  I  represent  the  Public  Employee  Department, 
AFL-CIO.  I  would  appreciate  that  opportunity. 

Mr.  Pickle.  Who  speaks  for  the  organization  here  today? 

Mr.  Leyden.  We  have  a  mix  in  this  area.  The  gentleman  who 
represents  FAIR,  and  I  am  the  executive  director  of  the  Depart- 
ment  

Mr.  Pickle.  I  suggest  you  present  your  views  to  the  CIO  and  not 
to  us.  Then  they  will  present  it  to  us. 

Mr.  Gephardt.  I  have  some  questions  about  where  we  are  today 
with  the  minimum  benefit.  I  don't  know  if  any  of  you  have  the 
answers.  Maybe  our  own  staff  could  better  develop  the  answers, 
but  I  would  like  to  ask  the  questions,  and  if  you  do  have  this 
information  or  you  can  develop  it,  I  would  like  to  have  it. 

First,  if  we  get  rid  of  the  minimum  benefit,  prospectively  how 
many  Federal  civil  servants  who  also  get  a  social  security  benefit 
would  still  get  their  full  social  security  benefit,  or  as  much  as  the 
minimum  benefit?  How  many  get  the  minimum  benefit  today? 
How  many  get  more  than  the  minimum  today? 

Those  are  questions  I  would  like  to  have  the  answers  to.  If  any  of 
you  have  the  answers  to  that,  I  would  like  to  have  it.  If  you  have 
access  to  it,  I  would  like  it. 

Mr.  Pickle.  The  Chair  would  suggest  that  you  furnish  that  infor- 
mation. 

Mr.  Leyden.  We  haven't  it  available,  but  we  will  furnish  it  for 
the  record. 
[The  following  was  subsequently  received:] 
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Fund  for  Assuring  an  Independent  Retirement, 

Washington,  D.C.,  March  17,  1981. 
RE:  FAIR  Testimony— 2/26/81— Submission  for  the  Record 
Hon.  J.  J.  Pickle, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means, 
Washington,  D.C. 

Dear  Congressman  Pickle:  Unfortunately,  the  time  frame  allotted  for  FAIR 
testimony  of  five  minutes  precluded  any  consideration  of  the  detailed  FAIR  Find- 
ings attached  as  appendices  to  our  testimony.  [See  attachments  to  statement  of  John 
E.  Cosgrove.] 

1.  Who's  Escaping  What  Burden? 

2.  What  Time  Bomb? 

3.  Windfalls  and  Double  Dippers 

4.  What  Makes  You  So  Different? 

5.  Offsets  That  Discriminate 

6.  Pros  and  Cons  of  Universal  Coverage — Federal  and  Postal  Employees 

While  each  of  these  merits  careful  consideration  by  this  Subcommittee,  I  would 
especially  call  your  attention  to  the  valuable  discussion  of  the  financial  soundness 
and  funding  of  the  Civil  Service  Retirement  System,  discussed  in  FAIR  Findings  No. 
2,  "What  Time  Bomb?".  In  addition  to  this  information,  which  we  ask  be  submitted 
for  the  record  in  response  to  the  Committee's  questions  on  the  unfunded  liability  of 
the  Civil  Service  Retirement  System,  is  the  following  tabular  information: 

Statutory  Unfunded  Liability  of  the  Civil  Service  Retirement  System 

Date:  Billions 

June  30,  1970  ;.  $52.9 

June  30,  1972   x75.5  B 

Sept.  30,  1977   2 128.9  B 

Sept.  30,  1980   3166.4  B 

1  Actuarial  valuation  transmitted  in  1975. 

2  Actuarial  valuation  transmitted  in  1979. 

3  Estimated  by  Office  of  personnel  Management  actuarial  projection. 

We  ask  your  Committee's  careful  consideration  of  the  fact  that  the  new  entrant 
normal  cost  assuming  no  inflation  is  less  than  14  percent.  If  the  government  were  to 
currently  pay  its  full  obligation,  that  is,  fund  the  unfunded  liability,  then  the 
normal  costs  arising  for  a  new  entrant,  assuming  no  continued  inflation  would  be 
less  than  the  7  percent  contribution  by  the  employer  and  the  matching  7  percent 
contribution  by  the  employee. 

A  request  was  also  made  by  the  Committee  that  a  determination  be  made  of  the 
number  of  federal  employees  receiving  the  minimum  social  security  benefit.  This 
information  is  not  available  to  us  nor  has  it  been  uncovered  by  our  previous 
research  activities.  We  would  suggest  that  the  Committee  contact  the  Social  Secu- 
rity Administration  for  such  detailed  information.  It  is  our  understanding  that  they 
have  conducted  several  studies  in  this  area  and  have  at  least  part  of  the  informa- 
tion this  Committee  seeks. 
Respectfully  yours, 

Rick  M.  Galleher 
Chairman,  FAIR  Research  Committee. 

Mr.  Pickle.  Mr.  Rousselot? 

Mr.  Rousselot.  I  am  sorry  I  was  not  able  to  be  here  for  all  the 
testimony. 

Do  any  of  you  feel  confident  enough  to  speak  on  behalf  of  the 
position  of  local  government  employees?  I  realize  you  are  probably 
mostly  representing  Federal  employees.  Is  anybody  prepared  to 
comment? 

Mr.  Miller.  I  am  representing  the  State  and  Local  Government 
Retirement  Fund. 

Mr.  Rousselot.  They  want  in  the  system?  They  are  just  dying  to 
get  into  the  system? 

Mr.  Miller.  No;  they  do  not.  They  want  to  keep  what  they  have 
and  not  become  involved  with  the  social  security  coverage. 
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Mr.  Rousselot.  Is  it  primarily  because  they  don't  want  to  pay 
the  tax  or  because  they  think  the  system  doesn't  provide  proper 
benefits,  or  what? 

Mr.  Miller.  It  is  not  because  they  don't  want  to  pay  the  tax.  In 
my  own  State,  our  taxes  are  considerably  more  than  the  social 
security  tax.  We  pay  22  percent  of  payroll,  the  employees  pay  SV2 
percent,  and  the  employers  in  my  fund  pay  13.5  percent. 

We  have  in  our  fund,  for  example,  benefits  that  go  way  beyond 
medicare.  We  have  some  special  programs  that  we  don't  want  to 
lose.  We  have  built  these  up  over  long  years. 

You  may  have  missed  my  opening  statement,  Mr.  Rousselot,  but 
many  of  the  State  and  local  funds  antedate  social  security  by  a 
good  many  years.  My  own  fund  goes  back  to  1920.  When  social 
security  came  along,  we  had  a  benefit  program  that  was  a  broad 
spectrum  benefit  program,  in  the  mid-thirties,  that  included  more 
than  social  security  started  out  with,  and  furthermore  we  wouldn't 
have  been  permitted  in,  anyway,  by  statute.  Those  benefit  systems 
are  in  place,  and  have  been  improved  over  the  years,  and  we  think 
by  and  large  they  are  a  different  kind  of  benefit  and  really  provide 
superior  benefits. 

We  are  willing  to  pay  for  them.  We  don't  want  to  have  it  wa- 
tered down,  so  to  speak,  by  having  to  disrupt  our  financing. 

Mr.  Rousselot.  Watered  down?  You  think  there  is  too  much 
conflict? 

Mr.  Miller.  As  I  said,  we  are  paying  13 V2  percent,  plus  8V2 
percent.  We  are  putting  in  my  own  fund,  just  to  use  an  example  22 
percent  of  payroll.  My  own  fund  is  the  Ohio  Teachers  Retirement 
Fund,  though  I  represent  the  National  Conference.  We  are  putting 
22  percent  of  payroll  into  benefits.  There  is  quite  a  feeling  among 
the  individual  members  that  they  don't  want  to  add  the  social 
security  tax  on  top  of  that.  They  have  the  employee  tax  and  em- 
ployer tax.  It  will  be  6  percent  twice  on  top  of  that.  That  would 
mean  if  we  have  to  carve  social  security  out,  we  would  have  to  give 
up  some  things.  We  have  actuarial  studies  which  indicate  that  is 
true.  We  would  no  longer  have  the  tailor-made  programs  we  have 
built  up  over  long  years.  They  are  well  funded  and  have  always 
been. 

Mr.  Rousselot.  I  assume,  then,  you  want  to  have  it  voluntary, 
whether  you  are  in  or  out. 

Mr.  Miller.  Under  present  Federal  law  coverage  for  State  and 
local  governments  is  voluntary. 

Mr.  Rousselot.  You  want  to  retain  that? 

Mr.  Miller.  We  would  like  to  retain  that  provision. 

Mr,  Rousselot.  What  do  we  then  say  to  other  groups  who  would 
prefer  that  option,  also?  How  do  we  make  the  distinction  as  to  who 
has  the  right  to  voluntary  association  and  who  doesn't  because  we 
mandate  it  for  a  lot  of  people?  How  do  we  make  the  decision  to 
allow  people  voluntary  association? 

Mr.  Warden.  Mr.  Rousselot,  I  also  represent  State  and  local 
employees  from  one  State,  Colorado.  At  least,  one  answer  to  that  is 
that  the  10th  amendment  may  very  well  provide  a  legal  basis 
which  distinguishes  State  and  local  governments  from  all  other 
employers  with  the  possible  exception  of  churches,  which  is  not  our 
concern,  but  it  has  been  maybe  in  a  somewhat  similar  situation. 


399 


We  also  discussed  earlier,  and  I  think  you  missed  at  least  part  of 
the  discussion  

Mr.  Rousselot.  I  missed  everything  up  until  the  point  I  arrived. 

Mr.  Warden.  One  way  to  somewhat  reduce — perhaps  it  is  not  a 
complete  solution,  but  it  may  be  a  step  in  the  right  direction — some 
of  the  perceived  inequity  by  people  who  are  in  the  system  and  look 
at  Government  employees,  whether  they  be  Federal,  State,  or  local, 
who  are  not  in  the  system,  is  to  take  steps,  one  of  which  would  be 
to  eliminate  the  so-called  windfall  benefit  or  minimum  benefit.  It 
may  not  be  a  complete  solution,  but  it  would,  I  think,  help  diffuse 
some  of  the  perception  there  is  an  inequity. 

Mr.  Rousselot.  For  instance,  the  county  employees  in  Los  Ange- 
les County  wanted  out.  They  wanted  out  of  the  system.  They  felt 
their  system  is  better.  What  do  I  tell  them?  They  are  under  all 
kinds  of  pressure  to  stay  in.  That  is  a  local  government  unit. 
Should  they  have  that  option? 

Mr.  Warden.  They  do  under  present  law. 

Mr.  Rousselot.  I  know,  but  did  you  ever  try  to  go  through  the 
bureaucratic  nonsense  you  have  to  go  through  to  get  out? 

How  do  we  make  the  distinction?  I  personally  think  it  should  be 
voluntary  for  everybody,  but  you  understand  I  am  in  a  very  dis- 
tinct minority  here.  My  Chairman  makes  it  clear  I  am  in  a  distinct 
minority  all  the  time.  He  likes  those  big  taxes  his  constituents  are 
paying.  He  doesn't,  really. 

I  have  a  real  problem:  How  do  we  make  the  distinction  as  to  who 
stays  in  and  who  stays  out.  If  it  is  going  to  be  voluntary  for  one 
group,  why  not  for  everybody?  Other  than  the  history  that  has 
been  described  here. 

Mr.  Skardon.  The  reason  it  was  made  voluntary  was  because  of 
the  constitutional  problem. 

Mr.  Rousselot.  I  understand  what  the  10th  amendment  is  per- 
haps better  than  some  of  my  colleagues.  We  don't  pay  much  atten- 
tion to  it  around  here,  I  don't  think.  In  applying  that  to  social 
security,  how  do  you  make  it  voluntary — everybody  can  look  at 
their  watch,  but  how  do  we  make  the  distinction  as  to  who  can  stay 
in  and  who  can't?  And  I  favor  it  being  voluntary.  I  wish  we  could 
give  people  the  choice.  I  can't,  because  I  don't  have  the  votes. 
When  people  enter  the  labor  system,  they  have  the  option  of  being 
in  it  or  out,  and  they  can't  come  in  then  later  on  without  paying 
back  in. 

How  do  we  do  that,  because  I  favor  your  right  to  remain  out  of 
the  system  if  you  want  to,  but  how  do  we  make  that  distinction? 
Help  me. 

Mr.  Miller.  Mr.  Rousselot,  somewhat  ancillary  to  that  I  wonder 
if  there  be  agreement — whereas  State  and  local  employees  are 
required  to  vote  for  coverage  in  agreement  then  with  the  employ- 
ing subordinate  government — to  enter  coverage,  that  unilaterally 
the  government  employer  can  opt  out.  I  am  wondering  whether  or 
not  the  balance  might  not  suggest  that  should  the  option  be  availa- 
ble, there  ought  not  be  a  similar  vote  on  the  part  of  the  employees. 

Mr.  Rousselot.  You  are  saying  there  is  a  referendum  usually 
among  the  group  affected. 

Mr.  Cosgrove.  That  is  right. 
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Mr.  Rousselot.  That  is  certainly  a  way  to  make  a  determination. 
I  need  your  help  in  understanding  if  we  make  it  voluntary  for  one, 
why  can't  we  make  it  voluntary  for  everybody? 

Mr.  Cosgrove.  This  really  goes  back  to  the  question  we  discussed 
earlier,  if  we  may,  in  just  a  word. 

We  urge  a  distinction  whether  it  is  Federal,  State,  local,  postal, 
whatever,  a  distinction  between  the  employer/employee  relation- 
ship in  the  private  sector  which  results  in  wages,  hours,  working 
conditions,  benefits,  retirement — fringes  and  whatever — on  the  one 
hand,  and  the  Social  Security  program,  which  is  a  part  of  this  net 
or  floor  below  which  we  let  no  one  sink. 

And  the  minimum  question  comes  in  that  we  have  been  discuss- 
ing this  way,  that  a  person  might  work  before  their  public  employ- 
ment or  after,  or  be  moonlighting  during  it  and  get  the  minimum 
qualification  by  law. 

We  think  you  could  similarly  get  that  if  you  worked  in  the  public 
sector — only  in  the  private — but  at  a  very  low  level  of  wages  over 
the  years.  Both  of  these  two  groups  would  get  disproportionately 
more  than  someone  who  had  for  their  whole  career  earned  very 
well.  We  nevertheless  pay  the  minimum.  It  is  not  a  simple  question 
to  say  just  eliminate  the  minimum  or  raise  the  threshold,  or  what- 
ever the  phrase  is.  It  is  a  very  complex  thing,  and  we  would  like  to 
make  a  very  careful  study  of  it. 

Mr.  Rousselot.  I  appreciate  your  bringing  up  the  10th  amend- 
ment. We  have  lost  track  of  that  amendment  and  forgotten  that  it 
is  a  part  of  our  Constitution. 

Mr.  Cosgrove.  The  effect  of  the  League  of  Cities  decision,  a  5-to-4 
decision,  is  an  on-again,  off-again  thing. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Miller,  I  know  you  have  to  catch  a  plane,  and 
you  are  excused  at  any  time  you  care  to  go. 

The  committee  is  simply  trying  to  get  a  better  understanding  of 
problems  and  what  can  be  done.  This  morning,  former  Secretary 
Cohen  testified  that  he  thought  medicare  ought  to  be  extended  to 
all  Federal  employees,  but  would  you  pay  a  tax?  Do  you  favor  that 
proposal? 

Mr.  Skardon.  For  Federal  employees? 
Mr.  Pickle.  Yes. 

Mr.  Skardon.  I  think  that  issue  underscores  the  problem  with 
medicare  and  social  security.  The  people  can  get  back  a  dispropor- 
tionate benefit. 

Mr.  Pickle.  If  you  are  not  prepared  to  answer  that  question,  I 
understand  that. 

Mr.  Miller.  Mr.  Pickle,  on  behalf  of  State  and  local  employees,  I 
think  at  such  time  medicare  would  be  paid  out  of  general  taxation, 
if  that  ever  came  to  pass,  since  we  all  pay  our  taxes,  I  think  we 
would  want  to  be  included. 

Mr.  Pickle.  You  can  understand  under  the  present  system  the 
social  security  fund  has  a  problem  in  that  some  employees  become 
qualified  for  social  security  at  the  very  minimum  amount,  paying 
in  for,  say,  5  years,  and  then  they  are  eligible  for  medicare  and  can 
receive  thousands  upon  tens  of  thousands  of  dollars  in  benefits. 
Now,  they  have  qualified  under  the  law,  but  at  the  same  time  they 
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receive  these  benefits  in  full  amount  and  another  person  would  not 
who  paid  in  for  30  years. 

There  is  a  problem  for  the  social  security  fund.  It  is  not  a 
problem  for  your  group.  We  are  trying  to  find  out  what  is  the 
answer  to  that.  One  proposal  was  that  you  get  medicare,  but  you 
pay  for  it.  I  think  there  is  a  problem  where  you  are  holding  two 
jobs.  You  would  pay  for  it  once  and  qualify,  and  you  would  be 
paying  for  it  again. 

There  have  been  many  proposals  advanced,  and  I  would  like  to 
have  you  submit  your  feeling  on  that.  If  you  have  a  suggestion, 
how  can  the  millions  of  Americans  qualify  for  the  minimum  and 
then  draw  benefits?  Many  people  want  qualification  not  for  social 
security  but  medicare.  You  cannot  blame  them  for  that.  The  com- 
mittee must  consider  this. 

Mr.  Leyden.  Was  the  question  directed  to  medicare? 

Mr.  Pickle.  It  is  not  a  surcharge. 

Mr.  Leyden.  Where  would  the  funding  come  from?  In  the  propos- 
al, would  general  revenue  take  care  of  that? 
Mr.  Pickle.  No. 

Mr.  Kelly.  The  idea  is  just  to  cover  them  so  they  would  pay  the 
same  tax  as  anyone  else;  1.3  is  what  the  tax  rate  is  on  that. 

Mr.  Pickle.  My  State  employees  are  under  social  security,  my 
city  employees  are  under  social  security,  and  my  school  people  are 
under  social  security.  They  volunteered  at  one  time  to  come  under 
it.  My  Federal  employees  are  not.  There  is  a  constant  sense  of 
belligerency  between  the  two.  How  do  I  explain  to  the  State  em- 
ployees that  they  are  covered  and  the  Federal  are  not,  and  yet  they 
get  benefits?  If  you  were  me,  how  would  you  answer  that? 

Mr.  Miller.  For  one  thing,  the  State  employees  and  the  local 
employees  I  would  assume  at  some  time  opted  into  Social  Security 
under  the  present  law.  I  don't  know  what  you  can  tell  them  fur- 
ther than  that,  but  they  did  that  of  their  own  volition. 

Mr.  Rousselot.  They  could  vote  to  get  out? 

Mr.  Pickle.  But  you  say  don't  let  them  out. 

Mr.  Cosgrove.  They  can't  vote  to  get  out  under  the  present 
system. 

Referring  back  to  an  earlier  question  there  was  at  one  time  in 
excess  of  200  jurisdictions  seeking  under  the  law  to  get  out.  They 
were  giving  notice.  I  think  two  years'  notice  was  required.  This  has 
abated  that.  I  hope  it  has. 

Mr.  Pickle.  We  have  about  37  different  types  of  Federal  employ- 
ees plans.  Are  you  all  under  the  same? 

Mr.  Leyden.  We  are  all  under  one. 

Mr.  Skardon.  There  are  38  separate  ones. 

Mr.  Pickle.  Is  your  retirement  system  one  that  has  an  unfunded 
liability? 
Mr.  Skardon.  Yes. 
Mr.  Pickle.  How  big? 

Mr.  Skardon.  It  depends  on  who  you  talk  to.  I  would  say  prob- 
ably well  over  $100  billion. 

Mr.  Pickle.  Of  course,  social  security  does,  too.  You  have  a  $100 
billion  unfunded  liability  now? 

Mr.  Skardon.  Yes,  at  least  that  much. 
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Mr.  Galleher.  Chairman  Pickle,  if  you  convert  and  were  to 
encourage  the  Federal  employees  to  come  under  social  security, 
you  would  be  taking  a  retirement  system  partially  funded  and 
converting  at  least  part  of  it  to  a  pay-as-you-go  unfunded  system. 

The  effect  of  this  on  the  American  taxpayer  would  be  that  the 
total  cost  for  Federal  employees'  retirement  combined  with  social 
security  would  be  greater  than  it  currently  is.  You  could  further 
tell  your  constituents  that  Federal  employees  have  throughout 
their  careers  contributed  a  larger  percentage  of  their  salary  to  the 
CSRS  than  has  been  required  for  social  security. 

You  could  further  note  to  your  constituents  that  because  Federal 
workers  annuities  are  not  partially  exempted  from  taxes,  which  is 
also  true  for  noncovered  State  and  local  employees;  that  local  and 
State  governments  receive  more  tax  revenue  from  these  employees 
than  their  private  sector  counterparts. 

Therefore,  they  are  mistaken  if  they  feel  the  Federal  worker  is 
escaping  the  burden  of  taxation.  In  fact,  public  sector  workers  not 
covered  by  social  security  are  paying  more  since  they  do  not  get 
tax-free  social  security  retirement  income.  If  your  constituents  be- 
lieve that  universal  coverage  would  be  a  more  efficient  use  of 
taxpayers'  dollars,  then  they  are  further  mistaken. 

Mr.  Pickle.  Are  you  saying  to  me  if  the  Federal  employees  were 
brought  under  the  social  security  system,  that  the  unfunded  liabili- 
ty of  your  system  would  be  greater? 

Mr.  Galleher.  No.  What  I  have  said  is  the  unfunded  liability  of 
their  entire  program  would  become  greater.  Since  the  Federal  re- 
tirement system  is  partially  funded  and  since  that  system  would 
shrink  to  half  its  present  size,  the  balance  of  the  portion  of  unfund- 
ed social  security  would  become  larger.  Hence,  from  the  taxpayer's 
point  of  view,  instead  of  moving  toward  a  more  sound  funded 
system,  universal  coverage  would  move  away  from  an  actuarially 
sound  system  and  to  a  more  costly,  pay-as-you-go  retirement 
system. 

Mr.  Pickle.  I  have  a  feeling  you  indicated  that  is  not  what  you 
mention,  but  you  went  along  to  agree  with  what  I  said.  I  believe  we 
need  to  have  a  better  understanding.  The  biggest  difficulty  facing 
this  republic  is  the  various  pension  programs,  the  private  field,  the 
local  or  Federal.  The  unfunded  liability  in  the  various  systems  is 
approaching  the  gross  national  product. 

I  don't  know  what  changes  we  are  going  to  have  to  make  in  the 
programs,  but  I  don't  know  of  anything  worse  facing  the  American 
people. 

I  don't  know  what  the  answer  is,  but  I  think  it  is  something  we 
have  to  address  with  great  dedication. 

One  last  question:  I  would  like  for  you  to  submit  to  me  in  the 
area  of  contributions  from  the  Federal  Government,  the  amount  of 
moneys  that  the  Federal  Government  did  not  pay  into  your  retire- 
ment system  during  the  years  from  1920  to  1957.  Make  that  up  to 
1969. 

Mr.  Galleher.  That  is  a  hard  question  and  an  easy  one.  You  can 
look  at  the  percentage  contribution  the  Government  didn't  put  in 
and  that  is  easily  at  $2  billion.  However,  CSRS  itself  requires  the 
Government  to  pay  for  and  be  obligated  for  all  necessary  costs  to 
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run  it  above  and  beyond  employee  contributions.  The  number  in 
this  case  becomes  more  difficult  to  define. 

Mr.  Pickle.  We  may  have  to  make  some  evaluation  as  a  commit- 
tee. I  want  to  compare  it  with  what  you  did  put  in.  We  have  made 
contributions  in  1969  on  up  to  the  present  date.  I  would  like  to  see 
how  much  the  Federal  Goverment  has  now  put  into  it.  I  want  those 
figures  to  compare  against  the  others  for  whatever  value  it  will  be 
to  the  committee.  I  want  to  see  the  validity  and  strength  of  that 
argument. 

Mr.  Bailey,  do  you  have  any  questions? 

Mr.  Bailey.  I  have  no  questions,  Mr.  Chairman. 

Mr.  Galleher.  Mr.  Chairman,  in  reference  to  your  point  about 
the  unfunded  liabilities  and  the  costs  that  are  implied  by  these,  the 
President's  Commission  on  Pension  Policy  conducted  a  study  which 
looked  at  the  true  cost  of  the  Federal  worker  retirement  systems. 
We  strongly  disagree  with  the  findings  of  that  study  since  we  find 
it  to  be  quite  incomplete.  Our  own  actuaries  have  made  a  separate 
analysis  of  this  study,  and  we  would  be  happy  to  supply  your 
committee  with  the  results.  It  shows  that  the  funding  of  the  costs 
of  the  Federal  retirement  system  were  vastly  overstated  in  the 
President's  Commission  study. 

Mr.  Pickle.  That  may  be.  I  know  you  feel  that  way,  but  we  will 
look  into  it. 

Does  anyone  care  to  make  any  additional  statement  with  regard 
to  this  problem? 

If  not,  I  want  to  repeat  what  Mr.  Archer  said  to  you  earlier,  that 
we  are  not  arguing,  but  we  are  asking  for  some  kind  of  an  ap- 
proach that  would  bring  about  equity.  This  problem  is  never  going 
to  be  settled  with  some  trying  to  carve  out  their  own  system.  I  do 
not  know  that  the  committee  has  an  answer  right  now,  but  just 
outright  stubborn  resistance  is  not  going  to  be  the  answer.  We 
invite  your  cooperation  and  your  suggestions. 

Are  there  any  other  questions? 

Mr.  Rousselot.  Mr.  Chairman,  I  would  really  like  to  pursue  the 
10th  amendment.  It  is  an  interesting  thing  to  bring  up.  How  we 
say  to  other  organizations:  You  can't  vote  to  be  out.  I  think  you 
should  have  that  option.  I  personally  favor  that. 

How  do  we  say  the  teachers  can  do  it  in  California,  but  some 
other  groups — the  employees  of  General  Telephone,  or  something 
else — can't.  I  am  dead  serious.  We  need  your  help  to  justify  some 
doing  it.  I  know  history  is  part  of  the  answer.  They  decided  early 
on  not  to  be  in,  groups  of  public  employees.  My  reason  is  obvious, 
and  I  have  said  it.  I  think  people  ought  to  have  the  option  to  be  in 
the  system  or  not.  How  do  we  say  to  one  group,  "You  can  vote  not 
to  be  in,"  but  to  another  group,  "Everybody  in  the  pool." 

Mr.  Warden.  Mr.  Rousselot,  if  I  may  try  to  respond  to  that,  on 
the  10th  amendment  point,  in  particular,  we  have  submitted  to  the 
committee — I  am  sure  you  have  not  yet  had  a  chance  to  look  at 
it— a  long  study  and  a  rather  lengthy  brief  on  this  10th  Amend- 
ment. 

Mr.  Rousselot.  Is  it  part  of  your  testimony? 
Mr.  Warden.  Yes,  sir. 
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In  another  respect  your  question  puts  us  at  least  in  a  somewhat 
difficult  position.  As  a  very  abstract  proposition,  if  this  committee 
wished  to  do  so  

Mr.  Rousselot.  I  can  tell  you  it  is  not  abstract  with  the  county 
employees  in  Los  Angeles. 

Mr.  Warden.  I  know  that,  Mr.  Rousselot,  but  if  this  committee 
wished  to  do  so,  that  is,  wished  to  make  participation  voluntary  for 
other  groups,  your  political  difficulty  would  not  come  from  us.  It 
may  be,  if  we  were  writing  on  a  completely  clean  slate,  that  would 
be  an  option  to  be  explored.  I  think  we  all  know  that  politically  in 
this  day  and  age  it  is  probably  not  going  to  be  supported. 

Mr.  Rousselot.  I  want  to  make  sure  I  have  your  paper  here  that 
has  this  attachment. 

Do  any  of  you  have  additional  comments?  I  know  the  employees 
of  Los  Angeles  are  still  anxious  to  get  out  of  the  system.  They 
think  they  can  get  better  benefits  elsewhere. 

If  any  of  you  want  to  contribute  other  documentation  on  that 
subject,  we  would  be  delighted  to  have  it. 

Mr.  Pickle.  We  thank  all  of  you  gentlemen  for  your  testimony 
and  will  be  seeing  you  again. 

The  subcommittee  stands  adjourned.  The  subcommittee  meets 
again  in  the  morning  at  10  o'clock  in  the  Ways  and  Means  hearing 
room. 

[Whereupon,  at  3:20  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  10  a.m.,  Friday,  February  27,  1981.] 
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FRIDAY,  FEBRUARY  27,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 
The  subcommittee  met  at  10  a.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 
Mr.  Pickle.  The  subcommittee  will  come  to  order. 
This  morning,  we  are  privileged  to  hear  from  several  groups  in 
connection  with  possible  changes  in  the  social  security  system.  We 
are  going  to  ask  the  first  witness,  Mr.  C.  Peter  McColough,  Chair- 
man of  the  President's  Commission  on  Pension  Policy,  to  come  to 
the  witness  table,  if  he  will. 

Mr.  McColough,  I  am  glad  you  are  here  to  testify  on  this  very 
important  subject. 

STATEMENT  OF  C.  PETER  McCOLOUGH,  CHAIRMAN,  PRESI- 
DENT'S COMMISSION  ON  PENSION  POLICY,  ACCOMPANIED 
BY  THOMAS  C.  WOODRUFF,  EXECUTIVE  DIRECTOR 

Mr.  McColough.  Thank  you,  Mr.  Chairman.  We  are  very  pleased 
to  be  here  this  morning. 

I  have  a  prepared  statement  which  I  will  submit  for  the  record. 

I  would  like  to  be  brief  and  less  formal  and  cover  the  highlights. 

Mr.  Pickle.  Your  entire  statement  will  be  made  a  part  of  the 
record. 

Mr.  McColough.  Our  charter  is  to  look  at  the  entire  pension 
system  in  the  country,  private  pensions,  Government  pensions, 
social  security,  the  lack  of  pensions  for  some  people,  the  impact  of 
funding,  and  so  forth. 

As  we  look  at  the  massive  retirement  system  in  the  country  and 
the  massive  payments  involved,  we  have  found,  while  there  are 
many  problems  which  should  be  solved,  there  are  two  key  areas 
that  we  feel  we  should  really  concentrate  on. 

They  are  somewhat  related,  but  they  are  also  somewhat  sepa- 
rate. 

The  first  problem  area  is  that  the  country  is  increasingly  relying 
on  pay-as-you-go  retirement  income  systems,  largely  social  security, 
though  there  are  many  Government  pensions  that  are  not  funded. 
We  felt  it  is  extremely  dangerous  for  the  country  to  rely  increas- 
ingly, perhaps  almost  universally  the  way  we  are  going,  on  a  pay- 
as-you-go  retirement  income  system. 

We  also  found  there  are  some  real  dangers  in  the  social  security 
system,  itself,  not  being  able  to  keep  its  promises  in  the  future. 
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Particularly  as  we  have  demographic  changes  of  great  consequence 
after  the  turn  of  the  century. 
We  felt  this  is  a  very  serious  problem. 

The  other  problem  is  the  fact  that  a  large  number  of  Americans 
in  retirement,  today,  can  only  expect  to  get  social  security  benefits. 
Roughly  50  percent  of  the  population  of  this  country  is  not  covered 
by  an  employer-based  pension  plan,  and  therefore  in  retirement 
they  will  receive  social  security,  but  only  social  security.  And,  very 
clearly  if  you  receive  in  retirement  only  social  security  payments, 
you  are  not  going  to  live  very  well.  You  will  not  be  able  to  main- 
tain anything  like  your  standard  of  living  prior  to  retirement. 

We  are  suggesting  a  universal  pension  system  for  the  country 
where  all  employers  would  be  obligated  to  have  a  system  which 
would  have  3  percent  of  payroll  paid  into  the  system,  immediate 
vesting  of  benefits  and  portability. 

We  think  this  recommendation  has  very  important  ramifications 
for  the  long  term  viability  of  social  security,  itself. 

If  we  can  establish  a  universal  employee  pension  system  in  the 
country,  the  country  won't  be  relying  nearly  as  heavily  on  the 
social  security  system  in  the  future  as  we  are  today. 

In  social  security  we  found  there  were  some  short-term  funding 
problems  of  reasonably  serious  nature.  However  there  are  also 
long-range  problems  that  we  will  face  after  the  turn  of  the  century, 
as  the  baby  boom  generation  begins  to  retire,  that  are  far  more 
serious.  We  propose  over  the  next  2  years,  where  social  security 
appears  to  be  running  out  of  funds,  that  we  borrow  from  the  DI 
and  HI  funds  in  order  to  get  over  that  hump.  This,  we  think,  will 
get  us  close  to  making  the  system  solvent  over  the  next  few  years, 
because  the  amount  of  money  needed  is  not  large. 

If  it  appears  that  won't  do  it,  we  are  recommending  that  the 
social  security  tax  increases  scheduled  for  1985  be  accelerated  to 
1982. 

We  also  are  recommending  that  the  retirement  age  be  moved 
from  65  to  68.  This  would  make  social  security  more  viable,  par- 
ticularly after  the  turn  of  the  century,  as  the  baby  boom  genera- 
tion retires,  and  when  the  ratio  of  workers  to  retirees  in  the  ~ 
population  will  be  relatively  small  as  compared  with  those  today. 

There  are  several  rationales  for  this:  No.  1,  people  are  living 
longer  today.  They  are  living  longer  in  retirement,  and  therefore  : 
the  social  security  program  is  more  expensive.  When  social  security  1 
was  introduced  to  the  country  in  1935,  people  could  be  expected  to 
live  in  retirement  just  under  13  years.  Today,  the  average  Ameri- 
can can  be  expected  to  live  16  years  in  retirement,  and  I  would . 
expect  by  the  turn  of  the  century  that  average  will  increase. 

We  think  life  expectancy  should  be  taken  into  account  in  setting 
retirement  age.  Obviously,  by  moving  up  the  retirement  age  to  68 
from  65,  there  would  be  major  financial  benefit  to  social  security  i 
funding.  Workers  are  paying  in  longer,  and  of  course,  would  not  be 
receiving  social  security  benefits  as  long  as  if  the  age  were  left  at 
65. 

We  also  think  it  is  important  to  make  some  adjustments  to  the 
tax  structure  relating  to  social  security  and  other  pensions  to 
achieve  some  consistency.  We  are  proposing  that  employees  get  a 
tax  deduction  or  refundable  tax  credit  for  contributions  into  social 
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security.  Today,  of  course,  contributions  are  made  from  after  tax 
dollars.  Benefits  would  be  included  in  taxable  income.  If  that  is 
done,  we  are  also  proposing  that  the  earnings  limit  on  social  secu- 
rity recipients  be  removed.  The  two  recommendations  should  be 
phased  in. 

Right  now,  as  you  well  know,  workers  under  72— moved  down  to 
70 — that  earn  above  the  limit  of  $5,500  are  paying  a  50-percent  tax 
because  they  lose  $1  of  social  security  benefit  for  every  $2  they 
team.  This  is  unpopular  with  older  people  who  would  like  to  work. 
In  many  cases  they  feel  estopped  from  working  because  of  that  tax. 
We  are  recommending  that  earnings  limitation  be  removed. 

We  think  that  the  combination  of  moving  from  65  to  68,  giving  a 
tax  credit  for  social  security  payments,  and  then  removing  the 
earning  item  is  popular. 

We  feel  social  security  payments  in  the  future,  not  affecting 
present  retirees,  should  be  included  in  taxable  income.  That  doesn't 
mean  people  will  be  paying  tax  because  the  bulk  of  people  receiv- 
ing social  security  average  around  $5,500,  You  pay  no  taxes  as  a 
couple  unless  you  have  earnings  of  $7,500.  We  think  this  should  be 
gradually  phased  in  so  in  the  future  when  people  get  the  tax 
deduction  for  contributions  to  social  security,  social  security  pay- 
ments should  be  included  in  taxable  income  later  on. 

Again,  as  I  said  earlier,  we  are  not  proposing  to  affect  the  pres- 
ent retirees  because  they  did  not  get  the  tax  deduction  for  their 
contributions. 

Our  proposal  to  establish  a  minimum  universal  employee  pen- 
sion system,  3  percent  of  payroll,  is  to  try  to  give  people  something 
on  top  of  social  security.  Clearly  social  security  is  not  enough.  We 
are  proposing  that  this  pension  plan  not  be  integrated  with  social 
security. 

This  will  be  on  top  of  what  people  would  have  received  normally. 
We  think  this  will  be  sufficient  at  the  lower  income  levels  to  bring 
people  up  to  retirement  income  objectives. 

In  looking  at  this  problem  of  how  do  you  cover  the  people  who 
are  not  covered  by  pension  plans,  it  seems  to  me  that  the  country 
has  perhaps  four  options.  One  is  to  ignore  the  problem,  do  nothing 
about  it,  and  I  think  that  is  unsatisfactory.  I  think  there  is  no 
i  equity  in  having  this  two-class  system  where  half  the  people  have  a 
pension  on  top  of  social  security  and  the  other  half  do  not.  It 
makes  an  enormous  difference  in  retirement.  Another  way  would 
be  to  extend  social  security  to  give  more  generous  pensions.  The 
.  Commission  opposes  that. 

We  discussed  it  at  length.  We  do  not  feel  relying  even  more 
heavily  on  a  pay-as-you-go  system  for  retirement  is  a  sound  policy 
for  this  country.  We  are  already  far  too  heavily  dependent  upon  a 
pay-as-you-go  retirement  system. 

Also,  social  security,  being  a  transfer  payment  from  one  genera- 
tion to  the  other,  does  not  accumulate  money,  and  it  is  clear  the 
needs  of  this  country,  if  we  are  going  to  be  productive  and  efficient 
and  reduce  the  inflation  rate,  there  is  a  need  for  capital  accumula- 
tion. 

The  private  system  has  that  opportunity. 
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I  suppose  another  option  which  we  had  discussed  and  other 
people  had  suggested  is  that  we  not  mandate  more  employer-type 
pensions,  but  encourage  them  on  a  voluntary  basis. 

The  majority  of  the  Commission  did  not  feel  that  would  be  effec- 
tive. We  did  not  think  coverage  would  be  increased  voluntarily. 
And  if  coverage  didn't  increase  later  on  we  would  have  a  large 
number  of  people  who  would  be  a  charge  on  the  government,  on 
society,  one  way  or  the  other,  to  look  after  them  in  their  old  age. 

There  are  many  other  recommendations  in  the  report,  Mr.  Chair- 
man. I  won't  attempt  to  go  through  them  all.  These  I  think,  are  the 
highlights  of  our  findings  and  our  recommendations.  I  would  be 
pleased  to  attempt  to  answer  any  questions. 

With  me  is  Tom  Woodruff,  Executive  Director  of  the  President's 
Commission  on  Pension  Policy,  and  I  think  he  also  would  be  very 
pleased  to  participate  in  any  discussion. 

[The  prepared  statement  follows:] 

Statement  of  C.  Peter  McColough,  Chairman,  President's  Commission  on 

Pension  Policy 

Mr.  Chairman,  distinguished  members  of  the  Committee.  I  appreciate  this  oppor- 
tunity to  present  the  President's  Commission  on  Pension  Policy  s  final  report  to  you. 
Accompanying  me  today  is  Dr.  Thomas  C.  Woodruff,  Executive  Director  of  the 
Commission. 

The  President's  Commission  on  Pension  Policy  was  asked  to  examine  the  nation's 
retirement,  survivor  and  disability  systems  in  order  to  develop  recommendations  for 
changes  that  address  current  problems  and  meet  identified  goals.  Over  the  past  two 
and  a  half  years  we  have  completed  some  50  research  projects  and  have  held  over 
two  dozen  hearings  on  these  issues. 

In  developing  our  recommendations  we  have  sought  advice  from  hundreds  of 
experts,  interested  individuals  and  groups,  private  and  public  sector  organizations, 
Congress  and  the  many  executive  branch  agencies  directly  involved  with  retirement 
income  programs.  Our  recommendations  are  the  culmination  of  these  efforts. 

The  report  contains  recommendations  for  a  number  of  broad,  long-range  retire- 
ment income  goals  for  the  nation  and  spells  out  the  roles  of  public  and  private 
pension  systems  as  well  as  individual  efforts  in  providing  this  income.  In  addition,  a 
number  of  specific  proposals  are  recommended  to  meet  these  long-range  goals  and  to 
lead  us  through  the  transition  to  a  balanced  retirement  income  system. 

But  first,  let  me  summarize  the  problems  we've  identified.  The  original  concept  of 
the  3  legged  stool  of  retirement  income  has  crumbled: 

Our  nation's  retirement  programs  are  dangerously  dependent  on  pay-as-you-go 
programs.  These  large  tax  supported  programs  have  created  an  imbalance  in  the 
overall  system  which  has  serious  implications  for  the  future. 

Private  pension  coverage  is  lacking  for  many.  And,  where  individuals  are  covered, 
the  lack  of  coordination  among  programs  results  in  very  low  benefits  for  some, 
while  others  get  excessive  benefits. 

There  are  inadequate  incentives  for  retirement  savings  and  major  inconsistencies 
in  tax  treatment  of  pension  benefits. 

Taken  together,  the  nation's  retirement  income  systems  now  deliver  $184.5  billion 
benefits  to  about  23  million  older  Americans. 

These  problems  will  be  magnified  over  the  next  20  years  as  the  number  of  people 
over  age  65  increases  sharply  in  proportion  to  the  younger  working  population- 
After  the  turn  of  the  century,  an  unprecedented  shifting  of  older  workers  into 
retirement  will  begin  to  take  place  as  the  so-called  "baby  boom"  generation  grows 
older.  Quite  literally,  this  country's  population  will  be  coming  of  age. 

A  smaller  shrinking  workforce  in  the  future  will  be  required  to  support  a  larger 
growing  aged  population.  And,  pension  payments  will  be  stretched  out  as  greater 
numbers  of  retirees  live  longer  in  retirement. 

As  the  population  of  the  country  matures,  severe  strains  will  be  placed  on  our 
already  overburdened  retirement  income  system.  (See  Chart  1)  The  strain  will  be 
particularly  severe  for  pay-as-you-go  systems  like  social  security.  Even  under  the 
Social  Security  Administration's  most  optimistic  estimates,  the  worker-retiree  ratio 
will  cause  severe  financing  problems  for  the  system  by  the  early  part  of  the  next 
century.  (See  Chart  2)  The  implications  are  especially  severe  as  social  security  is 
responsible  for  a  growing  proportion  of  retirement  benefits. 
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Social  security  in  1950  paid  28  percent  of  all  of  the  retirement,  disability  and 
survivor  benefits.  By  1980,  its  share  of  benefit  payments  had  more  than  doubled. 

The  trends  toward  earlier  retirement  and  increased  longevity  have  serious  impli- 
cations for  the  solvency  of  the  social  security  trust  funds.  If  scheduled  payroll  tax 
rates  and  benefit  payments  remain  unchanged,  the  social  security  trust  funds  will 
be  insufficient  under  reasonable  economic  and  demographic  assumptions  to  support 
the  retiring  baby  boom  generation. 

The  nation  has  become  too  dependent  on  pay-as-you-go  programs  to  provide  retire- 
ment income  for  older  citizens.  In  addition,  there  is  an  uneven  distribution  of 
retirement  savings  and  employee  pensions  among  American  workers  that  has  pre- 
vented these  two  types  of  retirement  income  from  becoming  reliable  income  sources. 

A  Commission  household  survey  of  6,600  households  chosen  randomly  nationwide 
reveals  that  only  48  percent  of  all  active  workers  18  years  old  and  over  are 
presently  covered  by  some  type  of  employer-based  pension.  In  the  private  sector, 
only  45  percent  of  all  workers  are  currently  pension  plan  participants  and  only  half 
of  that  number  are  currently  vested  in  employee  plan  benefits. 

More  than  half,  54  percent,  of  all  noncovered  workers  are  men,  and  71  percent  of 
the  noncovered  worked  full-time.  Many  of  the  noncovered  are  "mainstream,"  full- 
time  workers,  earning  moderate  incomes  that  place  them  in  or  near  the  middle  of 
the  earned  income  distribution. 

Yet,  nonparticipants  tend  to  be  concentrated  in  low-wage  jobs  and  in  marginal 
industries.  A  large  number  of  noncovered  private  sector  workers,  approximately  79 
percent,  work  for  businesses  that  employ  fewer  than  100  workers;  These  employers 
are  in  lower  corporate  tax  brackets  and  therefore  do  not  receive  the  same  tax 
incentive  for  pension  fund  contributions  as  large  employers. 

This  uneven  distribution  of  employee  retirement  income  benefits  has  already 
caused  serious  difficulties  and  promises  to  create  further  problems  in  the  future. 

One  class  of  workers  fares  reasonably  well  in  retirement  because  it  can  count  on 
social  security,  as  well  as  employee  pensions  and  some  personal  savings.  Another 
class  of  retirees  has  failed  to  become  eligible  for  employee  pension  benefits  and 
therefore  must  rely  primarily  on  social  security  benefits.  Inability  to  vest  is  often 
the  result  of  lengthy  pension  plan  service  requirements,  job  mobility,  or  the  lack  of 
a  pension  plan  at  a  worker's  place  of  employment. 

The  Commission  is  proposing  a  number  of  solutions  to  address  these  problems. 

The  major  objective  of  retirement  income  policy  should  be  to  insure  that  today's 
retirees  and  tomorrow's  elderly  are  able  to  maintain  a  reasonable  standard  of  living 
in  their  later  years.  Workers  should  not  have  to  experience  a  sudden  drop  in  their 
standard  of  living  upon  retirement.  The  Commission  believes  that  individuals 
should  be  able  to  maintain  their  preretirement  standard  of  living  during  retirement 
years.  Retirees  would  need  between  80-86  percent  of  net  pre-retirement  income  to 
remain  at  their  previous  living  standard. 

Inflation  has  a  disruptive  impact  on  retirement  income.  While  social  security, 
federal  employees  and  military  pensions  are  indexed  to  the  Consumer  Price  Index, 
the  impact  of  inflation  on  nonindexed  forms  of  retirement  income  is  devastating. 
The  Commission  wants  to  encourage  private  as  well  as  state  and  local  government 
plans  to  provide  some  form  of  inflation  protection  for  retirees,  however,  the  Com- 
mission feels  that  the  overall  lack  of  employee  pensions  for  individuals  is  a  far  more 
pressing  problem  at  this  time  than  providing  full  inflation  protection  for  the  few 
who  are  able  to  qualify  for  benefits.  (See  Chart  3)  The  absence  of  such  benefits  for  a 
large  segment  of  the  workforce  has  successfully  prevented  a  coordinated,  balanced 
retirement  income  program. 

The  Commission  endorses  the  concept  of  adjusting  social  security  retirement 
benefits  to  changes  in  prices,  but  questions  whether  the  CPI  accurately  reflects  the 
consumption  patterns  of  the  retired  population.  Therefore,  the  Commission  recom- 
mends that  the  Bureau  of  Labor  Statistics  be  directed  to  establish  a  separate  cost-of- 
living  index  for  the  retired. 

The  Commission  believes  retirement  income  should  come  from  a  balanced  retire- 
ment income  program  composed  of  social  security,  employee  pensions,  savings  and 
earnings.  (See  Chart  4)  Income  from  social  security  should  be  available  to  all  retired 
workers  and  their  families.  It  should  be  supplemented  by  income  from  employee 
pensions.  In  addition,  individuals  should  be  encouraged  to  supplement  retirement 
income  through  individual  effort  in  the  form  of  savings  and  employment.  Other 
sources,  such  as  food  stamps,  housing  assistance  or  other  in-kind  benefits,  which 
have  attempted  to  bridge  the  income  gap  in  recent  years  should  be  utilized  only 
when  other  primary  sources  fail. 

The  Commission  endorses  the  current  role  of  social  security  in  providing  a  mini- 
mum floor  of  protection  for  the  aged.  The  program  combines  the  goals  of  individual 
equity  and  social  adequacy.  On  the  one  hand,  there  is  a  relationship  between 


76-484   O— 81  27 


410 

individual  earnings  and  cash  benefits.  On  the  other  hand,  the  program  is  partly 
redistributive,  targeting  benefits  to  those  most  in  need. 

However,  major  changes  must  be  made  in  the  social  security  system.  The  social 
security  financing  structure  must  be  reinforced.  Social  security's  benefit  structure 
must  be  responsive  to  increases  in  life  expectancy  and  to  social  changes  which  have 
occurred  since  its  inception. 

The  most  serious  problem  facing  social  security  is  its  ability  to  pay  for  benefits 
promised  by  the  program.  The  Commission  recommends  raising  the  retirement  age 
and  extending  social  security  coverage  as  a  means  of  improving  the  long-term 
financing  of  social  security. 

A  gradual  phase  in  of  an  increase  in  the  normal  retirement  age  to  age  68  in  the 
year  2002  is  urgently  necessary  and  can  be  justified  for  several  reasons.  First,  the 
average  expectation  of  life  has  increased  substantially  since  the  social  security 
system  was  adopted  in  1935.  Those  retiring  at  age  68  in  2002  will  have  several  more 
years  in  retirement  than  those  retiring  at  age  65  have  had  in  the  past. 

Second,  workers  are  generally  healthier  and  many  jobs  are  less  strenuous  today 
than  in  the  past  for  most  65-68  year  olds. 

And,  as  I  mentioned  earlier,  when  the  "baby  boom"  generation  retires  there 
would  be  a  severe  strain  on  the  financing  of  the  social  security  program  if  the 
retirement  ages  stay  as  they  are  today.  Raising  the  retirement  age  by  three  years 
would  substantially  alleviate  this  problem. 

Since  current  workers  already  may  have  made  plans  contingent  upon  receiving 
social  security  benefits  at  age  65,  the  Commission  recommends  no  change  in  the 
retirement  age  prior  to  1990.  The  Commission  recognizes  that  the  generalization  of 
vastly  improved  health  will  not  be  the  case  for  all  workers.  Therefore  we  are 
adamant  that  benefits  be  provided  for  those  who  cannot  work  for  health  reasons. 

The  Commission's  social  security  retirement  age  recommendation  would  eliminate 
about  75  percent  of  the  long-term  actuarial  deficit  facing  the  system. 

Further,  by  extending  social  security  benefits  to  those  future  workers  who  would 
not  otherwise  be  covered,  the  much  debated  windfall  benefit  problem  will  be  elimi- 
nated, reducing  the  system's  long-term  actuarial  deficit  by  about  30  percent.  Exten- 
sion of  coverage  will  reduce  benefit  gaps  for  workers  who  do  not  remain  in  govern- 
ment employment  for  a  sufficient  number  of  years  to  qualify  for  benefits. 

In  response  to  social  security's  short-term  difficulties,  the  Commission  has  recom- 
mended borrowing  among  the  social  security  trust  funds  and  accelerating  the  sched- 
uled social  security  tax  increases.  The  allocation  of  social  security  taxes  between  old 
age  and  survivor  benefits,  disability  benefits  and  hospital  insurance  has  been 
changed  over  the  years  and  deficits  and  surpluses  have  developed  in  the  separate 
funds  in  uneven  patterns.  Thus,  if  necessary,  interfund  borrowing  can  be  used  to 
smooth  out  fluctuations. 

The  Commission  believes  social  security  benefits  should  continue  to  be  financed 
solely  by  equal  payroll  taxes  from  the  employees  and  employers.  The  Commission 
recommends  against  the  use  of  general  revenues  to  finance  social  security.  This  has 
been  the  practice  since  the  start  of  the  social  security  system  in  1935  and  has 
provided  employees  with  a  feeling  of  direct  participation  in  the  program  and  a  right 
to  benefits.  But  social  security  cannot  provide  all  retirement  income.  Also,  keying 
expected  payments  to  expected  tax  revenues  provides  some  restraint  on  increasing 
benefit  levels. 

Table  1  shows  estimates  made  by  the  Social  Security  Administration's  Office  of 
the  Actuary  on  how  the  Commission's  proposals  will  help  solve  the  long-term 
actuarial  deficit  facing  social  security.  These  estimates  show  that  even  with  the 
benefit  improvements  recommended  by  our  report,  most  of  the  deficit  is  eliminated 
under  our  proposals. 

The  Commission  also  recommends  that  employee  contributions  to  social  security 
receive  favorable  tax  treatment  through  refundable  tax  credits  or  tax  deductions. 
Inclusion  of  social  security  benefits  as  taxable  income  should  be  phased  in.  And,  as 
this  recommendation  takes  effect,  the  social  security  earnings  test  would  be  elimi- 
nated. 

Even  with  the  acceleration  of  the  payroll  tax  rates,  the  Commission's  proposals 
would  reduce  the  total  social  security  tax  burden  facing  workers  by  about  $20 
billion  in  1982.  The  Commission  clearly  recognizes  that  in  order  to  eliminate  the 
retirement  income  benefit  gaps  and  overlaps  problem,  the  tax  treatment  on  various 
types  of  retirement  income  and  contributions  must  be  made  more  consistent. 

This  effect  of  this  recommendation  would  be  to  subject  retirement  income  from  all 
sources  to  the  graduated  income  tax  and  remove  the  earnings  test  which  is  essen- 
tially a  50  percent  tax  on  earned  income  above  the  specified  limits.  Low  income 
retirees  receiving  retirement  income  solely  from  social  security  would  generally  not 
pay  any  new  taxes. 
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Currently,  employee  contributions  to  social  security  are  made  from  after  tax 
dollars  and  all  benefits  are  received  tax-free.  The  tax-free  nature  of  the  benefits  is 
one  of  the  reasons  why  many  have  argued  that  the  social  security  earnings  test 
needs  to  be  retained. 

Yet  the  earnings  test  is  a  serious  work  disincentive  and  discourages  able  workers 
from  remaining  in  the  workplace.  The  Commission  believes  that  earnings  can  play  a 
vital  role  in  providing  retirement  income  and  feels  removal  of  the  test  will  increase 
the  role  of  this  retirement  income  source. 

In  this  regard,  the  Commission  has  concluded  that  the  definition  of  "retirement" 
itself  may  need  changing.  Today,  retirement  is  thought  of  as  the  transition  from 
full-time  employment  to  full-time  leisure.  This  abrupt  change  in  life-style  can  dra- 
matically affect  individual  retirees.  In  addition,  sudden  and  complete  removal  from 
the  labor  force,  particularly  if  it  occurs  below  the  normal  retirement  age,  may 
create  undesirable  financial  dependency  on  our  retirement  and  income  transfer 
programs. 

While  recognizing  the  desire  of  most  Americans  to  full  retirement  at  a  given  age, 
the  Commission  believes  that  individuals  should  be  encouraged  to  remain  in  the 
workplace  and  therefore  has  recommended  ways  to  encourage  work  opportunities 
for  older  Americans.  In  addition  to  elimination  of  the  earnings  test,  we  recommend: 

Information  on  alternative  work  patterns  should  be  encouraged  and  developed 
through  research  and  demonstration  programs  in  existing  federal  employment  pro- 
grams. Job  retraining  and  job  redesign  for  older  workers  in  private  industry  also 
should  be  encouraged. 

The  Commission  also  recommends  that  the  social  security  system  be  amended  to 
recognize  the  vastly  changing  role  of  women  in  our  society. 

The  Commission  suggests  that  earnings  sharing  approach  be  used  in  cases  of 
divorce.  And,  that  inheritance  of  earnings  credits  be  provided  to  surviving  spouses 
of  two  earner  couples.  The  Commission  recommends  that  earnings  sharing  should 
not  be  used  for  the  purpose  of  disability. 

Divorced  and  widowed  persons  are  disproportionately  represented  among  the  aged 
poor.  In  addition,  social  security  can  deliver  unequal  retirement  and  survivor  bene- 
fits among  retired  couples  who  have  the  same  earnings  history.  The  Commission's 
two  recommendations  would  simultaneously  enhance  the  adequacy  and  equity  of 
benefits  for  these  groups,  thereby  reducing  dependency. 

The  Commission  believes  that  other  programs  to  supplement  social  security's 
basic  floor  of  protection  must  be  substantially  increased  if  preretirement  living 
standards  are  to  be  maintained  in  retirement.  The  most  comprehensive  recommen- 
dations of  the  Commission  are  directed  toward  strengthening  the  employee  pension 
system  and  personal  savings  for  retirement. 

The  Commission  believes  that  we  cannot  solve  the  financial  problems  of  social 
security  by  looking  at  reforms  to  the  social  security  financing  and  benefit  structure 
alone.  The  Commission  has  developed  a  comprehensive  package  of  tax  reduction 
proposals  that  are  specifically  linked  to  proposals  to  increase  the  role  of  funded 
employee  pension  plans  and  personal  retirement  savings.  Tax  incentives,  even  those 
proposed  by  our  report,  will  not  significantly  increase  the  pension  plan  participation 
of  low-  and  moderate-income  workers  and  workers  employed  by  small  businesses. 

Therefore,  the  Commission  recommends  federal  legislation  to  establish  a  national 
minimum  funded  pension  system  which  would  be  required  of  all  employers.  Such  a 
system  would  be  financed  by  employer  contributions  to  either  an  employer  spon- 
sored plan  or  a  central  portability  clearinghouse.  The  benefits  would  be  vested  after 
short  service  and  would  be  carried  from  job  to  job. 

The  Commission  is  sensitive  to  the  situation  of  employees  and  owners  of  small 
businesses.  The  minimum  standards  plan  proposed  by  the  Commission  would  signifi- 
cantly alleviate  the  administrative  complexities  often  associated  with  pension  plans. 
To  help  mitigate  the  cost,  the  program  would  be  phased  in  over  a  three-year  period. 
And,  employers  would  be  able  to  take  a  tax  credit  of  46  percent  of  their  required 
contribution  to  the  plan. 

Table  2  shows  the  estimated  costs  for  private  sector  employers  for  this  plan.  A 
substantial  part  of  the  programs  costs  are  offset  by  the  special  tax  credit  proposed 
by  the  Commission.  After  the  first  three  years,  employers  are  expected  to  shift  some 
costs  to  employees  in  the  form  of  smaller  wage  and  fringe  benefit  increases.  Employ- 
ees should  be  able  to  absorb  this  cost  without  reducing  their  disposable  income 
because  of  the  tax  savings  to  individuals  that  will  be  provided  by  the  Commission's 
proposal  to  exclude  social  security  contributions  from  taxable  income. 

In  addition,  availability  of  a  portability  clearinghouse  for  benefit  records  and  a 
portability  fund  for  plan  assets  would  require  minimal  recordkeeping  responsibility 
while  allowing  employers  the  investment  advantages  of  large  pooled  funds. 


412 

The  establishment  of  a  minimum  universal  pension  system  or  MUPS  will  cause  a 
signifcant  shift  in  the  relative  roles  of  social  security,  employee  pensions  and 
savings  as  sources  of  retirement  income.  (See  Chart  5)  By  funding  a  substantial 
portion  of  individual's  retirement  resources,  the  nation  will  be  better  prepared  to 
provide  the  resources  required  to  support  the  retired  population.  Furthermore, 
MUPS  would  result  in  signficant  improvement  in  the  incomes  of  the  elderly,  par- 
ticularly those  at  the  lower  end  of  the  income  distribution. 

This  plan  would  also  increase  the  proportion  of  total  retirement  income  financed 
by  funded  pension  programs.  Under  the  program,  benefit  payments  from  employee 
pension  plans  would  increase  by  75  percent.  Social  security  benefit  payments  would 
remain  about  the  same,  though  social  security's  share  of  benefit  payments  would 
drop  13  percent. 

The  Commission  has  called  favorable  tax  treatment  of  voluntary  employee  contri- 
butions to  employee  pension  plans.  Combined  with  the  MUPS  proposal,  tax  incen- 
tives for  voluntary  employee  contributions  could  provide  a  new  mechanism  for 
increasing  personal  savings  for  retirement. 

Moreover,  the  Commission  believes  tax  policy  should  treat  all  retirement  saving 
in  a  more  consistent  manner.  A  uniform  tax  policy  toward  retirement  savings  would 
distribute  more  equitably  the  tax  benefits  of  social  security  and  would  be  a  more 
rational  approach  to  providing  incentives  for  individual  effort.  Of  course,  some 
limitation  would  be  needed  on  the  total  amount  of  income  an  individual  could  defer. 
This  limitation  should  take  into  account  vested  benefits  in  pension  plans,  IRAs, 
Keoghs,  stock  bonus  plans  and  other  forms  of  retirement  savings. 

The  Commission's  tax  incentives  for  retirement  savings  come  at  a  time  when  both 
the  Administration  and  Congress  are  seeking  ways  to  provide  tax  relief  as  well  as 
increase  savings  and  capital  formation. 

Table  3  shows  the  first  year  tax  savings  for  businesses  and  individuals  of  all  of  the 
Commission's  tax  recommendations.  In  1982,  we  estimate  that  our  proposals  would 
lead  to  a  total  tax  reduction  of  approximately  $30  billion.  The  tax  reductions  for 
individuals  and  businesses  proposed  by  the  Commission  are  specifically  tied  to 
programs  to  increase  personal  savings.  By  reducing  business  and  personal  taxes  and 
increasing  savings,  the  Commission's  program  offers  the  possibility  of  relieving  some 
of  the  inflationary  pressures  that  exist  in  the  economy. 

The  Commission  believes  the  tax  system  provides  an  appropriate  means  of  encour- 
aging individual  retirement  savings.  In  addition,  current  policies  do  not  sufficiently 
encourage  retirement  savings  for  those  in  most  need:  low  and  moderate  income 
wage-earners.  And,  workers  who  are  participants  in  pension  plans  have  no  incentive 
under  current  tax  laws  to  lessen  the  impact  of  inflation  on  their  retirement  income 
by  supplementing  employer  contributions  with  their  own. 

New  government  policies  are  needed  to  provide  greater  incentives  to  all  individ- 
uals to  participate  directly  in  providing  for  their  own  retirement  income  needs. 
Individual  savings  must  be  strengthened  as  a  source  of  retirement  income  for  all 
workers,  regardless  of  income  or  form  of  savings.  The  Commission  believes  this 
direction  for  public  policy  is  consistent  with  other  national  goals  encouraging  and 
supporting  individual  effort  and  strengthening  the  economy. 

The  Commission  recognizes  that  a  universal  employee  pension  plan  and  savings 
incentives  are,  primarily  solutions  to  long-term  retirement  income  problems.  There- 
fore, to  alleviate  interim  problems  until  the  balanced  program  is  fully  phased  in, 
the  Commission  has  recommended  that  the  social  security  special  minimum  benefit 
be  increased  for  long-service  workers  to  enable  them  to  meet  the  Commission's 
retirement  income  goals. 

The  special  minimum  benefit  is  the  most  efficient  means  in  the  social  security 
system  of  ensuring  a  minimum  income  for  those  with  long  service,  because  it  does 
not  affect  the  regular  benefit  formula.  The  Commission  feels  that  in  this  way 
additional  benefits  would  be  targeted  to  low-income,  long-service  workers  without- 
affecting  benefits  to  short-career  workers  or  to  other  beneficiaries  with  moderate-to- 
high  earnings. 

The  Commission  further  recommends  that  federal  SSI  benefits  be  increased  to  the 
poverty  level  to  ensure  a  minimally  adequate  level  of  income  for  those  without 
significant  work  histories.  The  Commission  recognizes  that  such  individuals  are 
unlikely  to  accrue  significant  work-related  retirement  income  benefits.  These  indivi- 
dulas  must  rely  on  welfare  and  in-kind  beneifts. 

Further,  the  Commission  believes  that  in  the  vast  majority  of  cases,  need  can  be 
assessed  through  income  tests  alone  and  that  the  current  SSI  assets  test  is  undesira- 
ble. We  recommend  its  elimination,  thereby  reducing  administrative  burdens  as 
well  as  intrusions  on  individual  recipients. 

The  Commission's  recommendations  are  cross-cutting  and  equitable.  Both  public 
and  private  sector  systems  have  been  examined  for  their  weaknesses  and  strengths. 
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Yet,  the  Commission  was  repeatedly  impressed  that  public  sector  retirees  often 
receive  more  favorable  treatment  under  their  retirement  income  programs  than  do 
their  private  sector  counter  parts. 

In  addition  to  improving  the  availability  of  pension  benefits  to  all  workers,  the 
Commission  makes  several  recommendations  to  eliminate  excessive  benefits  pro- 
vided by  public  pension  systems.  The  Commission  believes  that  its  recommendations 
for  universal  social  security  coverage,  once-a-year  cost  of  living  adjustments  for 
federal  workers,  and  increases  in  the  normal  retirement  age  for  public  workers  will 
ensure  more  equitable  treatment  of  all  workers  by  our  retirement  programs. 

The  Commission  has  taken  a  comprehensive  approach  in  its  analysis  of  the 
problems  of  retirement  income  security  programs  and  its  evaluation  of  options  for 
addressing  those  problems.  Continuation  of  this  comprehensive  approach  is  the  key 
to  the  effective  implementation  of  policy  recommendations  and  to  effective  national 
policymaking  in  the  area  of  retirement  income  security. 

Therefore,  the  Commission  has  recommended  consolidation  of  administration  of 
all  federal  retirement  systems;  consolidation  of  ERISA  administrative  functions  in 
one  entity;  an  interdepartmental  task  force  to  coordinate  executive  branch  pro- 
grams dealing  with  retirement  income,  including  federal  plans;  and  new  committees 
on  retirement  income  security,  one  in  the  House  and  one  in  the  Senate,  which 
would  consolidate  jurisdiction  over  all  types  of  retirement  income  programs,  includ- 
ing federal  programs. 

Responsibility  for  retirement  income  policy  and  the  administration  of  retirement 
income  programs  is  scattered  among  dozens  of  federal  agencies  and  congressional 
committees.  The  Congress  and  the  Executive  Branch  are  mirror  image  fragmented 
jurisdictions  as  they  initiate  and  implement  retirement  income  policies  and  pro- 
grams. Coordination  is  essential  in  both  areas. 

The  Commission  feels  strongly  that  the  problems  it  has  identified  must  be  ad- 
dressed without  delay.  Major  changes  are  necessary  and  it  is  still  possible  to  make 
these  changes  on  an  incremental  basis. 

Inaction  will  lead  only  to  narrow,  discriminatory  and  inequitable  solutions  in  the 
future.  Just  as  individuals  must  plan  for  retirement  20  to  30  years  before  it  occurs, 
so  must  the  country. 

Our  report  calls  for  a  long-term  shifting  of  dependency  on  pay-as-you-go  financed 
federal  programs  such  as  social  security,  welfare  and  in-kind  benefit  programs  to  a 
balanced  program  of  employment  pensions,  social  security  and  individual  effort. 

The  Commission  does  not  suggest  that  these  reforms  of  our  present  retirement 
income  system  will  be  easy.  A  crisis  exists  in  our  retirement  income  programs. 
Unless  we  take  positive,  constructive  action  now,  future  pension  promises  will  be 
broken.  We  cannot  wait.  We  now  have  a  brief  window  of  opportunity  to  deal  with 
the  serious  problems  of  our  pension  systems.  If  we  fail  to  act  now,  we  will  face  a 
badly  deteriorating  situation. 
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DEPENDENCY  RATIOS 


PERSONS  OF  RETIREMENT  AGE 
PER  100  PEOPLE  OF  WORKING  AGE 
CENSUS  SERIES  III  PROJECTION 


50 


Source:  OMB  Technical  Staff  paper, 
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SOCIAL  SECURITY  (OASDI) 
TRUST  FUND  RATIOS 
PROJECTED  75  YEARS 

TRUST  FUND 
RATIO 


1980  2000  2020  2040      ~  2055 

YEAR 


jSource:  Social  Security  Administration,  June  1980  Trustees'  Report  projections. 
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TABLE  1 

ILLUSTRATIVE  IMPACT  OF 
COMMISSION  PROPOSALS  ON 
LONG-TERM  SOCIAL  SECURITY  DEFICIT 
(EXPRESSED  AS  A  <7o  OF  PAYROLL)1 


1.  Current  Long-term  Actuarial  Balance 

1.58%' 

2.  Raise  Retirement  Age  (65-68) 

+ 

1.20% 

3.  Universal  Coverage  (Windf alls  eliminated)  + 

.53% 

4.  Move  1985  Tax  Schedule  to  1982 

+ 

.02% 

5.  Earnings  Sharing  at  Divorce  with  Inheritance 

.01% 

6.  Inheritance 

.18% 

7.  Increase  Social  Security  Special  Minimum  Benefit 

.1  % 

8.  Remove  Earnings  Test 

.16%* 

9.  LONG-TERM 

ACTUARIAL  BALANCE  -0.24% 


1  Tbevr  euinaira  »rr  intended  to  illustrate  tb«  probable  impact  of  Commission  rreommr ndationt.  The  exact 
values  of  these  estimate*  arc  highly  dependent  on  the  detail*  and  the  L-nptesenution  of  the  ipecific  pro- 
posals adopted.  Estimates  foe  item*  2  through  S  show  the  estimated  impact  of  each  proposal  individually 
with  respect  to  currrat  U-.  Item  9  tho-l  the  sstimated  impact  if  a2  of  the  proposals  were  adopted,  in- 
cluding their  interactive  effects. 

*  Present  lax  expenditures  and  taa  rates  are  based  on  Office  of  Management  asd  Budget  mid-sntioa  review 
asiumpejoe*  leaded  into  tSt  intermediate  assumptions  of  the  1930  Soda!  Security  Truiiees  Report*, 
modified  to  include  the  effects  of  Public  La-  96-tO).  Public  La-  9S-17J  and  Public  La-  9S-*99  and  to 
reflect  several  minor  change*  in  the  short  range  period. 

'  This  estimate  is  highly  sensitive  to  assumptions  about  increased  labor  force  participation  it  older  worker* 
due  to  this  and  other  proposals.  Also,  this  proposal  is  highly  interactive  with  ine  other*.  If  items  2  through  7 
were  adopted,  the  additional  cost  to  the  trust  fund*  of  removing  the  earning*  tat  would  drop  to  .09  percent 
Of  payroO.  Additional  revenue  to  the  Treasury  due  to  this  and  other  social  security  taa  proposal*  are  not  in- 
cluded ia  this  estimate. 

Source:  Special  tabulations  for  the  President**  Commission  on  Pension  Policy  by  Office  of  the  Actuary.  So» 
Oal  Security  Administration. 
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TABLE  2 

ESTIMATED  COSTS  FOR  PRIVATE 
SECTOR  EMPLOYERS  OF 
COMMISSION'S  MINIMUM  UNIVERSAL 
PENSION  SYSTEM  (MUPS)  PROPOSAL 
(IN  NOMINAL  $  BILLIONS)1 


Year  MUPS  Contribution 

Current 

Business 

Net 

Requirements  by  Size 

Policy 

Added 

Tax 

Cost 

of  Establishment 

Costs 

Costs 

Savings' 

Increase 

(Expressed  In 

1982  Dollars) 

Less  than  100  employees 

$21.1 

$3.2 

$2.5 

$0.7 

100-500  employees 

13.4 

1.1 

0.7 

0.4 

500  or  more  employees 

22.3 

1.0 

0.5 

0.5 

Self-employed  workers 

2.1 

1.0 

0.7 

0.3 

Total 

$58.9 

$6.3 

$4.4 

$1.9 

(Expressed  In 

1983  Dollars) 

Less  than  100  employees 

$23.0 

$6.3 

$4.1 

$2.2 

100-500  employees 

14.6 

2.0 

1.2 

0.8 

500  or  more  employees 

24.3 

1.7 

0.8 

0.9 

Self-employed  workers 

2.3 

2.2 

1.3 

0.9 

Total 

$64.1 

$12.2 

$7.4 

$4.8 

(Expressed  In 
1984  Dollars) 


Less  than  100  emloyees 

$24.7 

$9.5 

$5.7 

$3.8 

100-500  employees 

15.7 

2.9 

1.7 

1.2 

500  or  more  employees 

26.2 

2.6 

1.2 

1.4 

Self-employed  workers 

2.5 

3.6 

1.9 

1.7 

Total 

$69.1 

$18.6 

$10.5 

$8.1 

All  private  and  pubGc  cmplorm  mux  offer  a  retirement  piao  with  participation  ttandard*  no  stricter  than 
at*  23.  one  year  of  service,  aod  I. OHO  noun  of  work  annually  and  full  and  immediate  veiling.  Theve 
estimates  uum  •  pnate-is  of  MUPS  requiring  •  one  parent  of  earning*  contribution  by  employer*  in 
1912.  a  two  percent  contribution  ia  I9S3  aad  a  throe  percent  contribution  in  1994.  The  Commiuion's 
Special  MUPS  Busiaeaa  Taa  Credit  ia  auuned  to  apply  to  the  Tint  3"t  of  payroll  contribution!  to  qualified 

>w  5! 00. COD  who  currently  coo- 
MU  PS  Buiineu  Taa  Credit  for  the  tint 
pkr/en  due  to  MUPS  are  subject  to  the 


I 


419 


420 


TABLE  3 

ILLUSTRATIVE  TAX  SAVINGS 
TO  INDIVIDUALS  AND 
BUSINESSES  IN  1982 
(In  Billions  of  1982  Dollars)' 


Commission  Proposal  Tax  Savings 

I.      Social  Security  Tax  Deduction  of 

Contributions*  $20.5 
a)  OASDI  3.1 


b)  HI  $25.6 

2.  Tax  Incentives* 

(a)  Tax  Deductible  Employee 

Contributions  S  6 

(b)  Raise  IRA  and  Keogh  limits  to 

Corporate  Plan  level  S  4 

3.  Minimum  Universal  Pension  System 

(a)  Tax  Deductible  Employer 

Contributions  $  1.7 

(b)  Extra  Tax  Credits  to  Business  S  2.7 

4.  Move  1985  Social  Security  Payroll 

Tax  Increase  -9.9 


Net  Tax  Savings  to  Individuals 

and  Businesses  $30. 1 


1  These  figures  in  intended  to  iUutt/iu  in*  probable  impact  of  Commission  recommendations.  The  euct 
values  of  these  estimate*  arc  biahly  dependent  oa  the  details  and  tie  implementation  of  the  J  peer  fie  pro- 
posal* adopted. 

*  These  fifures  include  the  effect  of  mo.ml  the  1«S3  scheduled  OASDI  ta»  increases  to  I9!C.  Wahoul  this 
Bunt,  the  figures  -owU  be  SI*  4  billion  foe  OASDI  and  $5.0  btibon  for  HI.  Inclusions  of  the  Railroad 
Retirement  System  us  these  rstimalea  would  increase  the  figures  by  SO. 7  billion  in  1982. 

'     Assumes  current  utliratioei  rites  foe  first  year  of  profram. 

Sources:  Spacial  Tabulation*  for  iha  Commission  by  U.S.  Department  of  the  Treasury.  I9SO:  Special  Tabula- 
tions for  the  Commission  by  Office  of  the  Actuary.  Social  Security  Administration.  1981;  Estimates 
by  President's  Coasnsvsstcm  on  Pension  Policy. 
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Mr.  Pickle.  Mr.  McColough,  we  certainly  appreciate  your  testi- 
mony. You  have  condensed  in  a  short  statement  your  report.  I 
think  this  committee  will  consider  your  report  one  of  the  most 
important  contributions  to  the  problems  we  face  because  the  pen- 
sion programs  are  of  the  great  importance  to  the  American  people. 

I  noticed  in  your  statement  today,  and  also  I  noticed  in  a  reprint 
which  must  have  appeared  in  the  Washington  papers  yesterday  or 
today,  that  you  are  recommending  that  all  employees  be  required 
to  have  a  pension  plan. 

Tell  us  how  that  would  work.  Would  that  be  in  addition  to  the 
payments  of  a  social  security  nature? 

Mr.  McColough.  First,  we  want  to  keep  the  plan  simple.  This 
would  primarily,  as  a  new  pension  plan,  affect  smaller  companies. 
The  bulk  of  the  people  who  are  not  covered  by  a  pension  plan  are 
in  smaller  companies,  so  it  has  to  be  kept  simple.  It  cannot  be  a 
complicated  program.  We  would  propose  each  company  be  re- 
quired, regardless  of  how  few  people  are  employed  in  the  particular 
company,  to  set  up  a  pension  plan  which  would  be  a  defined 
contribution  plan.  Three  percent  of  payroll  would  be  set  aside  for 
the  plan.  The  plan  could  be  set  just  as  any  other  pension  plan 
today  through  insurance  companies,  banks,  and  so  forth. 

If  a  company  felt  that  even  this  was  too  complicated  we  could 
provide  an  option  for  them.  In  essence,  when  they  made  their 
quarterly  payment  to  social  security,  they  could  add  3  percent 
which  would  be  received  by  social  security,  and  those  funds  would 
be  transferred  to,  I  suppose  you  might  call  it  some  kind  of  Govern- 
ment commission  for  investment.  But,  most  importantly  this  would 
be  a  funded  plan,  and  the  money  would  be  invested  in  a  series  of 
investments:  stocks,  et  cetera. 

Mr.  Pickle.  Let  us  take  an  example:  Say  an  employee  receives 
$1,000  a  month,  or  $12,000  a  year.  He  pays  6.5  percent  now  into  the 
system.  Are  you  saying  that  charge  would  be  made  as  a  part  of  the 
regular  social  security  program,  which  it  would  have  to  be  because 
that  is  the  law?  Then  he  would  be  taxed  3  percent  for  another 
pension,  or  would  that  be  optional  on  his  part? 

Mr.  McColough.  It  would  not  be  optional.  It  would  be  manda- 
tory. In  addition  to  paying  whatever  the  social  security  payroll  tax 
was  for  that  employer,  there  would  be  an  additional  3-percent 
payment  into  a  funded  pension  plan.  I  would  not  call  it  a  tax 
because  in  some  cases  it  would  never  come  to  the  Government. 
They  might  have  their  own  plan,  which  is  perfectly  acceptable.  If 
they  didn't  want  to  have  their  own  plan  as  I  mentioned  a  moment 
ago,  they  could  send  that  to  a  central  clearinghouse  that  would 
collect  that  money  and  have  it  invested. 

Mr.  Pickle.  It  would  be  a  3-percent  tax  or  retirement  cost,  or 
whatever  you  want  to  call  it,  but  it  would  be  3  percent  in  addition 
to  the  amount  they  presently  pay. 

Mr,  McColough.  Three  percent.  That  is  correct,  sir. 

Mr.  Pickle.  Do  you  know  anybody  who  has  run  for  office  on  that 
platform  yet? 

Mr.  McColough.  You  can  answer  that. 

We  are  also  providing,  sir,  employers  would  get  a  tax  credit  of  46 
percent  for  contributions  to  this  minimum  plan,  the  same  as  a 
larger  corporation  paying  at  the  46-percent  rate. 
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I  cannot  answer  your  question,  not  running  for  office,  myself,  but 
I  would  think  if  you  have  50  percent  of  the  people  in  this  country 
who  are  not  covered  by  a  pension  and  were  concerned  about  their 
old  age,  that  you  may  find  some  real  appeal  among  that  group  at 
least. 

Mr.  Pickle.  And  it  may  have  better  appeal  than  we  think.  Un- 
questionably people  have  come  to  rely  on  social  security  as  a  retire- 
ment fund.  It  is  not  a  retirement  fund;  it  is  a  supplemental  fund. 
Consequently,  at  least,  half  the  people,  when  they  get  old,  or  retire, 
end  up  with — that  is  their  only  source  of  income  for  at  least  half 
the  people.  That  is  unfortunate,  but  it  is  a  fact. 

We  on  this  subcommittee  are  encouraging  every  other  way  we 
know  of  for  people  to  have  savings.  I  think  we  must  enlarge  our 
IRA  program  now,  create  a  new  IRA  and  in  some  way  give  strong 
incentives  for  savings. 

An  employer  pension  fund  might  be  one  approach,  and  it  may  be 
a  good  one.  I  know  how  important  it  is  to  the  country. 

Would  you  comment  on  the  ' 'unfunded  liabilities"  of  the  various 
pension  programs  over  the  country?  Do  you  find  many  of  the 
private  pension  programs  are  unfunded? 

Mr.  McColough.  Yes,  sir,  they  are. 

Mr.  Pickle.  To  what  extent? 

Mr.  McColough.  Many  large  companies  have  very  large  unfund- 
ed pension  obligations.  I  do  not  have  an  aggregate  figure,  because 
people  keep  these  figures  on  different  bases,  but  I  know  there  are 
companies — International  Harvester  is  well  over  $1  billion.  The 
steel  industry  has  a  very  large  unfunded  obligation.  I  don't  think 
you  even  have  to  go  to  private  industry.  It  is  my  understanding  the 
unfunded  obligations  of  the  Federal  Government,  excluding  social 
security,  which  we  have  been  talking  about,  is  over  $750  billion, 
and  we  never  talk  about  that,  but  that  is  almost  as  big  as  what  we 
talk  about  as  being  the  national  debt.  These  are  very  large 
amounts  of  money. 

The  Commission  is  proposing  a  funded  system  here,  not  an  un- 
funded system. 

Mr.  Pickle.  It  is  very  important,  and  I  am  glad  you  did  it. 
Mr.  Archer? 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Mr.  McColough,  I  want  to  congratulate  you  for  focusing  on  some 
of  the  basics  involved  in  the  problems  facing  us  as  a  nation.  It 
seems  to  me  we  have  to  find  more  ways  to  shift  the  burden  of 
retirement  back  to  the  generation  that  is  going  to  receive  the 
benefits  rather  than  to  a  future  generation  which  becomes  a  terri- 
bly unknown  quantity. 

Mr.  McColough.  We  feel  very  strongly  about  that  and  agree  100 
percent.  That  is  what  we  are  trying  to  do  here. 

Mr.  Archer.  Anything  we  can  do  to  move  in  that  direction— 
obviously  that  is  something  we  are  not  going  to  be  able  to  do 
precipitously — will  benefit  the  stability  of  this  country  in  years 
ahead. 

I  compliment  you  on  that. 

Are  you  giving  consideration  to  integrating  Federal  employees 
under  social  security,  and  what  was  your  decision  on  that? 
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Mr.  McColough.  Our  decision  was  almost  unanimous,  with  the 
exception  of  one  member  representing  labor,  who  did  not  agree.  We 
feel  very  strongly  that  should  be  done.  In  the  first  place,  if  you 
don't  have  Federal  employees  in  the  system,  you  have  gaps,  par- 
ticularly in  disability  as  these  workers  move  from  one  job  to  an- 
other. And  you  have  this  problem  with  State  and  locals  as  well. 

Furthermore,  while  we  find  there  is  a  lot  of  opposition  to  cover- 
ing the  Federal  employment  with  social  security,  that  the  great 
bulk,  I  think  83  or  90  percent  of  those  people  in  terms  of  families 
make  sure  that  somehow  or  other  they  get  social  security,  and  this 
strikes  us  as  unfair. 

In  the  first  place,  it  seems  to  me  as  a  private  citizen  that  if  social 
security  is  good  enough  for  me  as  a  private  citizen  of  this  country, 
it  should  be  good  enough  for  the  people  who  work  for  the  Govern- 
ment. Furthermore,  social  security,  as  you  know,  is  a  redistributive 
system.  It  provides  a  higher  replacement  of  income  for  low-income 
people  in  retirement,  proportionately,  than  it  does  for  middle-  or 
higher-income  people.  I  have  no  quarrel  with  that.  I  think  social 
security  has  to  take  into  account  adequacy  of  payment  in  retire- 
ment as  well  as  equity. 

By  not  having  the  Federal  civil  service  people  paying  into  social 
security,  we  are  really  allowing  one  segment  of  our  society  to  avoid 
paying  into  this  redistributive  program  to  the  lower-paid  people  so 
they  are  not  really  bearing  their  fair  share,  and  I  think  this  is 
objectionable.  We  feel  very  strongly  on  that  subject. 

Mr.  Archer.  In  your  deliberations,  did  you  look  at  the  impact  on 
the  social  security  system  of  the  inclusion  of  the  self-employed, 
inasmuch  as  the  tax  they  pay  is  less  than  the  total  tax  paid  for 
those  who  are  employed  by  someone  else?  Does  that  create  a  great- 
er drain  on  the  system,  ultimately? 

Mr.  McColough.  I  will  ask  Tom  Woodruff  to  get  into  that. 

Mr.  Woodruff.  We  really  did  not  study  that  separately.  You  are 
referring  to  the  1 V2  percent  of  the  total  they  pay,  rather  than  both 
sides.  We  really  didn't  study  that  issue. 

Mr.  Archer.  When  you  recommend  raising  the  retirement  age, 
do  you  also  recommend  raising  the  age  for  coverage  under  medi- 
care? 

Mr.  McColough.  We  think  if  you  are  going  to  raise  the  age  from 
65  to  68  for  unreduced  benefits,  you  should  raise  the  other  pro- 
grams accordingly. 

Mr.  Archer.  Have  you  given  any  basic  consideration  to  how  big 
a  percentage  that  you  believe  the  productive  sector  can  bear  in  the 
■  total  wages  or  out  of  GNP  for  retirement  benefits  across-the-board? 

Mr.  McColough.  We  looked  at  what  we  thought  would  be  desir- 
able or  perhaps  adequate  retirement  income  goals.  For  a  low-paid 
worker,  it  is  approximately  87  percent  for  a  family. 

For  higher  paid  people,  at  about  50  percent,  they  would  be  able 
to  maintain  their  standard  of  living. 

It  seems  to  us  the  social  security  payment  plus  the  3-percent 
payroll  tax  we  are  suggesting  for  this  pension  plan,  are  certainly 
bearable.  In  the  first  place,  right  now  people  who  have  pensions 
j  are  paying  6  percent  or  so  into  the  system  and  the  average  cost  of 
pensions  in  most  companies  is  7  percent  or  so.  We  are  not  going 
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above  that  for  people  who  don't  have  present  coverage.  I  think  this 
is  doable. 

Mr.  Archer.  Actually,  I  didn't  phrase  my  question  as  well  as  I 
should  have. 

In  your  long-term  projections,  how  big  a  burden  do  you  think  the 
productive  sector  can  bear  in  the  form  of  taxation  or  payroll  deduc- 
tions in  order  to  provide  retirement  benefits? 

Mr.  McColough.  I  cannot  give  you  an  answer  on  that.  However, 
I  think  that  also  gets  into  the  question  as  to  who  bears  that 
burden.  Let's  take  6  percent  social  security  payment.  I  know  many 
employers  will  say  that  is  borne  entirely  by  the  company.  I  would 
say  that  is  borne  partially  by  the  workers,  because,  for  example, 
you  don't  talk  only  about  the  direct  wages  in  contract  talks.  You 
talk  about  the  total  package:  Holidays,  vacations,  medical  benefits, 
and  so  forth. 

There  is  no  question  that  a  portion  of  any  payroll  tax  for  social 
security  or  the  3-percent  pension,  that  what  we  are  talking  about  is 
borne  by  the  employees.  I  can't  quantify  it,  and  I  don't  think 
anybody  else  can.  I  think  it  is  borne  partly  by  the  employees  in 
deferred  wages. 

It  is  considered  that  in  collective  bargaining  agreements. 

It  is  also  very  clear  to  me,  as  a  businessman  with  Xerox,  that  it 
is  viewed  as  a  part  of  doing  business,  and  is  passed  along  in  price 
increases  to  our  customers. 

So  it  is  borne  in  part  by  the  company,  in  part  by  the  worker  in 
deferred  wages,  and  it  is  also  borne  perhaps  by  the  consumer. 
Clearly,  when  you  buy  a  G.M.  car,  you  are  paying,  as  a  consumer, 
part  of  the  cost  of  the  G.M.  pension  system.  Some  is  being  borne  by 
the  worker  and  perhaps  some  by  the  company. 

I  think  it  would  be  very  difficult  to  break  it  out. 

Mr.  Archer.  Would  you  encourage  us  in  whatever  changes  we 
make  in  social  security  to  move  the  benefit  structure  more  closely 
to  the  amount  of  taxes  paid  in?  In  other  words,  toward  an  insur- 
ance concept  and  away  from  welfare? 

Mr.  McColough.  I  would  not.  I  think  we  should  continue  to  look 
at  social  security  as  we  did  in  the  beginning,  look  at  it  as  a  basic 
floor  for  pensions.  We  have  spoken  of  it  as  a  three-legged  stool.  The 
first  leg  is  social  security,  the  second  is  an  employer-based  pension 
plan,  and  the  third  leg  is  personal  saving. 

I  think  we  should  have  as  our  basic  floor  in  social  security, 
adequacy  for  the  low-income  people  in  retirement  as  well  as  equity, 
and  I  think  it  should,  as  a  basic  insurance  program  for  old  age 
people,  as  a  security  program,  really  be  skewed  as  it  is,  to  be  sure 
the  lower-paid  people  have  adequate  retirement  income. 

I  feel  employer  pensions  should  be  related  to  pay. 

Mr.  Archer.  You  believe  the  person  who  is  single  should  pay  the 
same  taxes  as  someone  married  with  10  children,  though  the  single 
person  will  get  no  survivor  benefits  whatsoever?  Do  you  think  that 
is  equitable? 

Mr.  McColough.  That  would  not  particularly  bother  me. 

Mr.  Archer.  This  is  welfare,  really;  you  haven't  paid  any  more 
for  it.  Yet  you  present  your  ideas  to  us  that  social  security  is  based 
on  a  matter  of  right,  that  you  paid  in,  and  that  you  have  acquired 
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this  right  by  virtue  of  what  you  have  paid  in.  I  don't  think  you  can 
have  it  both  ways.  That  is  the  point  I  am  trying  to  make. 

Mr.  McColough.  I  think  it  is  a  mixture  of  rights.  I  think  these 
people  feel  their  companies  have  paid  in,  so  it  is  a  right,  but  we 
also  go  beyond  that  and  say  it  is  not  just  an  insurance  system,  but 
we  have  to  look  at  adequacy.  How  are  those  people  going  to  have 
adequate  payment?  I  see  nothing  wrong  with  that. 

Mr.  Archer.  If  it  has  no  relationship  whatsoever,  you  still  think 
it  ought  to  stay  in  there,  such  as  the  survivorship  benefit? 

Mr.  McColough.  Yes,  there  should  be  some  benefit.  I  think  I 
would  extend  the  argument  that  you  are  making  about  the  person 
who  has  no  children,  is  not  even  married,  paying  the  same  as  one 
with  10  children.  I  could  argue  that  that  person  who  has  10  chil- 
dren perhaps  is  doing  something  beyond  what  the  person  with  no 
children  is  doing:  He  is  providing  young  people  for  our  society  to 
keep  our  society  going.  I  think  you  could  argue  forever  as  to  what 
is  fair. 

Mr.  Archer.  So  in  this  instance  you  would  say  you  support  a 
total  welfare  concept  that  has  no  relationship  to  insurance  whatso- 
ever? 

Mr.  McColough.  I  don't  categorize  social  security  as  a  welfare 
program. 

Mr.  Archer.  In  this  particular  benefit  instance  I  cited  to  you,  it 
would  be.  You  pay  no  premium,  you  pay  no  tax  for  this  benefit. 

Mr.  McColough.  It  is  still  related  to  earnings. 

Mr.  Archer.  But  you  pay  the  same  tax  as  somebody  who  doesn't 
get  the  benefit,  so  you  pay  no  extra  tax  for  this  benefit. 

Mr.  McColough.  If  you  don't  want  to  get  married  and  have 
children,  I  see  no  reason  why  you  should  have  a  reduction  because 
somebody  else  does  have  children. 

Mr.  Archer.  In  other  words,  you  would  insure  everybody  else's 
children? 

Mr.  McColough.  I  think  we  have  some  broader  concerns  and 
interests  and  responsibilities  to  our  society;  yes. 

Mr.  Archer.  And  you  think  that  should  be  implemented  through 
social  security  rather  than  through  some  welfare  program.  Here's 
an  example  of  what  I  mean.  It  is  bizarre,  but  let's  say  Nelson 
Rockefeller  had  10  children  and  died  while  they  were  still  minor 
children,  and  that  I  am  hypothetically  single  and  working  very 
hard  to  make  $25,000  a  year  and  paying-in  and  never  will  have  any 
children.  As  a  matter  of  right,  his  children  should  draw  the  money 
that  I  pay  into  the  program.  Do  you  think  that  is  the  way  it  ought 
.  to  work?  You  are  giving  it  out  as  a  matter  of  right,  not  as  a  matter 

of  social  need,  but,  as  a  matter  of  right. 
|      Mr.  McColough.  We  have  recommended  that  the  student  bene- 
i  fits  be  looked  at. 

I  would  have  personally  no  problem  saying  that  the  Nelson 
Rockefeller  family  should  not  get  it  or  people  with  high  incomes. 

The  objection  might  not  be  from  them,  but  then  you  get  into 
means  testing,  and  that  is  really  objected  to  by  many  people  who 
say,  "You  are  trying  to  make  this  whole  system  demeaning." 

Mr.  Archer.  Isn't  that  why  we  have  SSI,  to  take  care  of  those 
truly  in  need?  Should  we  continue  to  pay  out  as  a  matter  of  right 
!  benefits  that  have  no  relationship  whatsoever  to  the  taxes  paid? 
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Mr.  McColough.  SSI,  of  course,  provides  for  people  who  have 
had  an  intermittent  work  history;  it  is  really  a  welfare  program. 

I  think  in  the  social  security  system,  if  you  want  to  relate  that  to 
need,  as  some  people  advocate,  you  are  really  going  to  break  down 
the  whole  system  in  this  country,  because  a  lot  of  people  feel  they 
have  that  as  a  right,  and  they  do  not  feel  they  should  go  through  a 
means  test. 

Mr.  Archer.  You  are  meeting  yourself  coming  back,  though. 
There  is  an  inconsistency  of  argument  there.  If  it  is  going  out  as  a 
matter  of  right,  it  ought  to  bear  some  relationship  to  the  premium 
paid  in. 

Otherwise,  we  are  kidding  ourselves.  We  are  giving  welfare  and 
yet  we  are  telling  people,  "You  are  getting  welfare,  but  you  are 
getting  it  as  a  matter  of  right." 

Mr.  McColough.  This  is  certainly  some  relationship  to  what  was 
paid  in. 

Mr.  Archer.  Not  in  the  instance  that  I  mentioned,  though. 

Mr.  McColough.  Well,  you  know,  you  can  look  at  parts  of  it  and 
say  that  is  true,  but  if  you  look  at  the  thing  as  a  whole,  it  is  related 
to  what  you  pay  in,  although  admittedly  skewed  for  the  lower 
income  people,  and  I  support  that. 

Mr.  Pickle.  Are  there  further  questions? 

Well,  we  thank  you,  Mr.  McColough.  I  notice  in  your  report  that 
you  recommend  we  accelerate  the  rate  of  social  security  financing 
on  a  short-term  basis. 

I  presume  you  mean  by  that  that  a  raise  of  funds  is  necessary 
now.  We  just  raised  the  rate  a  little  bit  more  right  now.  Do  you 
think  that  is  politically  feasible? 

Mr.  McColough.  Sir,  we  are  suggesting  that  the  social  security 
System,  as  you  well  know,  has  a  short-term  crunch  coming  over  the 
next  3  years,  and  it  is  going  to  be  very  close  whether  it  is  going  to 
make  it  or  not.  We  are  suggesting  that  we  borrow  from  the  other 
funds,  DI  and  HI 

If  it  does  not  do  it,  we  suggest  you  accelerate  the  social  security 
increases  now  scheduled  for  1985  to  1982.  Nobody  is  going  to  like 
that,  but  the  point  is,  what  are  the  alternatives?  The  other  alterna- 
tive is  to  borrow  from  the  Treasury,  to  dip  into  general  revenue  for 
that  period  of  time.  I  think  those  are  all  less  desirable. 

Mr.  Pickle.  The  point  I  would  make  is,  I  can  see  why  a  commis- 
sion would  recommend  it,  but  if  you  say  you  are  going  to  recom- 
mend the  rate,  accelerate  it,  then  you  present  the  universal  pen- 
sion program  for  everybody.  Don't  you  cause  a  financial  problem 
for  the  system  as  a  whole?  Doesn't  that  even  dry  up  funds  for 
private  pensions  as  well? 

Mr.  McColough.  No,  I  don't  think  so. 

Mr.  Pickle.  It  would  affect  it.  It  wouldn't  dry  it  up,  but  could 
affect  it  very  materially. 

Mr.  McColough.  We  are  also  suggesting  some  savings  in  social 
security  that  will  offset  some  of  the  pressures  that  are  on  us  in  the 
short  run,  which  I  think  will  be  very  helpful,  but  I  think  whether 
you  have  the  MUPS  proposal  or  not,  the  country  has  to  face  the 
fact  that  social  security  may  run  out  of  money  over  the  next  couple 
of  years.  That  is  just  a  fact.  It  may  run  out  of  money.  It  is  going  to 
be  very  close. 
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Mr.  Pickle.  It  is  not  going  to  run  out  of  money.  It  is  not  going  to 
be  that  close.  You  can  have  your  apprehensions,  but  this  committee 
is  not  going  to  permit  that  and  the  Congress  will  not  permit  it.  You 
can  philosophize  about  it. 

Mr.  McColough.  You  are  going  to  have  to  provide  the  funds 
somehow  or  another.  We  are  suggesting  it  would  be  preferable, 
rather  than  dipping  into  general  revenue  

Mr.  Pickle.  Raising  the  rate  is  a  possibility  and  if  you  raise  the 
rate,  you  also  reduce  funds  that  would  be  available  for  private 
pensions  and  a  lot  of  other  aspects. 

Did  you  recommend  general  revenue  in  any  aspect? 

Mr.  McColough.  We  are  very  much  against  going  to  general 
revenue  support  for  the  social  security  system.  We  feel  it  would 
detract  from  the  basic  premise  of  social  security,  where  people  feel 
they  have  paid  in  and  their  employees  have  paid  in. 

Also,  we  feel  it  would  lead  to  a  runaway  situation. 

Mr.  Pickle.  I  don't  want  to  promote  an  argument  here,  but  you 
recommend  against  general  revenue,  and  I  am  glad  you  did,  but 
you  also  said  in  your  report  that  you  would  recommend  a  tax 
credit,  a  refundable  tax  credit. 

Isn't  that  funding  social  security  in  a  measure  through  general 
revenues? 

Mr.  McColough.  I  suppose  it  is  funding  a  specific  project 
through  forgone  revenues  to  the  Treasury.  I  think  that  is  quite 
different  and  doesn't  lead  to  the  possibility  of  a  runaway  situation. 

Mr.  Pickle.  I  want  to  say  again  to  you  that  in  my  opinion  the 
No.  1  problem  facing  this  country  in  the  next  decade,  alongside,  we 
will  say,  water — not  energy — 10  years  from  now,  we  hope  we  have 
the  energy  problem  solved — maybe  this  question  of  pensions,  pen- 
sion programs,  the  right  of  an  individual  to  have  some  funds  when 
they  retire  to  keep  us  from  going  into  welfare  in  a  big  manner,  and 
how  we  have  an  effective  program  is  going  to  be  very,  very  impor- 
tant. 

I  think  your  commission  has  rendered  a  very  valuable  service  to 
us.  I  am  glad  you  have  taken  these  stands.  They  are  rather  bold, 
but  you  don't  have  to  submit  it  to  your  voters  for  a  response,  and 
you,  therefore,  like  some  Texans,  can  walk  tall  and  big. 

But  there  are  recommendations  that  are  extremely  important  to 
us,  and  we  appreciate  your  coming  to  us. 

Mr.  McColough.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  Our  next  witness  is  our  friend,  Mr.  James  Hacking, 
who  is  the  legislative  counsel  for  Federal  legislation  for  the  Ameri- 
can Association  of  Retired  Persons  and  for  the  National  Retired 
Teachers  Association. 

Mr.  Hacking  has  been  before  this  committee  on  many  occasions. 
We  always  look  forward  to  his  testimony. 

You  may  proceed. 

STATEMENT  OF  JAMES  M.  HACKING,  ASSISTANT  LEGISLATIVE 
COUNSEL  FOR  FEDERAL  LEGISLATION,  NATIONAL  RETIRED 
TEACHERS  ASSOCIATION  AND  AMERICAN  ASSOCIATION  OF 
RETIRED  PERSONS 

Mr.  Hacking.  First,  I  would  like  to  introduce  my  colleague,  Ms. 
Laurie  Fiori.  She  is  a  member  of  our  legislative  staff. 
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Mr.  Pickle.  We  are  glad  to  have  you. 

Mr.  Hacking.  I  would  like  to  submit  our  Associations'  statement 
for  the  record.  There  is  also  a  summary  of  that  statement.  Howev- 
er, finding  that  the  summary  was  a  little  long;  I  have  edited  it 
down  in  the  interest  of  time. 

Let  me  begin  by  saying  that  with  respect  to  the  President's 
Commission  Report,  the  report  contains  many  good  and  valuable 
recommendations,  and  I  would  certainly  urge  the  subcommittee  to 
take  them  into  account.  However,  unfortunately,  the  report  also 
contains  a  number  of  self-inflicted  wounds,  like  taxing  benefits,  for 
example.  I  hope  those  do  not  prove  fatal  to  the  good  things  that 
report  contains. 

The  financing  structure  of  Social  Security  has  continually  been 
undermined  over  the  past  decade  by  high  rate,  sustained  inflation, 
low,  anemic  rates  of  growth  in  GNP,  negative  real  wage  gains,  and 
a  high  rate  of  unemployment.  The  hardcore  rate  of  inflation  is  now 
up  to  around  10  percent  a  year.  Unemployment  is  stuck  at  around 
7  percent.  Productivity  growth  is  declining,  and  economic  growth  is 
very  sluggish.  These  very  serious  economic  problems  have  taken 
their  toll  on  social  security. 

To  deal  with  the  situation,  Congress  should  develop  an  emergen- 
cy financing  mechanism  that  would  supplement  and  reinforce,  in 
the  short  term,  the  payroll  tax  structure.  This  emergency  mecha- 
nism should  isolate  out  and  attempt  to  insulate  social  security  from 
the  economic  causes  of  a  short-term  imbalance.  If  this  is  not  done, 
we  expect  that  public  confidence  in  the  financial  viability  of  the 
system  will  continue  to  erode  and,  much  worse,  Congress  will  have 
to  make  precipitous  and  probably  very  large  benefit  cuts  that  will 
be  unplanned,  irrational  and  extremely  detrimental  to  the  elderly's 
already  precarious  income  situation. 

Proposals  to  cap  or  reduce  social  security's  cost-of-living  increases 
in  order  to  deal  with  the  system's  financial  problems  pose  a  major 
threat  to  the  elderly's  income  security  and  are  totally  unacceptable 
to  our  associations. 

The  elderly  are  being  seriously  damaged  by  inflation.  They  have 
suffered  major  losses  in  terms  of  their  wealth  holdings  and  also  in 
terms  of  the  purchasing  power  of  their  income. 

We  ask  you  to  keep  in  mind  the  fact  that  social  security  is  not 
the  only  income  source  of  the  elderly.  Large  portions  of  their 
income  come  from  private  sources;  namely,  private  pensions,  inter- 
est on  savings,  and  other  assets.  These  various  supplemental 
income  sources  provide  no  automatic  compensation  for  the  infla- 
tion losses  that  the  elderly  are  currently  suffering. 

It  is  precisely  this  situation  which  caused  the  largest  rise  in  the 
incidence  of  poverty  among  the  elderly.  The  poverty  rate  among 
them  in  1979  jumped  more  than  1  percentage  point,  and  that  was 
so  despite  the  fact  that  the  elderly  got  full  cost-of-living  increases: 
under  social  security. 

The  1979  poverty  data  has  revealed  the  degree  to  which  the 
elderly  relative  to  other  population  groups  are  vulnerable  to  infla- 
tion. Even  the  social  security  cost-of-living  increases  which  the 
elderly  receive  do  not  maintain  the  purchasing  power  of  the  bene- 
fits because  these  increases  are  provided  long  after  rising  prices 
have  affected  the  recipient's  budget  and  the  increases  are  meas- 
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ured  by  an  index  that  is  not  tailored  to  the  expenditure  pattern  of 
the  elderly. 

Although  it  is  argued  that  the  CPI  as  currently  structured  over- 
states the  inflation  rate  for  the  general  public,  more  detailed  stud- 
ies of  this  issue  show  that  the  experience  has  been  precisely  the 
opposite  for  the  elderly.  The  CPI  understates,  not  overstates,  the 
effects  of  inflation  on  the  elderly. 

As  compared  to  other  consumers,  the  elderly  spend  much  more 
of  their  income  in  three  categories  of  expenditures  which  are  expe- 
riencing the  most  rapid  price  increases:  food  at  home,  fuel  and 
utilities,  and,  of  course,  medical  care. 

I  have  heard  that  some  members  of  this  subcommittee  may  be 
favorably  disposed  to  the  imposition  of  a  wage  cap  on  social  secu- 
rity cost-of-living  increases.  Proponents  of  this  proposal  seem  to  be 
advocating  it  on  the  ground  that  it  is  somehow  inequitable  to  allow 
the  elderly  to  have  their  incomes  rise  more  rapidly  from  time  to 
time  than  the  incomes  of  the  workers,  who,  due  to  their  payroll  tax 
contributions,  support  the  system. 

I  would  point  out  that  throughout  most  of  the  recent  decade 
wages  have  increased  at  a  faster  pace  than  prices,  and  this  trend  is 
projected  to  resume  within  the  next  2  years.  Historically,  prices 
have  not  increased  as  rapidly  as  wages. 

We  wonder,  then,  will  the  Congress  be  willing  to  adjust  benefits 
in  accordance  with  increases  in  wages  on  out  into  the  future? 
Workers  can  have  reasonable  expectations  over  their  future  work- 
ing lives,  of  making  up  any  real  income  losses  they  are  currently 
suffering  as  a  result  of  low  growth,  recession  and  high  inflation. 
Retirees,  however,  because  they  are  not  wage  earners,  have  many 
fixed  components  in  their  income  and  virtually  no  expectation  of 
recouping  any  inflation  losses  they  are  currently  incurring  and  will 
continue  to  incur  as  long  as  inflation  remains  at  high  levels  over 
the  long  term. 

Other  areas  of  possible  benefits  deliberation  in  the  short  term 
have  been  suggested.  These  include  proposals  to  eliminate  students 
and  minimum  benefits.  To  produce  near-term  savings  any  benefit 
cut  would  have  to  be  imposed  almost  immediately  with  no  transi- 
tion period.  I  would  tell  you  that  this  method  of  deliberation  is  one 
we  find  particularly  objectionable  because  it  inevitably  entails 
changing  the-rules-of-the-game  on  people  at  the  last  minute  and 
defeats  the  reasonable  expectations  of  people. 

Rather  than  cutting  benefits  in  the  short  term,  we  urge  that  the 
Congress  consider  utilizing  on  an  emergency  basis  and  only  tempo- 
rarily, two  countercyclical  general  revenue  devices  to  protect  the 
system  from  the  effects  of  both  high-rate  inflation  and  high-rate 
unemployment.  To  those  who  have  adamantly  opposed  general  rev- 
enue funding  for  the  system  out  of  concern  that  it  would  lead  to 
unrestricted  benefit  expansions,  we  would  point  out  our  proposed 
i  mechanism  is  designed  strictly  to  compensate  the  system  for  ad- 
verse economic  conditions  and  would  be  triggered  only  by  such 
events.  It  would  not  be  an  unlimited,  permanent  infusion  of  gener- 
al revenues  into  the  programs. 

Once  unfavorable  economic  conditions  subside,  this  reinforcing 
general  revenue  mechanism  would  automatically  be  phased  out 
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and  financing  for  the  cash  benefits  programs  would  revert  solely  to 
the  payroll  tax  structure. 

Now,  turning  to  the  question  of  where  the  general  revenues 
would  come  from  that  we  propose  to  introduce  into  the  programs,  I 
want  to  make  the  following  points:  General  revenue  can  come  from 
increased,  nonearmarked  revenues  derived  from  existing  or  new 
and  temporary  taxes.  They  can  also  come  from  the  inflation-in- 
duced growth  in  Federal  revenues — that  phenomenon  known  as 
' 'bracket  creep"  or  "taxflation." 

They  can  also  come  from  deficit  spending  in  periods  of  intense 
recession.  They  can  come  from  shifting  priorities  within  the  con- 
text of  the  Federal  budget,  and  finally  they  can  come  from  the 
fiscal  dividend  that  a  restoration  of  a  significant  rate  of  real 
growth  in  the  economy  will  yield  to  the  budget. 

To  the  extent  that  any  general  revenues  would  be  needed  in  any 
given  year  for  social  security  purposes,  the  choice  of  source  or 
sources  for  the  amount  needed  ought  to  be  made  as  a  part  of  the 
budget  process  here  in  the  Congress,  and  the  source  or  sources 
should  be  consistent  with  the  overall  economic  objective  of  bringing 
down  the  rate  of  inflation  and  bringing  the  Federal  budget  into 
balance  as  part  of  that  process. 

Now,  in  contrast  to  the  more  restricted  nature  of  our  proposal, 
some  policymakers  are  recommending  the  financing  of  the  H.I. 
program,  part  A,  medicare,  out  of  general  revenues  with  an  accom- 
panying shift  of  part  or  perhaps  even  all  of  the  H.I.  portion  of  the 
payroll  tax  over  to  the  cash  benefit  program.  We  find  this  proposal 
highly  objectionable. 

It  makes  no  sense  to  rob  Peter  to  pay  Paul  with  absolutely  no 
assurance  that  you  will  have  solved  all  of  Paul's  financial  prob- 
lems. The  financial  problem  is  in  the  cash  benefit  programs.  We 
urge  you  to  leave  medicare  alone  and  deal  with  the  problem  in 
cash  benefits,  because  that  is  where  the  problem  is,  and  the  prob- 
lem is  caused  by  economic  conditions.  We  are  afraid  that  if  you 
start  funding  H.I.  from  general  revenues,  and  your  solution  for  the 
cash  benefit  program  turns  out  to  be  inadequate,  you  will  have 
embarked  on  a  road  that  leads  to  a  means  testing  of  the  medicare 
program. 

We  urge  you  to  leave  medicare  alone  and  deal  with  the  problem 
where  it  exists. 

Having  put  into  place  a  temporary  general  revenue  mechanism 
to  back  up  a  payroll  tax  structure  to  support  the  cash  benefit 
programs  in  the  current  emergency,  we  would  then  urge  that  there 
be  undertaken  a  comprehensive  restructuring  of  those  programs  to 
deal  with  the  long-term  financial  crisis  that  is  part  and  parcel  of 
the  demographic  shift  that  is  taking  place  in  society. 

Let  me  just  briefly  describe  what  we  have  in  mind.  First,  it  is 
imperative  that  the  elderly's  work  effort  be  promoted  in  the  future. 
Rather  than  raising  the  normal  retirement  age  to  68  as  some  have 
proposed,  we  think  the  social  security  benefit  structure  ought  to  be 
changed  to  encourage  work  effort  through  such  changes  as  the 
elimination  of  the  earnings  test  and  the  provision  of  actuarially 
increased  benefits  for  persons  who  elect  to  delay  filing  for  their 
benefits  until  after  age  65. 
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The  objective  here  is  to  generate  more  revenue  by  keeping  older 
workers  employed  for  much  longer  periods  than  would  otherwise 
be  the  case  under  the  current  structure. 

Elements  in  the  current  benefits  structure  discourage  work  effort 
on  the  part  of  the  elderly  and  encourage  early  retirement.  If  these 
elements  are  not  changed,  a  mere  increase  in  the  age  for  full 
benefits  will  not  yield  the  additional  work  effort  and  revenue 
which  proponents  of  the  age  68  proposal  expect. 

In  addition  to  encouraging  elderly  work  effort,  social  security 
over  the  long  term  should  be  changed  so  that  its  earnings  replace- 
ment or  pension  function  is  separated  out  from  the  welfare  and 
social  adequacy  functions. 

These  conflicting  objectives  should  be  achieved  through  separate 
benefit  and  financing  structures,  but  within  the  context  of  social 
security.  To  achieve  the  goal  of  the  earnings  replacement  function, 
we  would  use  a  proportional  benefit  formula  and  the  benefits 
would  be  financed  by  payroll  taxes.  The  social  adequacy  or  mini- 
mum income  support  functions  should  be  performed  through  sepa- 
rate benefit  structures  designed  specifically  to  achieve  the  goals  of 
those  functions  and  should  be  financed  from  general  revenues  and 
other  revenue  sources  as  appropriate  to  the  function  and  objective. 

All  of  this  should  be  done  within  the  context  of  social  security. 
What  would  be  changed,  however,  would  be  the  number  and  make- 
up of  the  programs  that  constitute  social  security. 

In  closing,  I  would  like  to  remind  the  members  of  this  subcom- 
mittee of  the  consequences  of  any  action  they  take  to  curb  future 
cost-of-living  increases.  The  elderly's  real  income  situation  and 
their  standards  of  living  are  declining.  Poverty  rates  among  them 
are  rapidly  escalating.  All  this  deterioration  is  occurring  in  spite  of 
the  provision  of  full  social  security  cost-of-living  increases. 

If  these  increases  are  curtailed  in  any  manner,  then  the  Nation's 
elderly  could  easily  be  reduced  to  the  economic  level  that  prevailed 
a  decade  ago  when  nearly  one  out  of  every  four  of  them  was  below 
the  poverty  level. 

The  price  the  elderly  will  pay  for  any  capping  of  benefits  will  be 
an  enormous  and  dramatic  increase  in  the  incidence  of  poverty 
among  them. 

That  concludes  my  remarks.  I  thank  the  subcommittee  for 
having  given  me  the  opportunity  to  present  them. 
[The  prepared  statement  follows:] 

Statement  of  the  National  Retired  Teachers  Association  and  the  American 
Association  of  Retired  Persons 

abstract 

Short-term  financing 

The  social  security  payroll  tax  mechanism  cannot  function  in  our  current  econom- 
ic climate  of  high  inflation,  low  productivity  growth  and  low  or  negative  real  wage 
gains.  Because  these  conditions  are  very  likely  to  persist  during  the  next  few  years, 
|  continual  cash-flow  problems  for  the  OASI  Fund  are  inevitable  unless  some  form  of 
supplementing  revenues  is  provided  to  the  system. 

Proposals  to  cap  or  otherwise  reduce  the  social  security  cost-of-living  protection 
should  be  rejected  as  a  short-term  financing  solution  on  the  grounds  that  any  such 
cutback  would  hasten  the  elderly's  already  eroding  real  income  situation.  For  the 
first  time,  in  many  years,  elderly  poverty  rates  increased  significantly  in  1979.  Total 
incomes  of  the  aged  have  not  kept  pace  with  inflation  because  there  is  little  or  no 
protection  for  the  larger,  fixed  portions  of  their  incomes  which  come  from  private 
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sources.  Even  social  security  increases  have  not  been  able  to  keep  pace.  According  to 
a  recent  OMB  study  on  indexing,  since  1974,  there  has  been  a  3.4%  decline  in  real 
social  security  benefit  levels  due  to  the  lag  in  making  social  security  adjustments 
and  rapidly  accelerating  rates  of  inflation.  Evidence  also  exists  to  indicate  that  the 
current  CPI  has  been  underestimating  inflation's  impact  on  elderly  budgets  because 
of  the  rapid  price  increases  in  necessities,  particularly  food,  fuel  and  medical  care. 

Rather  than  reducing  benefits,  two  countercyclical  general  revenue  devices  should 
be  used  to  protect  the  system  from  both  high  inflation  and  high  unemployment.  Use 
of  these  devices  will  permanently  insulate  the  system  from  adverse  economic  condi- 
tions and  prevent  the  cyclical  recurrence  of  short-term  deficits  which  have  plagued 
social  security  in  the  1970's. 

Financing  all  or  part  of  the  Hospital  Insurance  program  out  of  general  revenues 
would  be  an  inappropriate  response  to  the  short-term  financing  dilemma.  First,  this 
proposal  does  not  provide  the  type  of  automatic  protection  from  economic  adversi- 
ties which  the  cash  benefit  programs  need  and,  second,  over  the  longer  term,  it 
could  lead  to  a  means-testing  of  Medicare.  In  addition,  the  general  revenues  needed 
to  finance  half  of  the  HI  Program  would  be  large — at  least  $14  billion  in  the  first 
year  and  increasing  rapidly  thereafter  as  hospital  costs  continue  to  rise  at  a  rate  in 
excess  of  the  inflation  rate. 

Long-term  financing 

The  major  trends  which  the  social  security  system  must  accommodate  in  the 
future  include:  the  adverse  economic  trends  in  inflation,  low  economic  and  produc- 
tivity growth  which  are  curtailing  the  system's  financial  resources,  and  the  combi- 
nation of  demographic  and  declining  labor  force  participation  trends  which  portend 
a  larger  elderly  population  becoming  heavily  dependent  upon  a  smaller  work  force. 

In  response  to  these  trends,  rather  than  raise  the  normal  retirement  age  to  68, 
the  social  security  system  benefit  structure  must  be  changed  to  encourage  work 
effort  on  the  part  of  the  elderly  through  elimination  of  the  earnings  limitation  and 
the  provision  of  actuarially  increased  benefits  for  persons  who  delay  filing  for 
benefits.  Cartain  elements  in  the  present  system's  benefit  structure  operate  to 
encourage  early  retirement  and,  until  those  elements  are  changed,  any  increase  in 
the  normal  retirement  will  not  yield  the  results  which  the  proponents  of  the  age  68 
proposal  expect. 

Over  the  longer-term,  Congress  should  rationalize  the  social  security  financing  ! 
and  benefit  structures  to  insure  that  scarce  resources  are  not  wasted  and  that  the 
financing  mechanism  used  contributes  to,  rather  than  detracts  from,  our  future 
economic  health.  To  achieve  these  objectives,  social  security's  earnings  replacement 
function  should  be  clearly  separated  from  its  welfare /social  adequacy  function  j 
within  the  system's  benefit  and  financing  structure.  The  earnings  replacement  : 
objective  should  be  achieved  through  a  benefit  structure  which  utilizes  a  proportion-  j 
al  benefit  formula  and  is  financed  from  payroll  taxes.  The  minimum  income  support  ; 
function  should  be  performed  through  a  separate  benefit  structure  specifically  de-  | 
signed  to  meet  the  adequacy  objective  and  is  financed  out  of  general  revenues.  , 

Our  Associations  are  convinced  that  the  current  social  security  financing  and  | 
benefit  structures  cannot  be  perpetuated  into  the  21st  Century.  Without  a  major 
and  comprehensive  restructuring  of  this  program,  the  future  elderly  may  not  be 
able  to  rely  on  it  as  a  major  contributor  to  retirement  income.  Attempts  to  perpetu- 
ate the  current  structure  will  eventually  lead  to  either  massive  payroll  tax  in-  5 
creases  or  benefit  cuts  of  the  same  magnitude.  Raising  the  retirement  age  and  price-  I 
indexing  the  benefit  formula  represent  such  cuts.  As  a  response  to  the  long-term 
trends,  we  would  prefer  that  a  more  aggressive  elderly  work  incentive  strategy  be 
pursued,  coupled  with  a  clear  separation  of  social  security's  divergent  functions  into  I 
two  separate  benefit  and  financing  structures. 

\ 

I.  INTRODUCTION 

d 

The  social  security  system  today  is  plagued  with  two  financing  problems:  a  short- 
term  deficit  which  Congress  attempted  but  failed  to  resolve  with  passage  of  the  1977 
amendments;  and  a  long-term  deficit,  a  part  of  which  was  reduced  by  the  1977 
decoupling  legislation,  but  a  substantial  part  of  which  still  looms  in  the  not-too- 
distant  future. 

Congress  has  little  choice  but  to  deal  with  the  short-term  deficit  this  year,  since 
exhaustion  of  the  Old  Age  and  Survivors'  Insurance  (OASI)  reserves  is  expected  to 
occur  in  mid- 1982.  This  deficit  must  be  dealt  with  decisively  and  permanently  so 
that  we  can  prevent  what  has  been  our  recent  experience — the  cyclical  recurrence 
of  short-term  deficits  caused  wholly  by  adverse  economic  conditions  of  high  infla- 
tion, high  unemployment,  and  low  or  negative  real  wage  growth. 
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The  other,  more  serious,  long-term  problems  will  continue  to  fester  and  will  not 
receive  the  attention  and  advance  planning  they  require  if  we  must  continually 
confront  short-term  imbalances.  Congress  should  begin  soon  to  address  the  long- 
term  deficit  since,  in  our  opinion,  this  deficit  will  necessitate  fundamental  changes 
in  the  system's  benefit  and  financing  structures,  requiring  adequate  lead  time  and 
lengthy  transition  periods. 

Over  the  long  term,  we  fear  the  convergence  on  the  system  of  several  major 
trends:  (1)  the  economic  trends  of  lower  economic  growth  and  a  built-in,  high,  hard- 
core inflation  rate  which  are  restricting  the  amount  of  resources  available  to  devote 
to  social  programs;  (2)  the  demographic  trend  which  portends  a  relatively  smaller 
working  population  being  called  upon  to  support  a  larger,  older  population;  (3)  a 
declining  elderly  labor  force  participation  trend  which  will  exacerbate  the  demo- 
graphic trend  and  cause  a  dangerously  high  degree  of  dependence  by  older  persons 
on  government  programs  for  income  support;  and  (4)  changing  family  and  social 
patterns  which  are  causing  the  system  s  benefit  and  financing  structures  to  be 
increasingly  perceived  as  inequitable,  particularly  by  working  wives  and  single 
workers. 

To  accommodate  and,  in  some  cases,  reverse  these  trends,  Congress  must  be 
prepared  to  make  fundamental  changes  in  social  security  and  related  government 
programs.  The  Associations  urge  Congress  to  reject  the  rather  unimaginative  and 
dangerous  approaches  to  the  social  security  reform  that  would  simply  reduce  social 
security  benefits  for  the  future  elderly  population  leaving  many  of  them  in  poverty 
or  with  totally  inadequate  incomes.  Proposals  to  raise  the  normal  retirement  age  to 
68  or  to  price-index  the  benefit  formula  used  to  calculate  initial  benefit  awards 
represent  such  approaches  to  reform. 

Congress  can  choose  between  tv/o  long-term  reform  strategies — either  it  can  at- 
tempt to  perpetuate  the  system's  present  benefit  and  financing  structures  and 
thereby  be  forced  to  either  raise  tax  levels  or  reduce  benefit  levels  substantially  in 
order  to  accommodate  the  much  larger  future  elderly  population  or  it  can  restruc- 
ture the  system  so  that  it,  first,  encourages  rather  than  attempts  to  force  older 
persons  to  work  longer  and,  second,  more  effectively  and  efficiently  performs  its 
divergent  functions  of  earnings  replacement  and  minimum  income  support  using 
two  separate  benefit  and  financing  structures.  NRTA-AARP  support  this  latter 
reform  strategy  because  we  believe  it  would  relieve  the  system's  dependency 
burden,  improve  its  financial  viability  and,  in  the  process,  increase  its  chances  for 
providing  more  adequate  income  support  to  the  future  aged. 

n.  SHORT-TERM  FINANCING  ISSUES 

The  social  security  system  was  designed  to  be  self-supporting,  funded  by  a  payroll 
tax  mechanism  which  should  generate  sufficient  revenue  both  to  finance  benefits  on 
a  current  cost  basis  and  to  permit  the  build-up  of  adequate  contingency  reserves 
that  would  protect  the  system  from  economic  downturns.  We  are  now  faced  with 
strong  evidence  that  the  payroll  tax  mechanism  cannot  function  properly  or  predict- 
ably in  our  current  adverse  economic  climate.  Using  the  pessimistic  assumptions  of 
the  1980  Trustees'  Report,  the  system  could  face  a  $70-$100  billion  shortfall  over  the 
next  five-year  period.  If  some  of  these  adverse  conditions  persist  through  the  next 
decade  (and  there  is  a  significant  body  of  economic  opinion  to  support  that  theory), 
j  then  the  system  may  not  be  able  to  regain  its  financial  health  (as  the  actuaries 
'  expect  it  to)  in  the  1990's  before  the  onslaught  of  the  longer-term  financing  prob- 
1  lems. 

j  In  a  program  with  outlays  as  massive  as  those  of  social  security,  a  small  mis- 
estimate of  the  unemployment  and  inflation  rates  (which  cannot  be  forecasted  with 
reasonable  accuracy  more  than  six  months  in  advance)  can  mean  a  major  fall-off  in 
expected  revenue  or  a  major  increase  in  expenditures.  Due  to  its  enormous  size  and 
extreme  vulnerability  to  economic  conditions,  the  social  security  system  cannot  be 
realistically  financed  as  it  is  now  with  a  pay-as-you-go  mechanism  that  provides  no 
flexibility  to  deal  with  unforeseen  changes  in  the  economy.  These  brushes  with 
"bankruptcy",  as  they  are  perceived  by  the  public,  are  prompting  a  great  deal  of 
anxiety  among  both  beneficiaries,  who  rely  so  heavily  on  the  social  security  system 
for  basic  income  support,  and  among  workers,  who  support  the  system  with  the 

j  expectation  that  it  will  be  financially  sound  through  their  later  years  of  life. 

i  A.  Causes  of  short-term  problem:  adverse  economic  conditions 

i     Over  the  past  eight  years,  the  financial  well-being  of  the  system  has  proven  to  be 
'  extremely  vulnerable  to  the  effects  of  high  inflation,  high  unemployment,  and 
declines  in  the  rate  of  productivity  growth  and  real  wage  growth.  Inflation  has 
consistently  been  much  higher  than  expected  and  we  have  experienced  periods  of 
practically  negligible  growth  or  actual  decline  in  real  wages.  According  to  Social 
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Security  Administration,  calculations  (using  average  social-security-covered  wages 
and  salaries),  in  1979,  prices  rose  faster  than  wages,  yielding  a  —  2.1  real  wage 
differential;  in  1980,  the  differential  was  —4.6;  and  in  1981,  it  is  projected  to  be 
—  2.2.  Because  of  declining  real  wages,  revenue  for  the  system  has  not  increased 
sufficiently  to  cover  the  cost  of  inflation-induced  increases  in  social  security  expendi- 
tures. 

High  rates  of  unemployment  for  extended  periods  have  also  severely  reduced  tax 
revenue  to  the  system.  At  the  same  time,  high  unemployment  can  cause  increased 
costs  for  the  system  because  it  causes  workers — particularly  older,  unemployed 
workers — to  be  attracted  into  retirement  or  disability  status. 

It  is  these  trends  that  are  largely  responsible  for  the  unraveling  of  the  1977 
financing  package  in  spite  of  the  large  payroll  tax  increases  scheduled  by  that 
legislation.  Congress  should  recognize  that  the  current  payroll  tax  mechanism  can 
no  longer  be  relied  upon  to  meet  fully  and  consistently  the  short-term  financial 
needs  of  social  security.  In  addition,  we  have  come  to  realize  that  over-reliance  on 
the  payroll  tax  structure  to  fund  the  massive  social  security  system  has,  in  and  of 
itself,  become  a  contributing  factor  to  our  economic  problems,  especially  inflation.  ! 
The  Congressional  Budget  office  estimated  last  this  year  that  the  1981  payroll  tax 
increase  would  increase  the  CPI  by  0,2  percent  in  1981  and  increase  unemployment 
0.2  percent  by  1983. 

B.  Associations'  recommendation:  limited  and  temporary  use  of  general  revenues 
Violently  fluctuating  economic  conditions  produce  a  great  deal  of  uncertainty  for 
the  social  security  system  and  make  sound  financial  plannning  utilizing  the  payroll 
tax  extremely  difficult,  if  not  impossible.  Given  the  current  economic  climate,  some 
flexibility  to  use  alternative  revenue  sources  should  be  built  into  the  system.  For 
this  reasons,  our  Associations  recommend  use  of  two  counter-cyclical  general  reve- 
nue devices  specifically  designed  to  offset  some  of  the  financial  impact  that  high 
rates  of  inflation,  low  rates  of  productivity  and  economic  growth,  and  high  unem- 
ployment have  on  the  program.  For  over  five  years  we  have  espoused  these  types  of 
economic  safety  nets  for  the  system  and  we  are  convinced  that  only  through  use  of 
such  devices  can  we  ever  expect  the  system  to  be  permanently  rid  of  short-term 
imbalances  caused  by  unforeseen  adverse  economic  conditions. 

Specifically,  we  propose  that  federal  general  revenues  be  used  to  defray  partially 
the  cost  of  automatic  benefit  increases  when  these  increases  exceed  a  certain  per- 
cent per  year — perhaps  6  percent  or  8  percent  could  be  selected  as  a  realistic  trigger 
figure. 

To  complement  this  proposal,  our  Associations  also  recommend  use  of  another 
counter-cyclical  general  revenue  financing  device  to  replace  payroll  taxes  lost  to  the 
system  as  a  result  of  unemployment  rates  in  excess  of  six  percent.  This  device  would 
act  as  another  automatic  stabilizer — this  time  on  the  revenue/income  side  of  social 
security— and  would  assist  Congress  in  predicting  future  payroll  tax  needs  of  the 
system  by  curtailing  another  area  of  uncertainty.  However,  this  device  cannot  stand 
alone  as  the  only  counter-cyclical  device.  It  is  not  likely  to  produce  sufficient 
revenue  to  avert  the  short-term  imbalance  the  system  faces,  because  high  rates  of 
inflation  combined  with  low  real  wage  growth  are  more  likely  to  be  the  conditions 
which  will  more  severely  damage  the  system's  financial  structure  in  the  near 
future. 

To  those  who  have  been  adamantly  opposed  to  use  of  general  revenue  financing  1 
for  the  system  out  of  concern  that  this  could  lead  to  unrestricted  benefit  expansions,  ] 
we  would  point  out  that  our  proposed  mechanism  is  designed  solely  to  compensate  £ 
the  system  for  adverse  economic  conditions  and  would  be  triggered  only  by  such 
events.  Once  adverse  economic  conditions  subside,  this  mechanism  would  automati- 
cally be  phased-out.  Since  it  is  clear  that  an  infusion  of  additional  revenue  is  needed 
to  stabilize  the  cash  benefit  programs,  the  mechanism  we  are  recommending  is  one 
of  the  most  conservative  and  restricted  in  design.  | 

We  do  not  wish  to  leave  this  topic  without  some  comment  on  the  source  of  the 
general  revenues  which  we  propose  to  use  for  social  security  purposes.  In  our  view, 
these  general  revenues  can  come  from:  (1)  increased  and  non-earmarked  revenue 
derived  from  existing  or  new  taxes;  (2)  increased  revenue  flowing  from  inflation  . 
throwing  individuals  and  corporations  into  higher  tax  brackets;  (3)  deficit  financing 
during  periods  of  recession;  (4)  the  shifting  of  expenditure  priorities  within  the 
context  of  the  federal  budget  process;  and  (5)  the  fiscal  dividend  that  real  economic 
growth  will  yield  when  it  resumes. 

To  the  extent  that  general  revenues  are  needed  in  any  year,  the  choice  of 
source(s)  for  those  funds  should  be  made  through  the  Congressional  budget  process 
in  the  light  of  the  needs  of  the  economy  at  that  time.  We  hasten  to  add  that  since 
our  Associations  want  the  federal  budget  brought  into  balance  when  the  economy 
emerges  from  the  recession  and  that  balance  maintained  over  the  business  cycle,  in 
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coming  years,  no  single  source  for  the  general  revenues  needed  should  be  relied 
upon  year  after  year. 

C.  Alternative  short-term  proposals 

1.  General  revenue  financing  of  part  A  medicare  . 

Several  public  policy  experts  and  advisory  bodies  (including  the  1979  Advisory 
Council)  have  recommended  either  partial  or  full  financing  of  the  HI  Program  out 
of  general  revenues  (with  an  accompanying  shift  of  part  of  the  HI  tax  rate  to 
OASDI). 

NRTA-AARP  believe  it  is  inappropriate  to  consider  funding  HI  out  of  general 
revenues  as  a  response  to  the  short-term  financing  dilemma.  This  proposal  would 
make  a  major  change  in  the  social  security  system  and  therefore  necessitates  more 
careful  deliberation  and  future  planning.  General  revenue  financing  for  HI  should 
be  considered  on  its  own  merits — not  for  the  amount  of  short-term  revenue  it  would 
generate  for  the  cash  benefit  programs.  We  hope  Congress  will  not  seize  upon  the 
proposal  solely  to  avert  a  short-term  crisis  in  the  cash  benefit  programs  or  to  roll 
back  part  or  all  of  the  1981  payroll  tax  increase. 

The  first  drawback  of  the  proposal  relates  to  its  cost.  Financing  half  of  the  HI  out 
of  general  revenues  would  necessitate  a  large  ($14  billion)  expansion  of  the  federal 
budget  and  this  amount  can  be  expected  to  grow  rapidly  in  future  years  since 
uncontrolled  hospital  costs  will  continue  to  rise  in  excess  of  the  overall  inflation 
rate. 

More  importantly,  however,  shifting  payroll  taxes  from  HI  to  OASDI  does  not 
respond  to  the  specific  cause  of  the  short-term  problem  and  therefore  would  not 
really  provide  the  kind  of  automatic  protection  for  the  cash  benefit  programs  that 
they  need;  it  merely  provides  more  payroll  taxes  in  the  short-term  with  absolutely 
no  assurance  that  future  economic  downturns  will  not  again  upset  its  financial 
balance.  Over  the  longer-term,  the  general  revenue  for  HI  proposal  may  end  up 
doing  more  harm  than  good.  Severing  the  payroll  tax  contribution/entitlement 
concept  of  the  program,  coupled  with  the  large,  on-budget  costs  of  this  proposal, 
could  invite  a  means-test  of  program  benefits  as  well  as  preclude  enactment  of  some 
long  needed  reforms  in  Medicare. 

We  acknowledge  the  argument  that  it  is  more  appropriate  to  put  general  rev- 
enues into  the  HI  portion  of  social  security  than  the  cash  benefit  programs  because 
HI  benefits  are  unrelated  to  contributions  and  life  expectancy.  The  cash  benefit 
programs  are  thus  said  to  be  "actuarial"  and  therefore  suited  for  payroll  tax 
financing. 

There  are  problems  with  this  line  of  argument.  HI  payroll  tax  payments  are 
supposed  to  be  analogous  to  insurance  premium  payments  to  establish  eligibility  for 
benefits.  If  this  is  eliminated,  then  something  else — a  means  test  perhaps — may  end 
up  being  used  for  determining  eligibility.  Furthermore,  the  size  of  OASDI  benefits  is 
not  strictly  and  solely  related  to  earnings  records  and  life  expectancy;  the  number 
of  dependents  a  worker  has  is  also  an  important  determinant. 

2.  Capping  or  reducing  cost-of-living  increases 

In  reaction  to  the  historically  large  automatic  social  security  benefit  increase  in 
1980,  several  proposals  surfaced  during  the  past  year  that  would  reduce  the  size  of 
the  cost-of-living  adjustments.  These  proposals  have  taken  several  forms:  (1)  capping 
the  increase  at  70  or  80  percent  of  what  would  otherwise  be  the  full  adjustment;  (2) 
altering  the  construction  of  the  Consumer  Price  Index  (CPI)  in  a  way  that  would 
yield  a  lower  increase;  and  (3)  using  either  a  price  or  a  wage  index,  whichever  yields 
the  lower  benefit  increase.  These  proposals  have  been  raised  in  the  context  of  short- 
term  financing  since,  of  all  the  possible  benefits  cuts,  reducing  the  social  security 
cost-of-living  protection  would  produce  relatively  large  and  immediate  savings  for 
.  the  program  and  for  the  federal  budget. 

NRTA-AARP  urge  Congress  to  reject  these  proposals  on  the  grounds  that  any 
cutback  in  the  elderly's  inflation  protection  would  further  jeopardize  their  rapidly 
eroding  real  income  situation.  It  should  be  clear  that  because  they  are  a  low-income 
group,  the  elderly  represent  one  segment  of  society  that  should  not  be  singled  out 
for  any  curtailment  in  the  only  inflation  protection  which  government  provides 
them.  Census  Bureau  statistics  for  1979  indicate  that  62  percent  of  elderly  house- 
holds (compared  to  21  percent  of  the  non-elderly)  had  incomes  below  $10,000,  and  31 
percent  of  the  elderly  (compared  to  9  percent  of  the  non-elderly)  had  incomes  below 
$5,000. 

The  elderly  have  been  steadily  suffering  losses  in  real  total  income  throughout 
the  inflationary  decade  of  the  1970's,  whereas  during  the  same  period  total  incomes 
of  workers  and  businesses  have  kept  pace  with  and  usually  exceeded  rising  prices.  A 
'  recent  study,  authored  by  Bridges  and  Packard  of  the  Social  Security  Administra- 
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tion  (published  in  the  January  1981  "Social  Security  Bulletin"),  examines  what  has 
happened  to  the  average  real  incomes  of  one  class  of  families  headed  by  persons  age 
65  and  over  in  the  1970-77  period.  It  was  found  that,  despite  the  large  social 
security  increases  that  were  provided  in  the  early  1970's,  the  average  real  income  of 
this  cohort  of  families  fell  by  4  percent.  Increases  in  the  elderly's  total  income  have 
fallen  behind  the  inflation  rate  because  there  has  been  little  or  no  inflation  protec- 
tion for  large  portions  of  their  income  which  come  from  private  sources,  namely, 
private  pensions,  interest  earned  on  savings,  and  other  assets.  We  are  convinced 
that  it  is  precisely  this  situation  which  prompted  a  significant  rise  in  the  elderly 
poverty  rate  (from  13.9  percent  in  1978  to  15.1  percent  in  1979),  while  the  poverty 
rate  for  the  non-elderly  population  remained  static.  Near-poverty  rates  for  the 
elderly  also  increased  and  are  disproportionately  high — in  1979,  24.7  percent  of  the 
elderly  were  concentrated  just  above  (125  percent)  the  official  poverty  line,  com- 
pared to  15.2  percent  of  the  under-65  population.  The  inflation  trend,  by  rapidly 
dissipating  the  real  value  of  many  of  the  elderly's  fixed  income  components,  is 
driving  increasing  numbers  of  them  into  the  lower  reaches  of  the  income  distribu- 
tion. 

Even  the  social  security  cost-of-living  increases  which  the  elderly  receive  do  not 
maintain  benefit  purchasing  power  because  these  increases  are  provided  long  after 
rising  prices  affect  recipients  budgets,  and  they  are  measured  by  the  general  CPI. 
With  respect  to  the  first  point,  a  January  1981  OMB  study  (entitled  "Report  on 
Indexing  Federal  Programs")  indicates  that,  since  1975,  social  security  recipients 
have  experienced  a  3.4  percent  decline  in  real  benefit  levels  due  solely  to  the 
lengthy  lag  time  in  adjusting  benefits  and  the  accelerating  inflation  rate. 

Although  it  has  been  argued  that  the  current  CPI,  at  times,  overstates  the 
inflation  rate  for  the  general  public,  most  detailed  studies  of  this  issue  show  that 
the  experience  has  been  the  opposite  for  the  elderly.  A  study  prepared  for  us  by 
Data  Resources,  Inc.  (DRI)  on  the  elderly's  expenditure  patterns  indicates  that  the 
general  CPI  tends  to  understate  inflation's  impact  on  elderly  budgets.  This  occurs 
because  the  elderly,  as  compared  to  younger  consumers,  spend  more  of  their  income 
in  three  categories  of  expenditures  which  are  experiencing  the  most  rapid  price 
inflation — food  at  home,  fuel  and  utilities,  and  out-of-pocket  medical  expenses.  Be- 
cause the  general  CPI  is  not  specifically  weighted  to  reflect  the  elderly's  expendi- 
tures patterns,  it  has  distorted  and  understated  the  true  impact  of  inflation  on  their 
budget. 

Statistics  from  the  DRI  Study  indicate  that,  since  1970,  the  cost  of  living  for  the 
elderly  has  risen  faster  than  the  cost  of  living  for  younger  consumers.  Between  1970 
and  1979,  the  Bureau  of  Labor  Statistics  all-urban  CPI  rose  an  average  7.2  percent 
rate  compared  to  8.3  percent  for  food  at  home,  9.4  percent  for  fuel  and  utilities,  and 
7.9  percent  for  medical  care.  These  costs  have  risen  at  a  composite  rate  of  8.4 
percent  per  year  versus  a  CPI  increase  since  1970  of  7.2  percent  per  year.  The  DRI 
Study  further  indicates  that  the  adverse  effects  of  this  high  inflation  rate  among 
the  core  necessities  are  greater  for  the  poorest  and  the  oldest  of  the  elderly  who, 
because  of  their  lower  incomes,  have  less  flexibility  in  altering  their  spending 
patterns  in  response  to  higher  prices. 

Since  higher  inflation  in  the  core  necessities  is  expected  to  continue  in  the  1980's, 
the  CPI's  understatement  of  inflation's  impact  on  elderly  budgets  will  continue  as 
well.  For  1979  through  1985,  DRI  has  forecast  an  8.7  percent  rise  in  food  at  home, 
9.9  percent  for  fuel  and  10.1  percent  for  health  care,  compared  to  an  8.7  percent  rise 
in  the  overall  CPI. 

The  Bridges  &  Packard  study  (previously  cited)  found  that,  over  the  1967-79 
period,  an  index,  specially  constructed  for  older  consumers  (CPI-O),  grew  slightly 
faster  than  the  economy-wide  index  (CPI-W).  The  following  table  reflects  their 
findings. 

TABLE  1.-C0NSTRUCTED  CONSUMER  PRICE  INDEXES:  ANNUAL  INDEXES  AND  PERCENTAGE 

CHANGES,  1967-79 

[1967  =  100.0] 

CPI-0  CPI-WC 


Percent-  Percent- 
age       Index  age 
change  change 


1967   100.0    100.0   

1968   104.2       4.2       104.2  4.2 

1969   109.9       5.5       109.9  5.5 
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TABLE  l.-CONSTRUCTED  CONSUMER  PRICE  INDEXES:  ANNUAL  INDEXES  AND  PERCENTAGE 
CHANGES,  1967-79 — Continued 

[1967=100.0] 


CPI-0  CPI-WC 


Year  Percent-  Percent- 

Index        age        Index  age 
change  change 


1970   116.5  6.0  116.2  5.7 

1971   121.7  4.5  121.2  4.3 

1972   125.7  3.3  125.1  3.2 

1973   133.1  5.9  132.3  5.8 

1974   147.9  11.1  147.0  11.1 

1975   162.0  9.5  160.7  9.3 

1976   172.0  6.2  170.6  6.2 

1977   183.5  6.7  181.7  6.5 

1978  :   197.6  7.7  195.2  7.4 

1979   219.9  11.3  217.7  11.5 


Source:  Bridges,  Benjamin  and  Packard,  Michael  D.,  "Price  and  Income  Changes  for  the  Elderly,"  Social  Security  Bulletin,  January  1981,  p.  4. 

At  this  time,  our  Associations  would  vehemently  oppose  any  attempt  to  alter  the 
CPI  for  the  purpose  of  curtailing  growth  in  social  security  benefits.  If  Congress 
wishes  to  change  the  CPI  used  to  index  social  security  benefits,  it  should  develop  an 
index  which  accurately  reflects  the  special  expenditure  patterns  of  the  elderly. 

At  this  time,  the  Subcommittee  seems  to  be  seriously  considering  a  proposal  that 
would  impose  a  "wage  cap"  on  social  security  cost-of-living  increases  by  limiting 
such  increases  to  either  the  average  rise  in  wages  or  the  average  rise  in  prices, 
whichever  is  lower.  Proponents  of  this  proposal  seem  to  be  advocating  it  on  the 
grounds  of  equity — in  other  words,  it  is  inequitable  to  allow  the  incomes  (social 
security  benefits)  of  retirees  to  rise  more  rapidly  than  the  incomes  (wages)  of 
workers  who  must  support  the  system. 

What  equity  is  there  in  a  proposal  which  would  always  give  the  elderly  the  "short 
end  of  the  stick"?  Will  Congress  be  willing  to  adjust  social  security  benefits  accord- 
ing to  the  rise  in  wages  on  a  permanent  basis  even  when  wages  begin  to  outpace 
prices  in  the  future?  If  it  is  not,  then  it  is  not  using  a  consistent  rationale  for 
making  benefit  adjustments.  Is  the  overall  objective  of  the  social  security  cost-of- 
living  adjustment  mechanism  to  pass  along  to  retirees  increases  in  the  standards  of 
living  enjoyed  by  workers,  or  is  it  to  maintain  benefit  purchasing  power?  We  believe 
it  should  continue  to  be  the  latter. 

As  we  have  pointed  out  earlier  in  this  statement,  throughout  most  of  the  recent 
decade  (in  fact,  in  6  out  of  the  preceding  10  years),  wages  have  increased  at  a  faster 
pace  than  prices  and  this  trend  is  projected  by  most  economists  to  resume  within 
the  next  two  years.  Workers  can  have  reasonable  expectations  over  their  future 
working  lives  of  making  up  any  real  income  loss  they  are  currently  suffering  as  a 
result  of  low  growth,  the  recession  and  high  inflation.  Retirees,  because  they  are  not 
wage-earners  and  have  many  fixed  components  to  their  income,  have  no  expecta- 
tions for  recouping  the  inflation  losses  they  have  already  incurred  and  will  continue 
to  incur  as  long  as  inflation  is  with  us. 

We  note  that  the  National  Commission  on  Social  Security  has  included  in  its 
wage  cap  proposal  a  provision  that  would  allow  social  security  recipients  to  recoup 
in  later  years  the  losses  they  suffer  under  this  cap.  When  the  details  of  this  proposal 
-  are  examined  closely,  one  finds  that,  for  example,  a  benefit  loss  incurred  over  the 
1979-81  period  would  not  begin  to  be  restored  until  1983  and  would  not  be  complete- 
ly restored  until  several  years  after  1985.  Since  the  restoration  process  could  easily 
span  a  decade,  many  older  persons  who  would  have  suffered  the  benefit  loss  will  die, 
while  many  persons  who  did  not  suffer  the  benefit  loss  will  reap  the  rewards  of  the 
restoration.  According  to  1977  statistics,  approximately  one  million  retired  social 
1  security  recipients  leave  the  social  security  rolls  per  year  and  1.6  million  are  new 
I  entrants. 

The  elderly's  real  income  situation  and  their  standards  of  living  are  declining. 

*  Poverty  rates  among  them  are  rapidly  escalating.  All  this  deterioration  is  occurring 
despite  the  provision  of  "full"  social  security  cost-of-living  increases.  If  these  in- 
creases are  curtailed  in  any  manner  (especially  by  a  relatively  permanent  feature 

;  such  as  the  wage  cap  which  is  likely  to  curb  benefit  growth  in  more  than  just  one 
year),  then  the  nation's  elderly  could  easily  be  reduced  to  the  economic  level  that 
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prevailed  a  decade  ago,  when  one  out  of  every  four  of  them  were  below  the  poverty 
level. 

3.  Other  potential  benefit  cuts 

Other  areas  of  possible  benefit  deliberalizations  have  been  suggested  for  the 
purpose  of  freeing  up  or  generating  revenue  in  the  short  term.  The  Administration 
has  suggested  eliminating  minimum  and  student  benefits  even  for  individuals  cur- 
rently on  the  benefit  roll.  Our  Associations  would  flatly  oppose  any  consideration  of 
benefit  deliberalizations  in  the  short  term  even  if  these  deliberalizations  are  im- 
posed only  upon  new  retirees.  To  produce  near-term  savings,  any  benefit  cut  would 
have  to  be  imposed  immediately  with  no  transitional  period — a  method  of  deliberali- 
zation  we  vehemently  object  to  because  it  would  defeat  persons'  reasonable  benefit 
expectations  and  allow  them  no  time  to  adjust  their  retirement  plans  accordingly. 

We  would  add  that  some  of  these  benefit  reforms  have  some  merit.  However, 
these  are  major  changes  that  should  be  phased-in  over  a  long  period  of  time  and 
considered  only  in  the  context  of  long-term,  comprehensive  restructuring  of  the 
entire  income  support  structure,  not  with  a  view  toward  improving  the  short-run 
financial  status  of  the  system. 

With  respect  to  the  proposal  to  eliminate  the  minimum  benefit,  the  argument  is 
often  made  that  the  primary  recipients  of  this  benefit  are  retired  federal,  state  or 
local  retirees  who  are  considered  to  be  reaping  a  windfall  from  this  benefit.  This 
argument  is  made  based  on  a  1979  survey  of  minimum  beneficiaries  done  by  the 
GAO.  This  survey  is  far  from  comprehensive,  since  no  information  (regarding  degree 
of  income  dependence  on  the  minimum  benefit)  was  obtained  from  26  percent  of 
those  surveyed. 

Although  many  minimum  benefit  recipients  are  receiving  an  unintended  advan- 
tage from  the  minimum  provision,  there  would  still  be  many,  low-income  individ- 
uals who  would  be  left  with  no  assistance — not  even  SSI  assistance — if  the  mini- 
mum were  abruptly  eliminated.  This  group  would  include  early  retirees  between 
ages  62  and  65,  widows  and  widowers  between  ages  60  and  65,  and  many  other  low- 
income,  elderly  persons  who  meet  the  SSI  income  test,  but  not  the  very  restrictive 
assets  test.  Even  the  GAO  Report  recognized  the  potential  hardship  to  this  group  of 
recipients  and  recommended  the  following: 

"To  minimize  the  hardship  of  the  few  needy  beneficiaries  who  would  not  be 
eligible  for  SSI,  the  Congress  could  authorize  a  limited  SSI  payment  which  would 
replace  a  portion  of  the  social  security  benefit  lost  when  the  minimum  provision  is  : 
eliminated." 

Reform  is  needed  in  the  minimum  benefit  as  well  as  the  student  benefit  area,  j 
however,  reform  should  not  be  achieved  by  a  precipitous  cutback  of  benefits  for  ; 
current  and/or  newly  eligible  recipients  who  have  reasonably  worked  for  and 
planned  on  this  source  of  income.  Time  needs  to  be  provided  for  a  gradual,  thought- 
fill  and  fair  Phase-out  of  these  benefits. 

The  Administration  has  also  proposed  to  tighten  up  the  disability  insurance 
program  by  improving  its  administration,  providing  a  stricter  recency-of-work  test 
and  imposing  a  "megacap"  which  would  limit  total  disability  benefits  so  that  they  j 
would  not  exceed  a  worker's  prior  after-tax  earned  income. 

While  we  support  more  uniform  administration  of  the  DI  program  to  reduce  the 
error  rate  (with  the  increase  in  personnel  necessary  to  carry  this  objective  out),  we 
oppose  the  reduction  in  the  recency-of-work  test  and  the  megacap.  Tightening  the  j 
recency-of-work  test  may  deny  benefits  to  persons  who  gradually  become  disabled  j 
and  unable  to  work.  The  "megacap"  drastically  changes  the  entitlement  concept  of 
the  DI  Program  because  it  would  introduce  a  'means  test"  into  the  program.  Also,  j 
it  should  be  noted  that  Congress  already  moved  last  year  to  tighten  up  the  DI 
program.  Further  cuts  are  unjustified  and  would  be  overly  severe  in  their  impact  on  \ 
this  group  of  persons. 

4.  Interfund  borrowing/ reallocation 

Proposals  to  allow  the  OASI  fund  to  borrow  or  receive  funds  from  the  DI  and/or 
HI  fund,  in  our  opinion  are  deceptive  because  they  do  not  match  the  magnitude  of  ! 
the  short-term  financing  problem.  In  general,  we  support  providing  legislative  au- 
thority for  interfund  borrowing  because  this  would  provide  some  flexibility.  Howev- 
er, we  do  not  view  this  as  a  sound  solution  because  the  possibility  that  the  combined 
level  of  trust  funds  would  fall  to  unacceptable  levels  or  be  completely  exhausted 
would  still  exist.  The  amount  of  revenue  generated  for  the  OASI  Fund  from  these 
devices  will  not  ultimately  be  sufficient  to  protect  the  system  from  even  minor 
economic  downturns. 

Interfund  reallocation  and  borrowing  proposals  are  being  suggested  partly  be- 
cause the  HI  and  DI  Trust  Fund  levels  are  currently  in  a  healthy  position  and  could 
provide  some  additional  funds  to  OASI  in  the  short  term.  We  suggest  that  reliance 
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on  the  DI  Fund  is  ill-advised,  since  a  recessionary  period  could  prompt  another 
surge  in  the  number  of  persons  on  the  DI  rolls  and  hence  begin  to  deplete  the  DI 
Fund  in  a  manner  similar  to  what  occurred  in  the  mid-1970's.  The  HI  Fund  is  not 
reliable  either;  it  is  expected  to  be  depleted  by  the  early  1990's,  if  not  sooner. 
Hospital  cost  increases  continue  to  roar  along  at  higher  than  general  inflation  levels 
in  the  absence  of  effective  cost  control  legislation. 

5.  Mandatory  coverage 

Our  Associations  oppose  extending  social  security  coverage  to  federal,  state  and 
local  employees  on  a  mandatory  basis.  Extending  coverage  in  the  near-term  merely 
to  increase  short-term  revenue  for  the  system  would  obviously  be  extremely  unfair 
to  the  thousands  of  government  workers  currently  not  covered  by  social  security 
and  be  quite  disruptive  to  their  retirement  systems.  No  time  to  accommodate 
mandatory  coverage  would  be  provided  if  the  Subcommittee  renewed  the  mandatory 
coverage  provisions  it  drafted  in  1977. 

Our  Associations  recommend  that  universal  coverage  be  achieved  in  a  voluntary 
manner.  First,  withdrawal  from  the  system  by  state  and  local  governments  should 
be  made  more  difficult  by  requiring  an  employee  referendum  before  withdrawal  is 
allowed.  In  addition,  federal  workers  should  be  permitted  to  elect  coverage.  Second, 
unintended  benefit  windfalls  accruing  to  workers  who  are  able  to  split  their  work- 
ing careers  between  social-security-covered  and  non-social-security-covered  employ- 
ment should  be  gradually  reduced  through  a  long-term  restructuring  of  the  social 
security  benefit  structure  as  outlined  in  the  latter  half  of  this  statement.  In  addi- 
tion, the  introduction  of  general  revenues  should  increase  the  incentives  for  non- 
covered  workers  to  elect  coverage  since  they  would  be  indirectly  contributing  to  a 
system  from  which  they  would  receive  little  or  no  benefit. 

6.  Payroll  Tax  Increase 

Increasing  payroll  taxes  beyond  what  is  scheduled  in  current  law  would  be  an 
inappropriate  approach  to  the  short-term  financing  problem.  In  fact,  it  may  be  good 
economic  policy  to  substitute  general  revenues  for  at  least  part  of  the  1981  payroll 
tax  increase  already  scheduled,  utilizing  the  countercyclical  mechanisms  described 
earlier.  We  are  already  relying  on  the  payroll  tax  mechanism  to  such  an  excessive 
degree  that  it  is  hindering  new  business  formation,  contributing  to  inflation,  and 
dampening  employment  levels. 

Increasing  payroll  taxes  will  do  absolutely  nothing  to  insulate  the  system  from 
fluctuating  economic  conditions  and  culd  even  exacerbate  the  situation.  We  believe 
it  is  now  evident  that  Congress  made  a  mistake  in  relying  exclusively  on  payroll  tax 
financing  in  1977;  we  hope  that  the  same  mistake  will  not  be  repeated. 

FICA  payments  are  becoming  larger  and  more  visible  on  the  pay  stubs  of  current 
workers.  Increasing  those  payments  could  prompt  a  serious  anti-payroll  tax  revolt 
that  would  create  a  favorable  atmosphere  for  benefit  cuts.  Those  who  stand  firmly 
committed  to  payroll  taxes  as  the  sole  means  of  financing  social  security  (on  the 
specious  grounds  that  it  introduces  discipline  and  restrains  benefit  increases)  are 
helping  to  set  the  stage  for  the  anti-payroll  tax  reaction  that  we  want  to  avoid. 

III.  LONG-TERM  FINANCING  ISSUES 

In  the  context  of  a  discussion  of  long-term  financing  issues,  it  is  important  for 
Congress  to  recognize  the  need  for  dealing  with  the  short-term  financing  issue  in  a 
resolute  and  adequate  manner.  If  this  is  not  done  and  if  it  takes  several  years  for 
adverse  economic  conditions  to  subside,  then  there  will  be  very  little  financial 
respite  between  the  short  and  long-term  deficit  situations. 

Current  actuarial  projections  anticipate  that  the  decline  in  the  trust  fund  levels 
in  the  short-term  will  abate  by  the  mid-1980's  and  the  trust  fund  levels  will  begin  to 
.  build  back  up  through  the  rest  of  the  century  so  that  by  2010  (when  the  long-term 
deficit  situation  begins  to  surface),  the  fund  will  temporarily  be  in  a  healthy 
financial  position.  If  economic  conditions  cause  cyclical  recurrences  of  short-term 
deficits,  then  the  system  will  be  less  financially  able  to  face  the  long-term  deficit 
which  in  the  process  would  have  grown  larger. 

A.  Economic  and  demographic  factors  affecting  long-term  social  security  financing 
Several  important  trends  are  substantially  altering  the  world  in  which  the  social 
security  system  must  function  and  are  threatening  its  ability  to  provide  adequate 
income  support  to  the  aged.  First,  the  "income  needs"  context  in  which  social 
security  operates  today  has  changed  dramatically  since  the  program  was  conceived 
45  years  ago.  While  we  have  managed  to  make  substantial  progress  in  reducing 
poverty  among  the  aged,  a  pernicious  trend — the  inflation  trend — has  managed  to 
offset  that  progress  by  severely  constricting  the  real  income  received  from  sources 
other  than  federal  government  programs.  While  the  growth  and  expansion  of  feder- 
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al  government  programs  like  social  security  have  brought  the  elderly  up  from  the 
bottom  of  the  income  scale,  the  inflation  trend  has  been  rapidly  pushing  them  down 
from  the  top,  concentrating  increasing  numbers  of  them  just  above  the  poverty 
threshold. 

Running  parallel  to  the  inflation  trend  has  been  a  significant  decline  in  labor 
force  participation  by  the  elderly  and  a  concomitant  decline  in  the  significance  of 
wage  income  as  a  relatively  inflation-proof  component  of  their  total  income. 

The  combination  of  inflation  and  labor  force  participation  trends  has  made  it 
increasingly  difficult  for  the  elderly  to  maintain  a  standard  of  living  comparable  to 
that  achieved  prior  to  retirement,  especially  as  they  get  older. 

Even  worse,  these  trends  have  fostered  among  the  aged  an  increasing  degree  of 
income  dependence  on  government  programs,  like  social  security,  which  do  provide 
some  measure  of  inflation  protection.  Perpetuation  of  this  degree  of  dependence  will 
become  dangerous  as  we  move  into  the  next  century  when  a  relatively  smaller  labor 
force  will  be  responsible  for  supporting  a  larger  aged  population.  In  our  opinion,  it 
is  unlikely  that  the  working  population  will  be  willing  or  economically  able  to 
accept  the  much  higher  levels  of  payroll  taxation  that  will  be  needed  to  support 
future  elderly  population. 

Some  argue  that  the  dependency  ratio — defined  as  the  number  of  younger  and 
older  persons  compared  to  the  number  of  active  workers — will  not  be  substantially 
altered.  They  suggest  that  the  ratio  of  dependents  to  workers  will  remain  stable 
over  the  coming  years  due  to  the  declining  number  of  children  in  the  population 
and,  therefore,  the  lower  costs  of  providing  for  the  young  may  offset  the  higher  costs 
of  providing  for  the  old. 

Policymakers  should  not  take  solace  in  this  type  of  analysis.  First,  providing  for 
the  needs  of  older  persons  (particularly  their  health  needs)  is  generally  more  expen- 
sive than  providing  for  the  needs  of  the  young.  Furthermore,  the  needs  of  the  aged 
are  largely  financed  by  federal  taxes,  while  the  young  dependent  population  is 
supported  primarily  through  the  family  and  state  or  local  governments. 

Second,  we  cannot  predict  that  working-age  persons  will  be  willing  to  pay  the 
large  amount  of  additional  taxes  needed  to  support  older  dependents  in  lieu  of 
younger  dependents.  Many  of  these  working-age  persons,  in  light  of  adverse  econom- 
ic conditions,  may  be  deciding  not  to  have  children  because  they  wish  to  avoid  the 
additional  costs  involved  in  order  to  achieve  or  maintain  a  certain  standard  of 
living.  They  may  resist  having  to  lower  that  standard  of  living  in  order  to  support 
older  dependents  through  increased  public  transfer  payments. 

Others  have  argued  that  the  dependency  ratio  could  be  alleviated  somewhat  by 
permitting  the  immigration  of  working-age  individuals  and  their  families.  Decisions 
on  immigration  policy  tend  to  be  highly  politicized  and  therefore  we  consider  this  a 
rather  weak  reed  on  which  to  rely  for  significantly  affecting  the  dependency  ratio. 

For  every  unforeseen  factor  that  could  improve  the  system's  long-term  deficit 
situation,  there  very  well  could  be  another  unforeseen  factor  that  will  worsen  it.  For 
instance,  adverse  economic  conditions — particularly  lower-than-expected  productiv- 
ity growth — have  large,  negative  financial  impacts  on  the  system.  Similarly,  in- 
creased longevity  patterns  significantly  escalate  the  costs  of  the  program  since 
benefits  must  be  paid  over  a  longer  retirement  life. 

Given  the  limitations  of  these  arguments  regarding  dependency  ratios,  Congress 
should  consider  the  future  demographic  trend  to  be  relatively  inalterable  for  pur- 
poses of  making  recommendations  for  social  security  reform.  One  trend,  however,  is 
alterable — that  is,  the  elderly  labor  force  participation  trend.  Realization  of  the 
magnitude  of  the  demographic  trend  should  lead  to  policy  recommendations  which 
will  induce  more  elderly  persons  to  remain  actively  employed,  thereby  reducing  the 
degree  to  which  they  depend  on  government  support  programs  like  social  security 
for  their  income. 

It  is  only  through  the  increased  employment  among  the  general  population — 
especially  among  the  elderly— and  the  additional  tax  revenue  and  GNP  growth, 
which  such  increased  employment  will  generate,  that  the  nation  can  expect  to 
provide  adequate  levels  of  income  to  the  expanded  aged  population  in  our  future. 

B.  Need  for  defining  role  of  each  income  component 

Before  addressing  specific  reforms  needed  in  the  social  security  system,  it  is 
necessary  for  policymakers  to  define  what  role  each  retirement  income  component —  i 
social  security,  private  pensions,  savings,  earnings,  cash  and  in-kind  welfare  assist- 
ance— should  play  in  the  future  income  scheme  of  the  elderly.  Policymakers  can  j 
then  recommend  the  changes  necessary  to  insure  that  each  retirement  program  will 
contribute  enough  to  give  the  elderly  a  reasonable  chance  of  maintaining  a  standard 
of  living  in  their  later  years  comparable  to  the  highest  standard  achieved  in  their 
earlier  years  and,  in  the  process,  assure  the  absence  of  poverty.  It  is  generally  I 
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accepted  that  total  replacement  rates  in  the  70  to  85  percent  range  are  needed  to 
assure  these  adequacy  goals. 

Social  security  is  the  only  retirement  program  that  can  be  relied  upon  to  provide 
the  main  portion  of  the  elderly's  income.  In  our  opinion,  this  program  should 
provide  an  average  replacement  rate  of  50  to  60  percent  of  pre-eligibility,  disposable 
income.  To  fill  the  gap  between  this  replacement  rate  and  the  total  needed  to 
achieve  income  adequacy,  the  elderly  individual  should  be  able  to  rely  on  private 
sources  of  income,  such  as  private  pensions,  savings,  and  other  assets.  The  contribu- 
tion of  these  components  wall  depend  upon  many  factors,  including  the  pre-retire- 
ment income,  the  person's  length  of  employment  with  one  employer,  etc.  Given  the 
declining  savings  rate  in  this  country,  the  growing  inadequacy  of  private  pensions 
due  to  inflation,  and  difficulties  with  vesting  and  portability  of  private  pension 
credits,  much  needs  to  be  done  through  the  tax  code  and  pension  reform  to  stimu- 
late these  income  components  and  make  them  adequate  for  the  future  aged.  Howev- 
er, if  on  an  individual  basis,  income  from  these  private  sources  are  inadequate,  then 
income  from  employment  could  help  to  fill  the  replacement  rate  gap.  To  the  extent 
income  from  the  pension,  savings  and  employment  components,  along  with  social 
security,  is  inadequate,  then  the  underlying  welfare  programs  must  be  relied  upon 
to  guarantee  a  minimum  level  of  income. 

C.  Older  worker  employment  strategy  and  retirement  age  policy 

Given  the  national  commitment  to  the  maintenance  of  reasonable  levels  of 
income  among  the  elderly,  any  share  of  that  income  that  can  be  generated  through 
the  work  effort  of  willing  and  able  older  persons  represents  a  share  that  need  not  be 
borne  by  younger  taxpayers.  Clearly,  additional  work  opportunities  benefit  older 
individuals  as  well,  raising  their  standard  of  living,  providing  them  with  a  greater 
feeling  of  independence  and  self-determination  and  improving  their  prospects  for 
maintaining  their  living  standard  in  the  face  of  serious  inflation.  Just  as  clearly,  the 
nation  as  a  whole  would  benefit  from  the  gains  in  national  income  and  tax  collec- 
tions that  would  result  from  our  getting  the  most  from  our  previous  investment  in 
the  training,  education  and  experience  embodied  in  older  persons. 

Recent  discussion  on  increasing  elderly  labor  force  participation  had  centered  on 
what  changes  in  the  income  structure  are  needed  to  achieve  this  result  and  whether 
such  changes  would  require  or  encourage  older  persons  to  continue  working  past 
age  65.  For  example,  raising  the  age  at  which  full  social  security  benefits  are 
available  from  65  to  68  has  been  proposed  by  a  social  security  task  force  advising 
President-elect  Reagan,  the  President's  Commission  on  Pension  Policy,  as  well  as 
other  advisory  groups.  Some  of  these  proposals  envision  that,  at  the  same  time,  the 
early  retirement  age  would  be  raised  from  age  62  to  65. 

This  proposal  appears  to  provide  a  simple,  straightforward  response  to  the  ad- 
verse demographic  and  employment  trends.  However,  in  our  opinion,  the  age  68 
proposal  would  be  the  wrong  policy  option  to  exercise  at  this  time.  Not  only  would 
this  proposal  substantially  decrease  and,  in  some  cases,  eliminate  benefits  to  older 
persons,  between  the  ages  of  62  and  65,  who  are  involuntarily  unemployed  or 
physically  unable  to  continue  working,  but  it  would  also  represent  a  highly  visible 
benefit  cut  (and  reduction  in  the  expected  rate  of  return  on  contributions)  for  future 
retirees  which  could  undermine  younger  workers'  already  precarious  support  for  the 
system. 

Instead  of  raising  the  retirement  age,  more  positive,  incentive-type  changes  could 
be  made  in  the  social  security  system  to  achieve  the  same  goal  in  a  voluntary 
manner  without  the  coercion  of  a  benefit  cut.  These  changes  could  obviate  the  need 
for  raising  the  retirement  age  since,  in  our  opinion,  they  would  yield  the  same 
desired  result  of  fostering  increased  elderly  labor  force  participation,  increased 
reliance  on  wage  income  by  the  elderly,  and  the  election  of  later  retirement.  To 
achieve  these  results  in  a  voluntary  manner,  however,  strong  work  incentives  must 
be  built  into  the  social  security  and  related  program  benefit  structures,  and  barriers 
and  work  disincentives  which  currently  exist  must  be  removed. 

The  major  and  most  visible  work  disincentive  in  the  current  social  security 
structure  is  clearly  the  earnings  limitation.  The  limitation  most  be  abolished  for 
persons  age  65  and  over.  Not  only  is  it  a  severe  work  disincentive,  but,  as  a  type  of 
"means  test,"  it  does  not  belong  in  a  program  that  is  supposed  to  be  based  on 
"earned  right." 

Having  a  factor  in  social  security  that  causes  people  to  limit  their  work  effort 
imposes  a  significant  "cost"  on  society.  We  are  convinced  that  the  economic  "cost" 
in  terms  of  lost  production  and  lost  tax  receipts  that  results  from  having  the 
earnings  limitation  is  greater  than  the  "cost"  of  the  additional  social  security 
outlays  that  repeal  would  entail.  Some  estimates  have  put  a  price  tag  on  complete 
elimination  of  the  earnings  test  at  as  high  as  $7  billion  dollars  in  increased  social 


76-484   O— 81  29 


442 

security  outlays.  More  recent  Social  Security  Administration  estimates  indicate  $2.1 
billion  in  additional  outlays  if  the  test  is  repealed  for  persons  age  65-plus  in  1982. 

An  important  article  on  this  subiect  was  published  in  the  September  1979  "Social 
Security  Bulletin."  It  is  entitled,  '  Tax  Impact  from  Elimination  of  the  Retirement 
Test,"  and  is  authored  by  Josephine  G.  Gordon  and  Robert  N.  Schoeplein  of  the 
Office  of  Research  and  Statistics,  SSA.  This  study  concludes  that  elimination  of  the 
retirement  test  for  workers  age  65-69  would  generate  an  additional  $678.6  million 
in  payroll  taxes  and  an  extra  $977.8  million  in  federal  individual  income  taxes.  This 
additional  revenue,  when  combined  ($1,656  billion),  would  offset  79  percent  of  the 
$2.1  billion  SSA  has  estimated  it  would  cost  to  repeal  the  test.  In  addition,  it  has 
been  estimated  by  SSA  that  it  costs  $68  million  per  year  to  administer  the  test  due 
to  the  complicated  forms  and  periodic  reporting  that  it  necessitates.  The  elimination 
of  the  limit  clearly  should  be  the  first  major  step  in  changing  social  security  so  that 
it  will  be  able  to  meet  the  needs  of  a  changing  and  much  larger  elderly  population. 

Given  the  present  high  rate  of  inflation  and  its  extremely  adverse  impact  on  the 
present  income  situation  of  the  elderly,  it  is  important  to  eliminate  the  earnings 
test  without  delay.  Since  any  significant  social  security  benefit  improvements  in  the 
near  future  are  unlikely,  wage  income  offers  older  persons  practically  the  only 
means  of  preventing  an  inflation-induced  deterioration  of  their  living  standards. 

In  developing  an  older  worker  employment  strategy,  strong  work  incentives  must 
be  added  to  the  social  security  system  benefit  structure.  They  are  needed  to  counter 
the  strong  deterrents  which  exist  in  the  present  system,  such  an  inadequate  addi- 
tional benefits  for  workers  who  delay  their  retirement  date  past  age  65.  Further,  the 
elimination  of  the  earnings  limit  will  make  it  more  important  to  encourage  older 
persons  to  remain  working  and  off  the  social  security  rolls. 

Therefore,  we  recommend  that  the  delayed  retirement  credit  be  substantially 
increased — at  least  to  the  actuarial  level  of  approximately  10  percent.  Under  pres- 
ent law,  individuals  who  elect  not  to  receive  social  security  benefits  because  they 
continue  working  beyond  age  65  are  entitled  to  a  3  percent  bonus  (beginning  in 
1982)  for  each  full  year  of  delay  between  age  65  and  72.  This  3  percent  credit, 
however,  does  not  provide  sufficient  encouragement  for  individuals  to  work  beyond 
age  65  and  is  not  proportionate  to  the  reduction  in  benefits  imposed  on  retirement 
prior  to  age  65. 

We  believe  a  substantial  increase  in  the  credit  would  financially  benefit  the 
system,  even  though  past  SSA  estimates  indicate  a  long-range  cost  of  0.25  percent  of 
taxable  payroll  to  raise  the  credit  to  7  percent.  As  with  the  earnings  limit,  these 
cost  estimates  overlook  the  strong  work  incentive  which  a  larger  credit  would 
provide  to  older  workers  and  therefore  ignore  the  increased  tax  revenue  that  this 
liberalization  would  generate  for  the  system  (as  well  as  government  in  general).  If 
the  credit  were  high  enough  to  provide  an  extremely  strong  incentive  to  keep 
working,  then  it  would  have  the  potential  to  actually  decrease  social  security 
outlays. 

To  complement  this  strategy  under  social  security,  other  changes  are  needed.  All 
mandatory  retirement  practices  must  be  prohibited.  Tax  policies  to  encourage  busi- 
nesses to  hire  older  workers  should  be  formulated.  The  federal  government  should 
actively  encourage  alternative  work  programs  (job-sharing,  phased  retirement,  part- 
time  jobs,  etc.)  and  sponsor  job  opportunity,  placement  and  retraining  programs 
specifically  targeted  to  older  workers. 

D.  Fundamental  reform  of  social  security  benefit  and  financing  structures  needed 
The  convergence  of  demographic,  employment  and  economic  trends  will  make  it 
impossible  to  continue  the  system  as  presently  structured  into  the  next  century.  If 
perpetuation  of  social  security  in  such  a  form  is  attempted,  either  a  massive  payroll 
tax  increase  (a  near  doubling  of  current  rates)  or  benefit  cuts  of  equal  magnitude 
(through  such  steps  as  raising  the  retirement  age  and/or  price  indexing  of  the 
benefit  formula)  will  be  necessary.  Any  large  payroll  tax  increase  would  be  incredi- 
bly disruptive  not  only  to  our  economy  but  also  to  our  political  and  social  fabric. 
And,  if  benefits  are  substantially  cut,  the  elderly  will  inevitably  be  forced  to  sustain 
a  significant  deterioration  in  their  living  standards  and  perhaps  face  the  high 
poverty  rates  that  prevailed  in  the  1950's  and  1960's. 

To  avoid  the  unhappy  choice  between  large  payroll  tax  increases  and  a  piecemeal 
dismantling  of  the  system's  benefit  protections,  we  recommend  comprehensive 
reform  of  the  system's  benefit  and  financing  structure.  This  reform  must  respond  to 
the  trends  previously  outlined,  particularly  the  adverse  economic  trends  consisting 
of  a  high,  hard-core  inflation  rate,  low  real  economic  growth  and  sluggish  productiv- 
ity gains.  These  economic  trends  are  financially  detrimental  to  the  system  because 
they  greatly  restrict  the  resources  available  to  finance  social  security  and,  at  the 
same  time,  certain  features  of  the  system  (particularly  its  over-reliance  on  payroll 
taxes)  exacerbate  rather  than  help  alleviate  many  of  these  economic  problems.  This 
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situation  dictates  that  we  begin  now  to  rationalize  the  social  secutity  financing  and 
benefit  structures  to  insure  that  scarce  resources  are  not  wasted  and  that  the 
financing  mechanism  used  contributes  to,  rather  than  detracts  from,  our  future 
economic  health. 

To  achieve  these  objectives,  we  suggest  that  the  revamped  social  security  system 
include  the  following: 

A  benefit  structure  tha  would  strongly  encourage  employment  on  the  part  of 
both  younger  and  older  workers; 

A  more  diverse  and  less  inflationary  financing  structure  that  would  use 
separate  and  appropriate  tax  mechanisms  to  finance  social  security's  divergent 
functions  of  earnings  replacement  and  social  adequacy; 

A  benefit  structure  that  is  equitable  in  its  treatment  of  individual  workers 
(particularly  working  wives  and  single  individuals);  and 

A  benefit  structure  which  provides  benefits  in  a  cost-effective  and  target- 
efficient  manner  and  which  does  not  overlap  or  duplicate  the  benefits  provided 
by  other  government  income  support  programs. 
The  current  social  security  structure  contains  a  mix  of  earnings  replacement  and 
welfare/ social  adequacy  features.  To  further  the  earnings  replacement  goal,  benefits 
are  very  loosely  tied  to  prior  earnings  histories.  To  achieve  the  welfare/social 
adequacy  goal,  benefits  are  computed  utilizing  a  heavily  weighted  formula  which 
provides  higher  benefits  (in  relation  to  prior  earnings)  to  low  wage-earners.  In 
addition,  in  order  to  further  social  goals,  benefits  are  provided  to  workers'  depend- 
ents whether  or  not  they  have  ever  contributed  to  the  system. 

Pursual  of  both  the  earnings  replacement  and  social  adequacy  goals  is  appropriate 
for  our  retirement  income  support  structure.  However,  social  security  has  attempted 
to  perform  these  often  divergent  and  conflicting  functions  utilizing  one  benefit 
structure  and  one  tax  mechanism — the  payroll  tax.  This  intermingling  of  functions, 
all  financed  from  a  relatively  regressive  tax  mechanism,  has  led  to  many  benefit 
inequities  and  much  waste  and  duplication.  It  has  financially  prevented  the  system 
from  fully  accomplishing  either  the  earnings  replacement  or  the  minimum  income 
guarantee  function. 

For  instance,  under  the  current  system,  many  higher-income  persons  receive 
substantial  benefits  from  the  stystem's  welfare/social  adequacy  elements  and,  ironi- 
cally, these  benefits  are  largely  financed  by  the  tax  payments  of  lower  and  middle- 
income  workers  and  their  working  spouses.  One  example  of  this  problem  would  be 
certain  government  workers  who  spend  most  of  their  working  careers  in  systems 
not  covered  by  social  security  and  later  work  for  a  short  period  of  time  in  the 
private  sector,  just  long  enough  to  establish  social  security  entitlement.  In  this 
manner,  these  workers  take  advantage  of  the  system's  weighted  and  minimum 
benefit  features  which  are  really  meant  for  log-term,  low  wage  earners.  This  situa- 
tion results  in  a  large  subsidy  to  many  government  employees.  That  subsidy  was 
estimated  to  be  about  $1.9  billion  in  1979  ("Social  Security  and  Pensions",  Joint 
Economic  Committee,  October  1980). 

At  the  same  time,  many  low-income  person  who  are  truly  needy  and  who  have 
borne  a  disproportionate  share  of  the  payroll  tax  burden  throughout  their  working 
lives  are  unable  to  attain  even  a  bare  subsistence  level  of  living  on  their  social 
security  income.  These  situations  have  led  to  the  perception  by  an  increasing 
number  of  workers  that  the  system's  benefit  and  financing  structures  are  inequita- 
ble, wasteful,  and  not  yielding  a  fair  rate  of  return  on  their  contributions.  Wives 
who  work  outside  the  home  and  single  workers  are  particularly  disadvantaged  by 
these  structures. 

The  negative  and  critical  attitudes  caused  by  these  inequities  can  only  worsen  in 
the  future  as  demographic  and  economic  cost  pressures  force  combined  payroll  tax 
levels  above  20  percent.  Some  policy  analysts  have  argued  that  since  many  foreign 
countries  have  accepted  such  high  tax  levels  to  support  their  income  assistance 
programs,  so  will  the  American  public.  What  these  analysts  ignore  are  fundamental 
differences  in  U.S.  attitudes  toward  taxation  and  government's  role  in  providing 
public  income  assistance.  If  a  recent  behavior  is  any  guide,  the  American  public  is 
not  likely  to  accept  the  high  tax  levels  required  to  accommodate  demographic  trends 
without  scrutinizing  who  is  paying  the  taxes  and  how  those  taxes  are  being  spent, 
and  whether,  in  this  case,  the  social  security  system  meets  its  articulated  goals  in 
an  effective  and  equitable  manner. 

To  foster  public  support  for  the  system  and  to  eliminate  any  unintended  subsidies 
present  in  the  current  system,  social  security's  minimum  income  guarantee /social 
adequacy  function  should  be  clearly  separated  from  its  earnings  replacement  func- 
tion. The  objective  of  earnings  replacement  should  be  achieved  through  a  separate 
benefit  structure  which  utilizes  a  proportional  (or  uniform)  benefit  formula  and  is 
financed  from  payroll  taxes.  The  objective  of  social  adequacy /welfare  should  be 
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achieved  through  a  benefit  structure  which  is  specifically  designed  to  meet  those 
objectives.  This  latter  structure  should  be  financed  out  of  general  revenues  which 
would  be  generated  from  more  diverse  and  more  progressive  tax  structures. 

Should  our  nation  experience  difficulty  in  resuming  healthy  economic  growth 
rates  in  the  future  or  should  the  cost  pressures  attendant  with  the  aging  of  the  baby 
boom  population  prove  more  difficult  to  deal  with  than  we  anticipate,  then  the 
restructured  system  we  are  recommending  would  allow  future  policymakers  to 
make  clearer  decisions  on  how  to  allocate  existing  resources.  Choices  could  be  made 
as  to  what  relative  degree  the  earnings  replacement  goal  or  welfare  goal  should  be 
promoted.  These  types  of  coherent  choices  would  be  nearly  impossible  to  make 
under  the  current  structure. 

The  more  focused  and  target-efficient  structure  we  are  recommending,  as  com- 
pared to  the  intermingling  present  in  the  current  structure,  would  be  more  readily 
understood  by  workers  and  better  supported  politically  because  it  would  stress 
equity  in  both  its  benefit  and  financing  structures.  The  payroll  tax-financed  benefit 
structure  would  adhere  to  the  principle  of  individual  equity  since  the  payroll  tax  is 
a  direct  and  highly  visible  tax  on  an  individual's  wages.  The  general  revenue- 
financed  benefit  structure  would  stress  the  social  adequacy  and  income  redistribu- 
tion objectives  which  are  more  apporpriately  financed  out  of  general  revenues. 

In  economic  terms,  this  shifting  of  functions  from  the  payroll  tax  to  general 
revenues  would  also  help  ease  some  of  the  financial  demands  which  have  been 
exclusively  placed  on  the  payroll  tax.  These  demands  will  increase  in  the  future  as 
our  population  ages  and  as  inflation  and  early  retirement  trends  cause  the  elderly 
to  become  more  and  more  dependent  on  government  programs  for  support.  Given 
these  trends,  it  is  unrealistic — as  well  as  economically  unwise — to  rely  solely  on  the 
payroll  tax  to  shoulder  these  burdens.  As  described  earlier,  increases  in  the  payroll 
tax  are  inherently  inflationary  and  can  lead  to  higher  unemployment.  Therefore,  to 
the  extent  we  can  rely  on  alternative  sources  of  revenue  to  fund  social  security's 
welfare/social  adequacy  functions,  we  will  help  to  avert  some  of  the  adverse  eco- 
nomic effects  of  having  to  increase  payroll  taxes. 

A  sorting  out  of  social  security's  functions  could  be  achieved  in  a  variety  of  ways. 
The  1979  Social  Security  Advisory  Council  came  very  close  to  recommending  funda- 
mental reform  of  social  security  when  it  considered  a  "Double-Decker"  system. 
Under  this  plan,  each  aged  and  disabled  person  and  their  survivors  would  receive  a 
lower-deck,  flat  grant  (demogrant,  as  it  is  often  called)  which  would  be  financed 
from  general  revenues.  The  upper  deck  of  the  benefit  structure  would  provide 
benefits  only  to  persons  contributing  to  social  security  (not  their  dependents  and 
survivors)  and  these  benefits  would  be  directly  proportional  to  covered  earnings.  In 
order  to  simulate  the  costs  of  the  current  system,  the  Council  considered  a  plan  that 
would  set  the  lower  deck  payment  at  $122  per  month  (the  same  as  the  1979 
minimum  social  security  benefit)  and  the  upper  deck  would  be  equal  to  30  percent 
of  averaged  indexed  monthly  earnings.  Earnings  histories  for  the  upper  deck  could 
be  shared  at  divorce,  and  widows  and  widowers  could  inherit  the  earnings  records  of 
their  deceased  spouses.  Also,  no  earnings  test  would  be  applied  to  the  upper  deck. 

Another  restructuring  plan  that  has  been  suggested  by  economists  Alicia  Munnell 
and  others  would  eliminate  the  duality  of  goals  within  social  security  by  shifting  its 
transfer  (or  welfare)  function  to  a  means-tested,  but  improved,  SSI  program,  while 
strengthening  the  earnings  replacement  function  of  the  payroll-tax  financial  social 
security  system.  Our  Associations  have  been  recommending  such  an  approach  to 
reform  since  1974.  Compared  to  the  double-decker  system,  this  type  of  two  tiered 
structure  would  achieve  the  same  financing  and  benefit  structure  rationalization  of 
the  system's  equity  and  adequacy  goals,  but  with  greater  target  efficiency.  Since  we 
now  have  two  separate  instruments,  namely  social  security  and  SSI,  the  sorting  out 
of  these  two  functions  between  these  two  instruments  would  permit  a  more  rational 
and  economically  effective  allocation  of  limited  resources.  The  nation's  resources 
(Gross  National  Product)  are  not  increasing  in  "real"  terms  as  rapidly  as  they  did  in 
the  past  because  of  the  adverse  economic  trends  previously  described.  Since,  in  the 
future,  we  are  likely  to  find  ourselves  allocating  a  fixed  share  of  a  more  slowly 
growing  resource  pie  among  an  expanded  elderly  population,  this  type  of  structure, 
rather  than  a  double-decker  plan,  may  be  necessary. 

Our  proposed  restructuring  would  entail  a  gradual  phasing-out  of  the  weighted 
benefit  formula  and  all  derivative  benefits  (which  are  paid  to  workers'  dependents) 
under  the  OASDI  program.  As  these  features  are  being  phased-out,  primary  benefits 
payable  to  workers  should  be  increased  to  reach  the  desired  50  to  60  percent 
replacement  rate  and  the  SSI  Program  (which  would  be  responsible  for  performing 
the  minimum  income  support  function)  should  be  substantially  improved.  Federal 
SSI  payment  levels  should  be  increased  at  least  to  the  poverty  threshold,  the  costs 
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of  state  supplementation  should  be  shared  by  the  federal  government,  and  the 
resources  or  assets  test  should  be  eliminated. 

Economist  Henry  Aaron  has,  in  the  past,  supported  a  two-tiered  approach  to 
social  security  reform.  In  testimony  before  this  Committee,  however,  he  indicated  a 
change  in  his  position,  citing  two  reasons:  first,  the  welfare  stigma  and  burden  of 
applying  for  the  lower  tier  benefits  would  discourage  many  legally-entitled  recipi- 
ents from  claiming  benefits;  and  second,  the  costs  of  administering  a  means-tested 
program  would  be  too  high. 

Although  we  acknowledge  that  the  welfare  stigma  has  been  a  significant  factor  in 
the  low  rates  of  elderly  participation  in  the  SSI  program,  we  do  not  believe  the 
future  elderly  generation  will  have  the  same  attitudes  toward  welfare  programs 
(particularly  if  they  have  paid  taxes  over  a  longer  working  life)  as  the  current 
generation  of  older  persons.  It  is  this  future  generation,  not  the  current  elderly,  that 
would  be  affected  by  this  type  of  structural  reform  in  the  system.  With  respect  to 
the  administrative  costs  associated  with  a  means-tested  program,  we  believe  that 
elimination  of  the  assets  test  would  substantially  reduce  administrative  burdens  as 
well  as  remove  one  of  the  more  demeaning  aspects  of  the  programs. 

E.  Price  vs.  wage-indexing  of  the  benefit  formula 

Two  proposals  that  would  introduce  price-indexing  in  place  of  wage-indexing  in 
the  benefit  formula  have  surface  recently.  One  proposal  would  price-index  the  "bend 
point"  of  the  formula  and  yield  a  long-range  savings  of  2.56  percent  of  taxable 
payroll.  Another  proposal  would  price-index  only  earnings  records  and  yield  a  long- 
range  savings  of  1.47  percent  of  taxable  payroll.  If  these  proposals  were  implement- 
ed together,  it  is  estimated  that  cost  savings  for  the  system  would  approximately  be 
3.51  percent  of  taxable  payroll. 

According  to  recent  SSA  estimates,  price-indexing  both  the  bend  points  and 
earnings  histories  would  cause  replacement  rates  for  average  earners  (retiring  at 
age  65)  to  fall  from  51.1  percent  in  1980  to  33.2  percent  by  2010  and  to  22.3  percent 
by  2055.  Replacement  rates  for  low-earners  would  drop  form  64.0  percent  in  1980  to 
41.5  percent  by  2010  and  to  32.1  percent  in  2055  and  for  high  earners,  rates  would 
drop  from  32.5  percent  in  1980  to  21.0  percent  in  2010  and  to  16.1  percent  in  2055. 
Under  price-indexing,  social  security  income  for  most  earners  would  be  reduced  by 
over  one-third  by  2010  and  cut  in  half  by  2055  when  compared  to  the  income  that 
the  present  system  yields  to  current  retirees. 

Clearly,  these  price-indexing  proposals  would  substantially  shrink  the  role  of 
social  security,  causing  it  to  contribute  far  less  than  the  current  system  would  to 
the  future  income  stream  of  the  elderly.  Proponents  of  these  proposals  argue  that 
the  purchasing  power  of  future  benefit  awards  would  be  maintained  at  current 
levels  under  a  price-indexed  system.  This  argument,  however,  attempts  to  mask  the 
fact  that  price-indexing  would  cause  the  living  standards  of  the  future  elderly  to 
greatly  decline,  because  a  far  smaller  share  of  pre-retirement  earnings  would  be 
replaced  by  the  system.  Since  social  security  is,  and  will  continue  to  be,  the  primary 
source  of  income  for  the  elderly,  it  is  inevitable  that  price-indexing  will  not  only 
cause  a  significant  deterioration  in  living  standards,  but  also  a  resurgence  of  ex- 
tremely high  poverty  rates  among  the  future  elderly. 

In  addition,  implementing  price-indexing  of  both  wage  histories  and  bend  points 
would  amount  to  overkill  in  terms  of  reducing  the  system's  long-term  deficit  since 
together  they  would  cut  expenditures  by  3.51  percent  of  taxable  payroll.  The  1980 
Social  Security  Trustees'  Report  estimated  a  long-range  deficit  of  1.2  percent  of 
taxable  payroll,  using  intermediate  assumptions.  Each  of  the  price-indexing  propos- 
als would  separately  exceed  the  cost  savings  necessary  to  eliminate  this  deficit.  And, 
when  combined  with  the  proposal  to  raise  the  retirement  age,  which  is  estimated  to 
save  1.42  percent  of  taxable  payroll,  price-indexing  would  do  nothing  less  than  gut 
.  the  system. 

Some  policy  analysts,  like  Henry  Aaron,  have  argued  that  price-indexing  (begin- 
ning in  1995)  would  sufficiently  reduce  the  long-run  deficit  and  provide  future 
Congresses  the  option  of  increasing  benefits  (after  price-indexing  has  reduced  them). 
In  our  opinon,  it  would  be  impossible  to  restore  the  replacement  rates  that  would 
have  been  produced  by  a  wage-indexed  formula  because,  at  that  future  point  in 
time,  Congress  would  be  left  with  having  to  utilize  the  crude  and  inefficient  device 
i  of  simply  legislating  across-the-board  benefit  increases  for  persons  already  on  the 
rolls  without  regard  to  how  much  (or  how  little)  recipients'  benefits  were  altered  by 
the  price-indexed  formula. 

If  a  shift  to  price-indexing  were  made,  major  structural  damage  would  be  done  to 
social  security  and  that  damage  would  probably  be  irreparable.  Productivity  gains 
made  by  workers  and  reflected  in  the  increased  wage  levels  attained  throughout 
their  working  careers  would  not  be  passed  through  to  their  ultimate  benefit  awards. 
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It  makes  little  sense  to  introduce  price-indexing  features  into  a  system  that  was 
designed  to  be  wage-related. 

Rather  than  attempting  to  reduce  benefits  in  such  a  distorted  manner,  Congress 
would  do  a  greater  service  to  present  and  future  elderly  generations  by  restructur- 
ing the  system  so  that  it  strongly  encourages  older  persons  to  work,  utilizes  more 
diverse  and  flexible  revenue  sources,  and  has  a  benefit  structure  that  is  more 
equitable  and  that  operates  in  a  less  wasteful  and  target  efficient  manner. 

IV.  SUMMARY 

In  summary,  our  Associations  are  convinced  that  the  current  social  security 
financing  and  benefit  structures  cannot  be  perpetuated  into  the  21st  Century. 
Without  a  major  and  comprehensive  restructuring  of  this  program,  the  future 
elderly  may  not  be  able  to  rely  on  it  as  a  major  contributor  to  retirement  income. 
Attempts  to  perpetuate  the  current  structure  will  eventually  lead  to  either  massive 
payroll  tax  increases  of  benefits  cuts  of  the  same  magnitude.  Raising  the  retirement 
age  and  price-indexing  the  benefit  formula  would  represent  such  cuts.  As  a  response 
to  the  long-term  trends,  we  would  prefer  that  a  more  aggressive  elderly  work 
incentive  strategy  be  pursued,  coupled  with  a  clear  separation  of  social  security's 
divergent  functions  into  two  separate  benefit  and  financing  structures. 

Mr.  Pickle.  We  thank  you,  Mr.  Hacking.  You  have  given  us  a  lot 
of  good  information. 

I  am  somewhat  disturbed  that  you  are  against  any  kind  of  a  cap 
on  the  cost  of  living,  or  any  change  in  the  indexing  of  the  cost-of- 
living  formula. 

You  are  against  transfer  of  any  of  the  medicare  costs  into  the 
general  revenue.  You  are  against  raising  the  age  limit.  You  are  for 
increasing  the  benefits. 

You  say  you  would  finance  through  general  revenue,  temporar- 
ily. Do  you  think  the  Congress  can  finance  it  for  1  year,  2  years  in 
general  revenue,  and  not  get  hooked  on  that  approach? 

Mr.  Hacking.  Yes,  Mr.  Chairman,  we  certainly  do. 

We  think  the  way  it  is  done  through  legislation  will  determine 
the  way  in  which  the  general  revenues  will  be  used.  We  would 
have  that  legislation  impose  strict  limitation  on  the  duration  of  use 
of  general  revenues  and  the  extent  to  which  they  are  relied  upon 
to  supplement  the  payroll  tax  structure. 

We  have  described  in  some  detail  how  these  general  revenue 
mechanisms  could  work.  Let  me  reiterate  what  I  said  earlier.  Be- 
cause we  are  talking  about  a  short-term  social  security  financing 
problem,  we  think,  in  view  of  the  equities  and  in  view  of  persons' 
expectations  and  entitlements,  there  really  is  no  other  realistic  , 
choice.  We  fully  appreciate  how  distasteful  are  the  options  among 
which  Members  of  Congress  must  choose.  There  has  been  much 
said  in  opposition  to  the  introduction  of  general  revenue.  But  the 
problem  is  that  a  choice  has  to  be  made,  even  though  none  of  the 
options  is  good.  The  one  we  are  proposing  is  simply  the  best  of  a  • 
bad  lot. 

Mr.  Pickle.  You  claimed  if  we  were  to  transfer  any  of  the  cost  of 
the  HI  program  to  general  funds,  that  would  be  using  general 
revenue,  and  that  would  lead  to  the  introduction  of  a  needs  test  or 
welfare  test,  and  you  are  opposed  to  that.  I  think  the  committee 
would  be  against  the  proposition  of  a  needs  test  in  social  security. 

Yet,  on  the  other  hand,  you  feel  that  putting  general  revenue 
directly  into  the  cash  benefits  programs  would  not  result  in  or  lead 
to  the  introduction  of  a  needs  test  there.  It  seems  to  me  like  one 
follows  the  other.  If  you  take  it  from  the  general  revenue,  there  is 


447 


going  to  be  a  weakening  in  the  discipline  maintained  in  social 
security  as  we  have  always  known  it. 

The  problem  we  face  is  that,  on  a  short-term  basis,  we  have 
enormous  cost,  and  somehow  we  have  to  give  confidence  to  the 
American  people  that  the  money  is  going  to  be  there  to  meet  those 
costs.  We  have  to  take  some  action.  I  don't  think  we  can  solve  the 
problem  by  just  going  to  general  revenue,  That  may  hurt  us  in  the 
long  run. 

As  you  say,  it  is  a  tough  decision  the  committee  faces. 

Mr.  Hacking.  I  understand  the  point  you  raise,  Mr.  Chairman, 
and  we  share  your  concern.  However,  I  ask  you  again  to  look  at  the 
history  of  the  problem  here.  In  the  mid-1970's,  we  had  a  short-term 
problem  in  the  cash  benefits  programs  just  as  we  do  now.  The 
problem  then,  as  now,  was  the  result  of  the  effect  that  the  high 
rate  of  inflation,  the  high  rate  of  unemployment,  and  the  low  real 
wage  and  real  GNP  growth  rates  had  on  the  programs. 

Inflation  drives  the  benefits  up,  and  thus  the  cost  of  the  program 
while  high  unemployment  and  low  rates  of  real  wage  and  real 
GNP  growth  cut  into  revenue,  thus  producing  the  shortfall.  It  does 
not  make  sense  to  reach  over  into  another  program—namely  medi- 
care— to,  in  effect,  bail  out  other  programs  that  are  having  a 
problem? 

The  last  time  the  Congress  acted  to  deal  with  this  problem,  they 
elected  to  stack  up  more  payroll  taxes  in  the  short  term,  but  that 
didn't  work.  We  have  done  that.  The  proposal  that  would  introduce 
general  revenues  into  HI  to  allow  a  shift  of  the  HI  portion  of  the 
payroll  tax  over  to  the  cash  benefits  program  amounts  to  nothing 
more  than  putting  more  payroll  taxes  in  place  to  support  cash 
benefits,  even  though  there  is  no  assurance  that  the  economic 
projections  on  which  the  size  of  the  payroll  tax  increase  in  cash 
benefits  will  be  predicated,  will  turn  out  to  be  reasonably  accurate. 

Mr.  Pickle.  This  committee  would  hope  we  could  find  some  way 
to  finance  the  social  security  program  that  does  not  make  the 
program  so  dependent  on  the  inflationary  factor  or  economic  condi- 
tions. We  all  desire  that.  The  question  is,  how  do  you  do  that?  If  we 
had  not  passed  the  1977  act,  I  wonder  if  you  could  tell  us  what 
situation  we  would  be  in  today.  It  hasn't  been  the  total  answer, 
because  of  inflation,  but  without  it  we  would  absolutely  have  been 
sunk.  The  decision  we  have  is  not  easy.  There  is  an  effort  to  take  it 
from  general  revenue,  but  I,  for  one,  would  oppose  that,  per  se. 

Mr.  Archer? 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Jim,  thank  you  for  coming  before  our  committee  today.  I  know 
your  group  has  been  actively  concerned  and  working  on  this  prob- 
lem. We  appreciate  your  contribution. 

Did  you  give  any  consideration  to  the  covering  of  Federal  em- 
ployees, and,  if  so,  what  is  your  position  on  that? 

Mr.  Hacking.  We  view  this  issue  in  the  context  of  what  I  basical- 
ly outlined  in  terms  of  a  long-term  restructuring  of  social  security. 

It  is  very  well  known  that  public  employee  groups  which  are 
covered  by  retirement  systems  that  are  not  integrated  with  social 
security  can  very  readily  split  their  employment  histories  and  pick 
up  windfalls  from  social  security.  In  effect,  social  security  ends  up 
subsidizing  them. 
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What  we  want  to  do  over  the  long  term  is  to  sort  out  the  social 
security  functions — the  pension  function  from  the  welfare  and 
social  adequacy  functions  and  introduce  with  respect  to  the  pension 
function  a  proportional  benefit  formula  such  that,  in  the  future,  no 
one  could  get  from  social  security  anything  he  didn't  pay  for.  In 
effect  then,  public  employee  groups  which  elect  to  remain  outside 
the  system  and  be  covered  by  separate  nonintegrated  retirement 
programs  would  end  up  subsidizing  social  security. 

In  other  words,  over  the  long  term  we  would  reverse  the  game  on 
them.  If  they  elect  to  stay  out,  fine,  but  if  they  do,  they  are  going 
to  end  up  subsidizing  social  security  in  a  number  of  ways — through 
general  revenue  tax  payments  that  would  end  up  funding  and 
supporting  the  welfare  aspects  of  social  security  for  example.  Also, 
to  the  extent  that  they  split  their  employment  histories  but  work 
less  than  10  years  in  social  security-covered  employment  the  pay- 
roll taxes  they  pay  in  would  yield  them  no  benefit. 

Having  reversed  the  financial  rewards  on  them,  if  these  groups 
elect  to  stay  out,  it  will  be  to  their  detriment.  We  would  have  it 
that  way.  We  would  do  that  as  opposed  to  simply  mandating  cover- 
age for  these  groups  as  has  been  proposed. 

Mr.  Archer.  If  it  was  mandated,  how  would  you  react  to  that? 
Would  you  be,  on  balance,  supportive,  or,  on  balance,  in  opposition? 

Mr.  Hacking.  Congressman  Archer,  you  know  that  the  mandate 
coverage  issue,  fortunately  or  unfortunately,  but  just  as  a  matter  of 
fact,  is  a  highly  emotional  and  highly  charged  issue.  It  is  almost  as 
volatile  as  proposals  to  tax  benefits.  Every  time  it  comes  up,  we  see 
the  mail  come  in  from  our  members  all  around  the  country.  We 
have  many,  public  employee  retirees  among  our  12V2  million  mem- 
bers, and  you  can  see  the  fear  people  have  when  this  proposal  is 
discussed.  They  get  excited;  they  get  anxious;  they  wonder  whether 
we  are  going  to  prevent  this  sort  of  thing  from  happening.  No 
matter  how  much  you  try  to  educate  them  that  they  will  not  be 
damaged  by  this  proposal,  that  is  not  the  way  it  is  perceived  by 
them.  I  think  the  burden  of  educating  people  to  understand  that  it 
wouldn't  affect  people  who  are  currently  retired  or  who  are  near- 
ing  retirement  is  just  insurmountable  at  this  point.  The  issue  is  too 
emotionally  charged. 

Mr.  Archer.  You  didn't  answer  my  question,  but  I  understand 
what  you  are  telling  me.  You  are  telling  me  that*  as  an  official 
representive  of  your  organization,  you  can't  answer  it.  I  am  aware 
of  the  difficulties  that  confront  you  in  that  regard. 

You  have  mentioned  that  you  are  not  for  extending  the  retire- 
ment age.  I  think  we  have  to  stand  up  to  this.  You  have  said  all 
along  that  changes  should  be  phased  in  over  as  long  a  period  as 
possible,  so  we  don't  do  something  disruptive.  I  think  in  that  area 
we  have  to  give  warning  many  years  in  advance  before  we  do 
something  of  that  nature. 

When  you  come  out  against  extending  the  retirement  age,  where 
it  affects  any  of  your  existing  members,  I  am  disappointed  in  that. 
Your  existing  membership  would  not  be  affected  by  that. 

No.  2,  I  am  disappointed  because  I  think  it  doesn't  face  up  to 
reality. 

There  are  many  projections  right  now  that  in  this  country  aver- 
age life  expectancy  after  the  year  2020  is  going  to  be  over  90  years. 
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Now,  is  your  organization  going  to  cling  forever  to  the  concept 
that  when  life  expectancy  hits  130  years  that  we  are  only  going  to 
work  half  of  our  lives  and  draw  off  of  the  productive  sector  for  half 
of  our  lives  for  65  years?  When  are  you  going  to  turn  around  and 
recognize  the  fact  that  this  is  not  going  to  work?  At  what  point? 
How  long  does  life  expectancy  have  to  be  before  you  and  your 
organization  are  willing  to  come  to  us  and  say,  "Yes,  we  finally 
realized  we  have  to  extend  the  retirement  age"? 

Mr.  Hacking.  We  are  really  not  as  far  apart  as  you  think.  A 
major  point  I  made  in  my  prepared  remarks  was  that  in  dealing 
with  the  demographic  shift,  what  we  want  to  do  is  to  extend  the 
worklife  of  the  future  elderly  population  by  providing  people  with 
sufficient  incentives  such  that  they  are  going  to  elect  to  remain 
active,  employed,  and  off  the  rolls,  and  they  are  going  to  remain 
productive  workers  paying  taxes  longer  than  they  do  today. 

That  is  the  objective.  The  question  then  is  how  do  you  go  about 
achieving  that  objective?  Some  of  the  things  you  have  recommend- 
ed in  the  past,  like  eliminating  the  earnings  test,  for  example  

Mr.  Archer.  I  compliment  you  for  that  proposal,  but  we  are 
talking  about  creating  greater  incentives  for  people  to  work  while 
at  the  same  time  using  social  security.  I  am  worried  about  the  cost 
that  will  put  on  the  system,  as  we  have  greater  and  greater  life 
expectancy  and  we  have  to  create  the  bonuses  and  the  incentives  to 
make  people  work,  other  than  the  later  incentives  of  having  later 
retirement,  as  we  are  physically  and  mentally  able  to  work  for  a 
longer  period  of  time.  I  think  we  are  not  facing  the  ultimate 
demographic  problems. 

I  would  hope  maybe  you  all  would  come  back  and  support  an 
extension  of  the  retirement  age  when  you  look  at  the  tremendous 
increase  in  longevity  that  is  ahead  of  us. 

Mr.  Hacking.  I  just  want  to  say  again  our  objective  is  to  extend 
the  worklife  and  keep  people  off  the  rolls;  in  other  words,  to  turn 
around  or  reverse  the  early-retirement  trend.  What  we  are  talking 
about  now  is  how  you  achieve  these  objectives.  Is  it  through  just 
raising  the  age  for  full  benefits?  We  don't  think  that  is  going  to 
work,  especially  by  itself.  We  think  you  are  going  to  have  to  do  a 
large  number  of  things  in  order  to  get  the  effects  we  are  striving 
for;  namely,  extended  worklife  and  people  getting  on  the  rolls  at  a 
much  later  point  in  time  than  they  currently  do. 

As  to  the  objectives,  we  couldn't  agree  more:  Keep  people  off  the 
rolls,  employed  and  paying  taxes  while  they  are  physically  able  to 
work  and  they  want  to  need  or  work.  That,  we  think,  is  going  to  be 
the  major  component  of  the  answer  to  the  long-term  problem  that 
is  confronting  the  system. 

Mr.  Archer.  Thank  you  very  much. 

Mr.  Pickle.  Are  there  further  questions? 

Mr.  Guarini.  What  kind  of  incentives  should  we  give  to  people 
who  are  over  65  to  work,  in  your  opinion?  How  would  you  structure 
incentives? 

Mr.  Hacking.  Congressman,  our  organizations  have  for  quite  a 
number  of  years  now  advocated  what  we  call  an  older  worker 
employment  strategy  which  includes  a  number  of  major  compo- 
nents. First  of  all,  we  need  to  eliminate  those  things  that  currently 
exist  that  are  barriers  to  employment  of  older  people — like,  for 
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example,  mandatory  retirement  policies.  The  Congress  took  a 
major  step  a  few  years  ago  in  lifting  the  age  limit  for  protection 
against  mandatory  and  forced  retirement. 

Mr.  Guarini.  What  kind  of  incentives  can  we  talk  about? 

Mr.  Hacking.  One  incentive  is  delayed  retirement  credits  in  the 
social  security  program.  Some  of  this  already  exists,  but  it  is  much 
too  small  to  really  act  as  the  kind  of  incentive  that  really  needs  to 
be  introduced  to  get  people  to  elect  to  continue  working,  and  to 
continue  to  accrue  benefit  credits. 

Mr.  Guarini.  Have  you  any  suggestion  on  how  many  billions  of 
dollars  that  would  cost  us? 

Mr.  Hacking.  I  think  we  could  provide  that  for  the  record, 
Congressman.  I  don't  have  those  figures  with  me. 

Mr.  Guarini.  You  are  talking  about  increased  costs  when  you 
are  talking  about  tax  credits. 

Mr.  Hacking.  We  are  also  talking  about  increased  revenue,  be- 
cause of  the  length  in  worklife  and  the  tax  payments  that  will  be 
made  with  respect  to  wage  income. 

Mr.  Guarini.  I  would  like  to  see  any  information  you  have  on 
that.  May  I  ask  you  whether  or  not,  if  you  are  not  for  the  extension 
and  70  percent  of  the  people  now  retire  at  the  age  of  62,  you  would 
recommend  eliminating  the  age  62  retirement. 

Mr.  Hacking.  We  believe  the  early  retirement  trend  has  to  be 
reversed.  That  trend  is  unsupportable  in  the  future. 

Mr.  Guarini.  Is  it  your  position  to  eliminate  the  age  62  retire- 
ment? It  was  an  option  started  for  women,  first,  and  then  they 
picked  it  up  for  men,  but  it  was  never  intended  in  the  original 
program. 

Mr.  Hacking.  No,  our  proposal  is  not  to  eliminate  that.  We  need 
to  maintain  options  for  those  people  who  simply  cannot  work — 
people  who  become  chronically  disabled,  but  are  not  totally  dis- 
abled, or  people  who  find  themselves  involuntarily  unemployed  and 
can't  find  work. 

Mr.  Guarini.  Would  you  be  in  favor  of  eliminating  the  maximum 
tax  base,  the  base  of  the  $29,000,  or  whatever  it  is,  in  order  to  get  a  L 
broader  approach  to  more  finances  for  funding  the  program? 

Mr.  Hacking.  The  amount  of  revenue  that  would  be  derived  ' 
from  eliminating  the  taxable  maximum  is  really  not  very  large. 
More  importantly,  however,  there  is  always  the  fear  that  if  you  do 
that,  you  may  end  up  crowding  out  or  in  some  way  harming  the 
private  pension  system.  We  have  not  supported  eliminating  the 
taxable  maximum  in  the  past. 

Mr.  Guarini.  You  don't  think  the  rich  should  pay  for  the  elderly . 
like  we  do  our  other  Treasury  programs,  or  for  our  other  human- 
resource  programs?  That  this  should  be  a  program  that  could  fund 
itself  and  provide  for  itself?  That  it  should  be  self-sufficient? 

Mr.  Hacking.  I  think  you  asked  two  questions  there.  Certainly  it 
is  appropriate  through  the  income  tax  structure  which  is  a  progres- 
sive tax,  to  transfer  income  from  those  who  have  more  to  those 
who  have  less. 

Mr.  Guarini.  We  graduate  our  income  tax  and  pay  for  our  other 
types  of  programs.  Why  don't  we  do  it  for  our  social  security? 

Mr.  Hacking.  In  the  long  term  we  are  promoting  something 
along  those  lines.  We  want  to  separate  the  pension  function  from 
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the  welfare  and  social  adequacy  functions  within  the  context  of 
social  security  and  fund  those  latter  functions  out  of  general  rev- 
enues that  would  be  raised  through  the  progressive  income  tax 
structure. 

Mr.  Guarini.  I  understand  you  don't  want  to  pay  for  HI  from 
Treasury  funds;  that  you  want  to  keep  it  in  the  social  security 
fund;  is  that  right? 

Mr.  Hacking.  In  the  short  term  we  are  advocating  that,  to  the 
extent  general  revenues  are  needed  to  compensate  social  security 
for  the  adverse  financial  effects  that  high  rate  inflation  and  other 
related  economic  factors  have  on  it,  those  general  revenues  should 
be  put  directly  into  the  cash  benefits  programs.  We  would  leave 
medicare  alone  at  this  time. 

Mr.  Guarini.  You  see  no  inconsistency? 

Mr.  Hacking.  No,  because  the  short-term  social  security  problem 
is  the  result  of  economic  conditions.  We  think  the  system  has  to  be 
compensated  for  the  damage  economic  conditions  have  caused. 

Mr.  Guarini.  On  the  CPI,  do  you  feel  the  current  CPI  is  fair  or 
would  you  advocate  an  additional  CPI  instead  of  the  other  one? 

Mr.  Hacking.  We  have  always  advocated  that  there  should  be  a 
separate  CPI  that  accurately  reflects  the  marketbasket  of  goods 
and  services  that  the  elderly  consume. 

Mr.  Guarini.  That  has  never  been  attacked  by  this  Government. 

Mr.  Hacking.  No. 

Mr.  Pickle.  Mr.  Hacking,  we  thank  you  again.  You  are  a  tough 
adversary.  We  respect  your  organization  and  the  contributions  you 
have  made. 

Mr.  Hacking.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Austin,  do  you  wish  to  have  your  statement 
made  a  part  of  the  record? 

Mr.  Austin.  Yes,  sir.  We  have  submitted  a  prepared  statement 
which  I  would  like  to  have  put  in  the  record.  In  the  interest  of 
time,  I  have  prepared  a  brief  summary,  which  I  would  like  to  read, 
if  I  may. 

Mr.  Pickle.  We  will  include  both  your  statement  and  that  of  Mr. 
Eichelberger  for  the  record,  and  we  will  recognize  you  now. 

STATEMENT  OF  KENNETH  R.  AUSTIN,  CHAIRMAN,  SOCIAL  SE- 
CURITY COMMITTEE,  AMERICAN  COUNCIL  OF  LIFE  INSUR- 
ANCE (CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER,  EQUITA- 
BLE LIFE  INSURANCE  CO.  OF  IOWA),  ACCOMPANIED  BY 
ARTHUR  S.  FEFFERMAN,  DIRECTOR  OF  TAX,  PENSION  AND 
SOCIAL  SECURITY  ANALYSIS 

Mr.  Austin.  Thank  you,  Mr.  Chairman. 

I  am  Kenneth  R.  Austin,  chairman  of  the  Equitable  Life  Insur- 
ance Company  of  Iowa.  I  am  appearing  here  today  to  present  the 
views  of  the  American  Council  of  Life  Insurance,  in  my  capacity  as 
chairman  of  its  Social  Security  Committee.  With  me  is  Arthur 
Fefferman,  of  the  Council's  staff. 

In  the  interest  of  time,  I  will  summarize  my  remarks  and  request 
that  my  complete  statement  be  inserted  in  the  record. 

We  believe  that  action  must  be  taken  now  to  place  social  security 
on  a  sound  financial  basis,  with  adequate  tax  revenues  to  meet 
scheduled  payments.  In  addition,  social  security  costs  must  be  kept 
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within  the  limits  of  the  Nation's  fiscal  capacity.  Accordingly,  we 
recommend  the  following: 

First,  social  security  should  continue  to  be  financed  by  payroll 
taxes  paid  equally  by  covered  workers  and  employers.  Payroll  tax 
rates  should  be  set  at  levels  that  are  adequate  to  finance  the 
benefits  provided  by  law.  In  view  of  the  substantial  deficits  project- 
ed, scheduled  payroll  taxes  should  not  be  reduced  either  directly  or 
indirectly  by  allowing  taxpayers  to  credit  part  of  their  social  secu- 
rity taxes  against  their  income  taxes.  This  would  be  in  effect  a  use 
of  general  revenues  to  finance  social  security,  which  would  be 
likely  to  increase  our  already  large  budget  deficits  and  reduce 
confidence  in  social  security. 

Second,  benefits  should  continue  to  be  adjusted  for  inflation  in 
order  to  preserve  their  role  as  a  floor  of  protection.  However,  the 
present  Consumer  Price  Index  should  be  examined  carefully  to 
determine  whether  it  accurately  reflects  changes  in  the  cost  of 
living  for  social  security  beneficiaries  and  whether  revisions  are 
needed  to  avoid  overstating  increases  in  such  living  costs. 

Moreover,  there  is  a  broad  question  whether  the  Nation  can 
afford  to  completely  insulate  from  inflation  social  security  benefi- 
ciaries, or  indeed  any  other  group. 

One  possibility  would  be  to  limit  the  annual  increase  in  social 
security  benefits  by  automatic  indexing  to  a  specified  percentage  of 
the  increase  in  the  CPI. 

Another  possibility  would  be  to  limit  the  annual  increase  in 
benefits  to  the  increase  in  wages  for  years  when  wages  increase 
less  than  the  CPI,  with  provision  for  an  automatic  catch-up  adjust- 
ment in  benefits  in  later  years  when  wages  rise  more  rapidly  than 
the  CPI. 

Third,  the  normal  retirement  age  under  social  security  should  be 
increased  gradually  to  age  68,  beginning  about  the  turn  of  the 
century.  This  would  recognize  that  Americans  are  now  living 
longer  and  are  generally  able  to  work  longer.  It  would  eliminate 
about  two-thirds  of  the  long-term  average  deficit  projected  on  the  jj 
basis  of  the  intermediate  assumptions  of  the  1980  trustees  report. 

Fourth,  eventually  mandatory  coverage  under  social  security  | 
should  be  provided  for  all  Government  employees  and  employees  of 
nonprofit  organizations  in  a  way  which  assures  that  present  em- 
ployees who  spend  their  entire  careers  in  such  employment  do  not  f 
have  less  overall  benefit  protection.  As  a  step  toward  this  goal,  ; 
coverage  with  respect  to  future  employment  should  be  extended  to 
new  Federal  civilian  employees,  new  State  and  local  government 
employees,  all  present  employees  of  State  and  local  governments  | 
who  are  not  under  an  existing  retirement  system,  and  all  employ- 
ees of  nonprofit  institutions.  This  social  security  coverage  should  be  ! 
integrated  with  any  pension  plans  of  the  employees  involved. 

Fifth,  we  support  phasing  out  the  minimum  benefit,  and  benefits 
for  full-time  students,  aged  18-21,  which  are  a  costly  and  inefficient 
means  of  achieving  their  objectives.  We  also  support  the  concepts 
in  the  administration's  proposals  to  tighten  the  administration  of 
D.I.  benefits  and  to  curtail  excessive  benefits.  This  would  build  on 
the  substantial  improvements  provided  by  the  disability  amend- 
ments of  1980,  which  were  sponsored  by  Chairman  Pickle  and 
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unanimously  approved  by  this  subcommittee  and  the  Ways  and 
Means  Committee. 

Sixth,  finally,  pressures  for  placing  increased  financial  burdens 
on  social  security  should  be  reduced  by  maintaining  a  favorable 
environment  for  the  growth  of  voluntary  pension  plans  and  other 
private  savings  for  retirement.  It  is  widely  recognized  that  the 
historic  purpose  of  social  security  is  to  provide  a  basic  floor  of 
protection  and  that  voluntary  private  pensions  and  other  private 
savings  have  the  job  of  supplementing  this  basic  floor. 

To  the  extent  that  such  private  retirement  savings  are  encour- 
aged through  appropriate  tax  measures — such  as  raising  the  tax- 
deductible  limits  for  contributions  to  IRA's  and  H.R.  10  plans  and 
allowing  employees  covered  by  pension  plans  to  participate  in  IRAs 
and  to  deduct  their  own  contributions  to  pension  plans  within  the 
IRA's  limits — demands  for  costly  expansion  of  social  security  bene- 
fits are  reduced,  and  provision  is  made  for  the  capital  formation 
that  is  essential  for  a  dynamic  economy  with  stable  price  levels. 

This  concludes  our  specific  recommendations.  We  appreciate  this 
opportunity  to  present  our  views  on  the  financing  of  social  security. 

[The  prepared  statement  follows:] 

Statement  of  Kenneth  R.  Austin  for  the  American  Council  of  Life 

Insurance 

I  am  Kenneth  R.  Austin,  Chairman  and  Chief  Executive  Officer  of  the  Equitable 
Life  Insurance  Company  of  Iowa  and  hold  comparable  positions  with  several  affili- 
ated life  insurance  companies.  I  also  serve  as  Chairman  of  the  Committee  on  Social 
Security  of  the  American  Council  of  Life  Insurance.  With  me  is  Arthur  S.  Feffer- 
man,  Director  of  Tax,  Pension  and  Social  Security  Analysis  of  the  Council.  We  are 
appearing  here  today  on  behalf  of  the  Council  which  represents  510  life  insurance 
companies.  These  companies  account  for  95  percent  of  the  life  insurance  in  force  in 
the  United  States  and  97  percent  of  the  assets  of  all  life  insurance  companies. 

We  are  particularly  pleased  that  your  distinguished  Subcommittee  is  holding  this 
public  hearing  on  Social  Security  financing.  Social  Security  performs  a  vital  and 
indispensable  function  in  providing  floor  of  protection  for  our  older  population  in 
the  areas  of  retirement  and  health  and  for  all  our  population  in  the  areas  of 
disability  and  survivor  protection.  For  this  reason,  it  is  essential  that  the  system 
function  properly  and  be  financed  adequately. 

Social  Security  now  faces  severe  financial  problems.  The  retirement  program, 
OASI,  faces  acute  short-range  financial  problems  which  are  being  accentuated  by 
stagflation  which  increases  benefits  and  decreases  receipts.  According  to  the  latest 
published  estimates,  as  contained  in  your  subcommittee  print  "Social  Security  and 
Economic  Cycles"  (November  12,  1980),  unless  remedial  action  is  taken,  the  OASI 
trust  fund  will  be  depleted  in  early  1982,  when  funds  will  become  insufficient  to  pay 
the  benefits  that  are  due.  The  system  also  faces  long-run  deficits  on  the  basis  of 
what  now  seems  to  be  the  most  reasonable  economic  and  demographic  estimates. 
The  projected  deficits  increase  substantially,  beginning  in  the  second  quarter  of  the 
next  century  when  the  ratio  of  Social  Security  recipients  to  active  workers  will 
increase  to  relatively  high  levels,  placing  heavy  financial  burdens  on  the  active 
workers  who  support  the  system. 
Public  Law  96-403,  adopted  late  last  year,  improved  the  short-run  position  of  the 
t  OASI  program  by  reallocating  a  portion  of  the  total  Social  Security  tax  income  from 
:  the  DI  program  to  OASI  in  1980  and  1981.  In  view  of  the  current  financial  problems 
j  of  OASI,  some  reallocation  of  a  greater  portion  of  Social  Security  tax  receipts  to 
OASI  should  be  continued  beyond  1981. 
Moreover,  the  OASI,  DI  and  Hospital  Insurance  (HI)  trust  funds  should  be  author- 
l  ized  to  borrow  from  each  other  if  this  is  found  to  be  necessary  to  prevent  any  of 
|  these  funds  from  declining  to  inadequate  levels. 

However,  such  actions  are  merely  "band-aids"  and  provide  only  temporary  short- 
j  run  relief.  They  do  not  resolve  the  underlying  financial  problems  of  the  Social 
Security  system  and  should  not  be  permitted  to  distract  from  the  basic  actions  that 
\  are  required  to  place  the  system  on  a  sound  financial  basis.  Social  Security  is  too 
.  important  for  our  older  population  and  the  Nation  to  permit  the  present  financial 
imbalances  to  continue. 
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We  therefore  urge  that  the  following  seven  basic  actions  be  taken  to  achieve  a 
financially  sound  Social  Security  system.  These  actions  have  two  major  objectives: 
(1)  to  provide  adequate  tax  revenue  to  pay  Social  Security  benefits  when  they  come 
due  and  (2)  to  keep  Social  Security  costs  within  the  limits  of  the  Nation's  fiscal 
capacity  by  moderating  projected  sharp  increases  in  benefits. 

RECOMMENDED  ACTIONS  TO  PLACE  SOCIAL  SECURITY  ON  A  SOUND  FINANCIAL  BASIS 

1.  Social  Security  should  continue  to  be  financed  solely  through  payroll  taxes  paid 
equally  be  covered  workers  and  employers.  Such  payroll  taxes  enable  covered  work- 
ers and  employers  to  share  the  cost  of  the  program  in  a  responsible  fashion.  These 
taxes  have  the  capability  of  producing  the  large  sums  necessary  to  finance  Social 
Security.  Moreover,  they  have  the  virtue  of  being  highly  visible,  which  helps  to 
maintain  the  vital  link  between  an  employee's  benefits  and  his  or  her  contributions. 

2.  Social  Security  payroll  tax  rates  should  be  set  at  levels  that  are  adequate  to 
finance  the  benefits  provided  by  law.  This  involves  rejection  of  current  proposals  to 
reduce  payroll  taxes — whether  produced  directly  by  a  reduction  in  the  scheduled  tax 
rates  or  indirectly  by  allowing  taxpayers  to  credit  a  specified  proportion  of  their 
Social  Security  taxes  against  their  income  taxes. 

Failure  to  maintain  payroll  tax  rates  at  adequate  levels  would  require  the  use  of 
general  revenues  to  finance  Social  Security.  In  a  sense,  there  is  no  general  revenue 
available  to  finance  Social  Security  in  view  of  the  large  budget  deficits  confronting 
us.  Accordingly,  general  revenue  financing  would  reduce  confidence  in  the  Social 
Security  system,  as  it  would  be  widely  construed  as  a  sign  that  we  are  not  willing  to 
face  up  to  the  hard  issues  involved  in  placing  the  system  on  a  sound  financial  basis. 

Moreover,  unless  we  are  willing  to  foster  budget  deficits,  the  financial  costs  of 
Social  Security  will  still  have  to  be  paid  eventually  by  other  forms  of  taxes.  In  other 
words,  if  payroll  taxes  are  not  used  to  finance  Social  Security,  other  forms  of 
taxation  less  suited  for  this  purpose  will  have  to  be  used. 

In  view  of  the  projected  deficits  in  the  OASI  trust  fund,  payroll  taxes  should  be 
increased  if  this  should  prove  to  be  necessary  to  meet  scheduled  benefit  payments. 
This  could  be  done,  for  example,  by  having  the  OASDI-HI  payroll  tax  increase  to 
7.05  percent,  which  is  now  scheduled  for  1985,  take  effect  in  1983. 

3.  Benefits  should  continue  to  be  adjusted  for  inflation  in  order  to  preserve  their 
role  as  a  floor  of  protection  and  to  prevent  hardship.  However,  a  comprehensive 
review  should  be  made  of  the  present  indexing  procedures  to  determine  whether 
they  are  appropriate  in  the  present  circumstances.  This  review  should  include  an 
examination  of  the  present  Consumer  Price  Index  (CPI)  to  determine  whether  it 
accurately  reflects  changes  in  the  cost  of  living  for  Social  Security  beneficiaries  and 
whether  revisions  in  the  index  are  needed  to  avoid  overstating  increases  in  such 
living  costs.  The  present  indexing  procedure,  for  example,  appears  to  give  undue 
emphasis  to  the  increased  cost  of  home  ownership  associated  with  rises  in  mortgage 
interest  rates,  since  the  bulk  of  the  Social  Security  beneficiaries  do  not  purchase 
new  homes. 

Moreover,  there  is  a  broad  question  whether  the  Nation  can  afford  to  completely 
insulate  from  inflation  Social  Security  beneficiaries,  or  indeed  any  other  large  f 
groups  of  individuals.  One  possibility  would  be  to  limit  the  annual  increase  in  Social  1 
Security  benefits  under  automatic  indexing  to  a  specified  percentage  of  the  increase  5 
indicated  by  the  CPI.  Another  possibility  would  be  to  limit  the  annual  increase  in  * 
benefits  to  the  increase  in  wages  for  years  when  wages  increase  less  than  the  CPI,  1 
with  provision  of  an  automatic  catch-up  adjustment  in  benefits  in  later  years  when  ' 
wages  rise  more  rapidly  than  the  CPI. 

4.  The  normal  retirement  age  of  65  under  Social  Security  should  be  increased 
gradually,  after  giving  individuals  sufficient  advance  notice  to  adjust  their  retire- 
ment plans.  Americans  are  now  living  significantly  longer  and  are  generally  able  to 
work  until  a  later  age  than  they  did  in  1935  when  the  earliest  retirement  age  for' 
the  receipt  of  benefits  was  set  at  65.  As  life  expectancy  becomes  longer,  it  is  ' 
appropriate  to  reapportion  an  individual's  life  span  between  years  of  work  and 
years  of  employment.  The  Age  Discrimination  in  Employment  Act,  as  amended  in 
1979,  recognizes  this  by  generally  prohibiting  mandatory  retirement  prior  to  age  70. 

Unless  the  retirement  age  is  increased,  the  future  will  see  substantial  increases  in 
the  relative  size  of  the  retired  population  and  relatively  smaller  numbers  of  active 
workers  to  carry  on  the  Nation's  productive  process.  This  change  will  be  especially 
marked  in  the  early  part  of  the  next  century  when  the  front  end  of  the  post- World 
War  II  baby  boom  will  begin  to  reach  65.  At  present,  there  are  about  20  persons 
aged  65  or  over  for  each  100  persons  at  the  working  ages,  20-64.  According  to  the 
most  recent  intermediate  estimates  of  the  Social  Security  Administration,  this  "re-  ] 
tirement-dependency  ratio"  will  increase  only  moderately  over  the  next  25  years, 
but  will  then  climb  sharply,  reaching  a  high  of  38  in  2030  and  thereafter. 
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Social  Security  should  recognize  these  important  demographic  and  social  develop- 
ments. A  gradual  increase  in  the  minimum  retirement  age  for  receipt  of  full 
benefits  would  help  to  stabilize  the  financial  position  of  the  Social  Security  system 
and  would  avoid  placing  undue  financing  burdens  on  the  working  population.  For 
example,  an  increase  in  the  normal  retirement  age  under  Social  Security,  which 
begins  to  take  effect  gradually  after  a  long  notification  period  to  avoid  any  possible 
hardship,  would  greatly  reduce  the  ratio  of  retirees  to  active  workers  in  the  next 
century  and  would  eliminate  about  two-thirds  of  the  long-term  (75-year)  average 
deficit  projected  on  the  basis  of  the  intermediate  assumptions  of  the  1980  Trustees 
Report. 

We  therefore,  suggest  that  the  normal  retirement  age  be  kept  at  65  until  the  year 
2000  and  that  thereafter  it  be  increased  by  one-fourth  of  a  year  annually  until  a 
retirement  age  of  68  is  reached  for  2012  and  later  years.  At  the  same  time,  the 
early-retirement  age,  at  which  reduced  Social  Security  benefits  are  payable  (now  62) 
would  be  increased  to  65  in  corresponding  gradual  increments,  again  starting  the 
upward  movement  at  about  the  turn  of  the  century.  This  would  give  the  public  a 
long  advance  notice  of  the  changes  and  yet  have  the  new  normal  retirement  age  be 
fully  effective  when  most  needed — when  the  members  of  the  World  War  II  baby 
boom  population  begin  to  retire,  early  in  the  next  century. 

5.  Eventual  mandatory  coverage  under  Social  Security  should  be  provided  for  all 
government  employees  and  employees  of  nonprofit  organizations  in  a  way  which 
assures  that  present  employees  who  spend  their  entire  careers  in  such  employment 
do  not  have  less  overall  benefit  protection.  This  would  eliminate  the  present  gaps  in 
the  protection  of  such  employees  and  would  permit  the  Social  Security  tax  burden 
to  be  shared  more  equitably.  It  would  also  avoid  the  cost  increases  for  Social 
Security  which  now  result  when  employees  in  government  service  not  covered  by 
Social  Security  for  most  of  their  work  careers  qualify  for  comparatively  large  Social 
Security  benefits  by  taking  a  job  in  covered  employment  and  paying  Social  Security 
taxes  for  a  relatively  brief  time. 

As  a  step  toward  this  goal,  coverage  with  respect  to  future  employment  should  be 
extended  to  new  Federal  civilian  employees,  new  State  and  local  government  em- 
ployees, all  present  employees  of  State  and  local  governments  who  are  not  under  an 
existing  retirement  system  and  all  employees  of  nonprofit  institutions.  This  Social 
Security  coverage  should  be  integrated  with  any  pension  plans  of  the  employees 
involved. 

In  addition,  the  future  windfalls  in  Social  Security  benefits  (caused  by  the  weight- 
ing in  the  benefit  formula)  which  arise  for  those  who  had  been  in  noncovered 
governmental  employment  (Federal,  State,  or  local),  but  who  have  some  covered 
employment,  should  be  eliminated  as  to  employment  after  the  effective  date  of 
remedial  legislation. 

Finally,  the  option  of  State  and  local  governments  and  nonprofit  organizations  to 
withdraw  from  coverage  should  be  eliminated,  after  a  grace  period,  during  which 
the  filing  of  notices  of  intent  to  withdraw  would  be  permitted. 

6.  Consideration  should  be  given  to  the  Administration's  recent  proposals  to 
improve  the  financial  position  of  the  Social  Security  system.  We  support  phasing  out 
the  minimum  benefit,  which  has  outlived  its  usefulness  and  benefits  for  full-time 
students  aged  18-21,  which  are  a  costly  and  inefficient  means  of  providing  educa- 
tional assistance.  We  also  support  the  concepts  in  the  Administration's  proposals  to 
tighten  the  Administration  of  DI  benefits  and  to  prevent  excessive  benefits.  This 
would  build  on  the  substantial  improvements  provided  by  the  disability  amend- 
ments of  1980,  Which  were  sponsored  by  Chairman  Pickle  and  unanimously  ap- 
proved by  this  Subcommittee  and  the  Ways  and  Means  Committee. 

7.  Finally,  pressures  for  placing  increased  financial  burdens  on  Social  Security 
should  be  reduced  by  maintaining  a  favorable  environment  for  the  growth  of  volun- 
tary pension  plans  and  other  private  savings  for  retirement.  It  is  widely  recognized 
that  the  historic  purpose  of  Social  Security  is  to  provide  a  basic  floor  of  protection 
and  that  voluntary  private  pensions  and  other  private  savings  have  the  job  of 
supplementing  this  basic  floor.  To  the  extent  that  such  private  retirement  savings 
are  encouraged  through  appropriate  tax  measures — such  as  raising  the  tax  deduct- 
ible limits  for  contributions  to  IRAs  and  H.R.  10  plans  and  allowing  employees 
covered  by  pension  plans  to  participate  in  IRAs  and  to  deduct  their  own  contribu- 
tions to  pension  plans,  within  the  IRA  limits — demands  for  costly  expansion  of 
Social  Security  benefits  are  reduced,  and  provision  is  made  for  the  capital  formation 
that  is  essential  for  a  dynamic  economy  with  stable  price  levels. 

This  concludes  our  specific  recommendations.  Before  closing  my  remarks,  I  want 
to  emphasize  again  that,  in  view  of  Social  Security's  vital  importance  to  our  older 
people  and  the  Nation,  we  cannot  afford  to  risk  weakening  it  by  continuing  expendi- 
ture patterns  that  substantially  outrun  receipts.  We  urge  you  to  take  prompt  action 
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to  bring  these  expenditures  and  receipts  into  balance  and  thereby  place  Social 
Security  on  a  sound  financial  basis,  both  in  the  short  run  and  over  the  long  range. 

Mr.  Pickle.  Thank  you,  Mr.  Austin. 

We  will  proceed  with  the  next  witness,  Mr.  Eichelberger. 

STATEMENT  OF  DON  A.  EICHELBERGER,  CHAIRMAN,  COMMIT- 
TEE  ON  FEDERAL  LAW  AND  LEGISLATION,  NATIONAL  ASSO- 
CIATION OF  LIFE  UNDERWRITERS,  ACCOMPANIED  BY 
ROBERT  A.  PIERCE,  CHAIRMAN,  SUBCOMMITTEE  ON  SOCIAL 
SECURITY 

Summary 

The  financial  dilemma  of  Social  Security  can  in  a  large  part  be  attributed  to  prior 
overexpansion.  To  insure  that  the  System's  original  purposes  continue  to  be  served 
certain  programs  must  be  pared  down  or  eliminated. 

Short  range  proposals. — The  abolition  of  the  minimum  benefit  and  payments  to 
students  over  18  who  continue  their  education  is  necessary.  The  real  purpose  of 
these  programs  can  be  better  accommodated  elsewhere. 

The  Consumer  Price  Index  is  seriously  distorted  when  applied  to  Social  Security 
beneficiaries.  Benefits  should  rise  with  a  revised  Consumer  Price  Index  or  with  the 
increase  in  average  wages,  whichever  is  lower. 

Medicare  should  not  be  funded  in  whole  or  in  part  by  general  revenue.  Such  a 
fundamental  need  must  not  be  subjected  to  budgetary  football. 

Interfund  borrowing  would  add  to  the  problem,  not  provide  a  solution.  A  perma- 
nent restructuring  of  the  tax  rate  would  build  public  confidence. 

Long  range  proposals. — Social  Security  must  be  extended  to  cover  federal,  state 
and  local  government  workers.  In  addition  to  treating  everyone  equally  it  will 
alleviate  public  resentment  of  the  windfall  benefits  phenomenon. 

The  full  retirement  age  should  be  increased  to  68. 

An  across  the  board  lowering  of  replacement  ratios  should  be  instituted. 

If,  after  making  all  the  changes  recommended  above  revenues  are  still  inadequate 
to  carry  the  system,  the  tax  rate  should  be  increased.  The  wage  base  should  not  be 
increased.  It  was  never  intended  as  the  revenue  raising  mechanism  of  the  system. 

Mr.  Eichelberger.  Mr.  Chairman  and  members  of  the  commit- 
tee, my  name  is  Don  A.  Eichelberger,  CLU.  I  am  a  practicing  life 
insurance  agent  from  Waterloo,  Iowa.  Seated  next  to  me  is  Robert 
A.  Pierce,  CLU,  a  life  insurance  agent  from  Tigard,  Oreg.  We  are 
appearing  here  today  as  representatives  of  the  National  Associ- 
ation of  Life  Underwriters  (NALU).  NALU  appreciates  the  oppor- 
tunity to  present  its  views  on  ways  to  preserve  and  strengthen  the 
old-age,  survivors  and  disability  (OASI)  system. 

The  National  Association  of  Life  Underwriters  is  a  federation  of 
approximately  1,000  State  and  local  associations  which  in  turn 
have  a  combined  individual  membership  of  over  140,000  life  and 
health  insurance  agents,  general  agents,  and  managers  doing  busi- 
ness in  virtually  every  community  in  the  United  States. 

The  individual  members  of  the  federation  are  called  life  under- 
writers. From  the  creation  of  the  social  security  program  to  the 
present  time,  life  insurance  agents  have  provided  a  primary  source 
of  information  to  individuals  and  families  on  what  social  security 
means  to  their  financial  security. 

In  their  professional  work,  life  underwriters  counsel  individuals 
and  businesses  on  the  means  of  providing  financial  security  for 
themselves  and  employees  through  private  life  and  health  insur- 
ance. While  it  is  probably  safe  to  say  that  the  social  security 
Administration  talks  to  more  social  security  beneficiaries  than 
anyone  else,  it  may  also  be  accurate  to  say  that  life  underwriters 
talk  to  more  social  security  taxpayers  than  anyone  else.  Taxpayer 
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views  and  apprehensions  over  the  status  of  social  security  are 
reflected  in  NALU's  comments  today. 

The  kinds  and  amounts  of  insurance  to  be  sold  frequently  are 
determined  in  part  by  the  benefits  provided  by  social  security. 
Thus,  social  security  plays  a  significant  role  in  the  financial  secu- 
rity of  most  individuals.  And  it  is  high  on  their  list  of  concerns. 

Because  of  their  daily  encounter  with  social  security,  life  under- 
writers have  developed  expertise  in  the  area.  Lately,  apprehension 
has  crept  into  the  minds  of  life  underwriters  who  may  view  a  social 
security  system  allowed  to  grow  too  large  as  a  source  of  unwarrant- 
ed competition.  Then,  too,  life  underwriters  are  well  aware  of  social 
security's  growing  financial  problems  and  burdens.  Overall,  howev- 
er, life  underwriters  have  been  supportive  of  social  security  over 
the  years  and  continue  in  that  posture  today. 

THE  NATURE  OF  THE  CURRENT  DILEMMA 

As  originally  conceived  and  designed,  the  social  security  program 
is  socially  and  economically  desirable;  but  it  is  essential  that  the 
program  be  soundly  maintained.  Overexpansion  of  the  program 
must  be  avoided,  since  such  overexpansion  would  substantially  in- 
crease the  tremendous  financial  burden  already  facing  present  and 
future  social  security  taxpayers,  and  poses  a  threat  to  the  safety 
and  continued  existence  of  the  program  itself.  Unfortunately, 
today's  leaders  are  presented  with  painful  choices  because  their 
predecessors  ignored  this  principle. 

The  administration's  relatively  conservative  figures  show  a  $40.3 
billion  deficit  in  1986  OASDI  trust  funds  and  bankruptcy  in  1983  if 
nothing  is  done  to  shore  up  the  program.  The  time  for  congression- 
al action  to  bring  the  system  back  to  financial  stability  is  now. 

The  nature  of  the  short-term  financial  problems  besetting  social 
security  and  the  prospects  for  even  more  severe  problems  in  the 
future  have  been  ably  explored  and  documented  by  the  various 
experts  who  have  already  appeared  before  this  distinguished  com- 
mittee. It  is  not  our  purpose  to  go  over  this  ground  again  and  we 
will  not  attempt  to  do  so  here.  In  the  balance  of  this  statement, 
NALU  will  present  its  ideas  on  how  these  short  and  long-term 
problems  might  be  solved. 

SHORT-RANGE  PROPOSALS 

Student  and  minimum  benefits:  NALU  views  with  great  interest 
President  Reagan's  proposals  to  abolish  the  minimum  benefit  and 
payments  to  students  over  18  who  decide  to  continue  their  educa- 
tion. We  believe  that  priority  lines  must  be  drawn.  The  basic  needs 
addressed  by  social  security  at  its  inception  were  food,  shelter,  and 
medical  care  which  must  continue  to  be  served.  The  abolition  of 
the  minimum  benefit  and  student  payments  would  seem  to  be  in 
line  with  social  security's  original  intention. 

CONSUMER  PRICE  INDEXING 

Distortions  in  social  security's  automatic  cost  of  living  adjust- 
ment mechanism  must  be  cured.  Government  and  private  sector 
economists  now  agree  that  the  Consumer  Price  Index  is  seriously 
distorted  when  applied  to  social  security  beneficiaries,  particularly 
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those  on  retirement.  Runaway  inflation  in  new  housing,  mortgage 
rates,  and  energy  do  not  impact  as  heavily  on  social  security  recipi- 
ents as  they  do  on  the  general  working  population. 

Dr.  Raymond  Scheppach,  Deputy  Director  of  the  Congressional 
Budget  Office,  has  testified  before  this  committee  that  the  100 
percent  cost  of  living  adjustment  "overstates  the  actual  rise  of 
shelter  and  the  importance  of  housing  in  total  living  costs." 

Changes  in  the  CPI  factor  need  to  be  coupled  with  another 
change  in  the  automatic  cost  of  living  mechanism  in  order  to 
prevent  future  economic  conditions  from  running  away  with  future 
costs.  Presently,  there  is  no  tie  between  the  cost  of  living  mecha- 
nism and  the  underlying  financing  structure  based  on  wages  and 
income  from  self-employment.  But  as  economic  forecasters  have 
pointed  out,  the  current  cash  flow  problems  of  the  OASI  trust  fund 
are  being  precipitated  by  two  factors  in  tandem.  Inflation  is  higher 
than  expected,  so  benefits  are  automatically  adjusted  higher  than 
expected.  At  the  same  time,  lower  than  expected  employment  and 
increases  in  wages  have  slowed  contributions  to  social  security. 
These  two  factors  work  together  to  cause  the  problem.  Therefore, 
they  should  work  together  to  solve  it. 

Benefits  should  rise  with  the  Consumer  Price  Index  or  wage  base 
whichever  is  lower:  In  the  future,  the  system  should  be  geared  so 
that  benefits  can  only  be  paid  to  the  extent  that  increases  in  wages 
occur,  presuming  the  Congress  wishes  to  maintain  the  social  secu- 
rity program  on  essentially  a  pay-as-you-go  system. 

No  insurance  system,  public  or  private,  can  maintain  its  integri- 
ty without  the  ability  to  control  income  and  outgo  of  the  system. 
Steps  must  be  taken  now  to  tie  the  benefit  structure  to  its  underly- 
ing financing  structure  so  that  the  two  may  go  forward  together. 

GENERAL  REVENUE  FINANCING  FOR  MEDICARE 

NALU  opposes  strongly  the  financing  of  the  social  security 
system  through  direct  contributions  from  general  revenues. 

NALU  is  opposed  to  general  revenue  financing,  even  on  the 
somewhat  limited  basis  to  fund  hospital  insurance.  We  believe  that 
the  program  will  be  irreparably  harmed  by  general  revenue  financ- 
ing. In  the  short  run,  general  contributions  may  provide  relief  from 
anxiety  about  the  financial  stability  of  social  security,  but  we  be- 
lieve that  such  relief  will  be  short  lived. 

The  social  security  tax  remains  the  best  means  to  keep  the 
health  insurance  fund  intact.  If  medicare  were  to  have  to  fight 
with  MX  missiles,  for  example,  it  might  lose  out.  Such  a  spectacle  • 
v/ould,  in  our  view,  be  unconscionable. 

Our  experience  has  been  that  the  taxpaying  public  sees  a  direct 
correlation  between  general  revenue  financing  and  the  creation  of 
a  needs  test  for  the  receipt  of  benefits.  Taxpaying  Americans  view 
their  tax  contributions  as  premiums  which  purchase  future  bene- 
fits. Though  technically  not  correct,  the  public  believes  social  secu- 
rity benefits  are  an  earned  right.  General  revenue  financing  is 
likely  to  be  the  last  straw  as  far  as  public  confidence  is  concerned. 
Without  widespread  worker  support,  we  believe  the  system  would 
be  imperiled. 
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INTERFUND  BORROWING /RATE  REALLOCATION 

As  pointed  out  by  the  administration,  Congressional  Budget 
Office,  and  other  concerned  groups,  the  OASI  Trust  Fund  will 
experience  severe  cash  flow  inadequacies  in  the  very  near  future 
and  must  stop  paying  benefits  unless  action  is  taken.  Obviously, 
the  specter  of  a  depleted  OASI  Trust  Fund  is  viewed  with  great 
alarm  by  individuals  currently  on,  or  soon  to  be  on,  the  retirement 
roles.  Bad  news  travels  quickly  when  someone's  financial  security 
is  at  stake.  It  should  come  as  no  surprise  that  the  retired  popula- 
tion is  seriously  concerned  about  its  benefits. 

The  taxpaying  public,  however,  is  just  as  concerned.  Ever  more 
frequently,  life  underwriters  hear  this  general  concern  expressed 
by  relatively  young  workers  who  ask  whether  there  will  be  any 
social  security  benefits  at  all  for  them  when  they  retire.  Public 
confidence  in  the  system,  in  our  opinion,  is  eroding  quickly  and 
once  lost  will  be  difficult  to  recapture. 

Interfund  borrowing  would,  in  our  view,  only  exacerbate  these 
concerns.  Interfund  borrowing  is  widely  peceived  as  a  first  step 
toward  general  revenue  financing.  Last  year  Congress  legislated  a 
reallocation  of  the  tax  rate.  If  further  steps  need  be  taken  to 
redistribute  the  funds  flowing  into  the  social  security  system,  a 
permanent  restructuring  of  the  tax  rate  should  be  undertaken 
again. 

The  discipline  necessary  to  implement  a  rate  restructuring  can 
provide  the  basis  for  real  improvement  in  public  attitude  towards 
social  security.  News  of  the  oversight  function  will  reaffirm  the 
notion  that  a  responsible  Congress  is  making  judgments  that  will 
guarantee  the  continuation  of  the  social  security  system  into  the 
21st  century.  While  a  restructuring  of  the  tax  rate  is  less  flexible 
than  a  simple  interfund  borrowing  proposal,  there  is  a  certain 
comfort  in  a  permanent  solution. 

LONG-RANGE  PROPOSALS:  UNIVERSAL  SOCIAL  SECURITY  COVERAGE 

It  is  a  basic  NALU  policy  that  social  security  be  extended  to 
cover  the  entire  working  population.  Therefore,  we  endorse  in  gen- 
eral the  concept  of  universal  social  security  coverage. 

We  support  universal  social  security  with  some  reservations, 
however.  First,  individuals  who  have  already  retired  without 
having  been  covered  by  social  security  should  not  have  benefits 
reduced.  Second,  once  extended  to  all  workers,  newly  covered  work- 
ers should  not  have  their  combined  benefits  lowered.  Third,  em- 
ployee contributions  under  the  new  system  should  be  no  higher  in 
the  aggregate  than  the  worker  is  now  paying,  at  least  for  a  transi- 
tory period.  Depending  on  what  benefits  are  wanted  in  the  future, 
however,  contribution  rates  may  have  to  go  up  or  down. 

Reasons  for  supporting  universal  coverage:  On  balance,  NALU 
believes  that  universal  social  security  coverage  would  have  salu- 
tory  benefits.  These  may  be  summarized  as  follows: 
One.  Psychological.  The  lack  of  coverage  of  a  large  group  of 
I  individuals,  principally  Federal,  State  and  local  government  work- 
j  ers,  is  creating  a  significant  morale  problem.  There  is  a  growing 
resentment  among  the  general  population  about  sizable  increases 
in  the  social  security  tax  rates  and  wage  base.  This  resentment  is 
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heightened  because  people  in  the  private  sector  know  that  there 
are  many  individuals,  chiefly  government  workers,  who  do  not 
share  in  the  experience.  Universal  coverage  would  lessen  this  re- 
sentment and  foster  an  attitude  of  unity. 

Coverage  of  Federal  Government  workers  in  particular  may 
bring  a  new  perspective  to  social  security  by  the  people  who  run  it. 
It  is  inconceivable  to  NALU  that  the  individuals  who  make  the 
decisions  on  social  security,  namely  Members  of  Congress  and  em- 
ployees of  the  Federal  Government,  are  not  themselves  covered  by 
the  system.  Many  people  do  not  believe  it  is  possible  for  Members 
of  Congress  and  civil  servants  to  make  the  best  decisions  possible 
about  social  security  when  they  themselves  have  no  stake  in  it.  We 
agree. 

Two.  Eliminate  windfall  benefits.  One  of  the  most  disturbing 
aspects  of  social  security  today  is  the  ability  of  some  workers  to 
take  advantage  of  the  minimum  benefit  provision.  The  minimum 
benefit  provision  was  adopted  by  the  Congress  to  help  individuals 
who  work  at  low  wages  for  a  long  period  of  time.  As  adopted,  this 
provision  has  a  worthwhile  goal,  but  many  workers  who  are  not 
low-paid  have  become  its  beneficiary. 

This  occurs  when  a  worker  not  covered  by  social  security  either 
moonlights  or  retires  from  Government  service  at  a  relatively 
young  age,  goes  to  work  in  covered  work,  and  becomes  eligible  for 
the  minimum  social  security  benefit,  a  benefit. much  higher  than 
that  which  would  be  purchased  on  an  actuarial  basis  by  his  contri- 
bution. 

There  seems  to  be  widespread  belief  that  Government  workers  in 
particular  have  placed  themselves  in  a  superior  position  vis-a-vis 
the  private  sector.  There  is  widespread  belief  that  Government 
workers  enjoy  pension  programs  that  far  exceed  those  that  are 
available  to  the  private  sector,  and  have  manipulated  the  social 
security  system  so  as  to  take  advantage  of  the  minimum  benefit 
law.  Lifelong  coverage  under  social  security  would  put  an  end  to  all 
windfall  benefits  problems,  and  should  be  adopted  for  that  reason. 

Three.  Floor  of  protection.  For  our  mobile  work  forces,  universal 
coverage  would  guarantee  that  a  basic  floor  of  protection  would  be 
placed  under  the  entire  work  force.  Individuals  moving  in  and  out 
of  covered  work  may  lose  some  or  all  social  security  benefits  by 
doing  so.  These  benefits  may  not  be  made  up  elsewhere. 

All  workers  should  be  guaranteed  a  basic  minimum  floor  of 
protection  even  if  they  move  from  job  to  job.  This  security  is 
available  to  most  private  sector  workers  now  and  should  be  made 
available  to  the  entire  work  force. 

Four.  Equalize  social  insurance  aspect  of  social  security  The 
weighted  benefit  formula  built  into  social  security  benefits  provides 
that  a  worker  with  a  lower  average  income  receives  a  higher 
proportion  of  that  income  in  benefits  than  does  a  higher  paid 
person.  Higher  paid  persons  pay  for  the  weighted  benefits  through 
lower  replacement  ratios.  This  welfare  aspect  of  social  security  is 
not  shared  by  workers  not  covered  by  social  security. 

RETIREMENT  AGE 

Several  alternatives  to  the  current  full  retirement  age  and  the 
early  retirement  age  has  been  recommended  by  individuals  and 
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groups.  The  most  often  mentioned  is  age  68  for  full  retirement  and 
age  65  for  early  retirement.  NALU  believes  that  there  is  no  inher- 
ently correct  age,  but  age  68  and  65  respectively  seems  about  right. 

Life  expectancy  is  increasing.  While  this  is  good  news  personally, 
it  is  bad  news  financially.  Benefits  must  be  paid  longer,  thereby 
increasing  the  burden  on  the  system. 

Today  our  older  citizens  are  more  vigorous  and  are  leading  more 
productive  lives  and  a  significant  number  could  work  longer  if 
required.  NALU  believes  that  this  need  should  be  addressed  now. 
While  we  would  prefer  to  immediately  implement  age  changes, 
prudence  dictates  it  be  phased  in  over  a  relatively  long  period  of 
time  starting  in  the  future. 

REPLACEMENT  RATIOS 

Even  after  increasing  the  age  of  retirement,  one  more  painful 
step  is  likely  to  be  necessary.  NALU  believes  that  an  across-the- 
board  lowering  of  replacement  ratios  should  also  be  instituted. 
Difficult  as  this  may  be,  it  is  necessary  in  order  to  return  the 
system  to  its  proper  position  as  the  basic  floor  protection.  The 
private  sector  can  then  build  on  a  more  solid,  though  admittedly 
smaller  social  security  base. 

TAX  RATE  VERSUS  WAGE  BASE 

If  after  implementation  of  the  changes  we  have  outlined  there 
remains  a  deficit,  it  should  be  financed  with  a  tax  rate  increase, 
not  a  wage  base  increase.  Our  objection  to  financing  benefits  via 
the  wage  base  rests  on  the  precept  that  the  tax  base  was  never 
intended  to  be  the  revenue-raising  mechanism  for  the  system;  nei- 
ther is  it  a  very  efficient  means  of  doing  so.  Rather,  the  wage  base 
was  intended  to  delimit  the  extent  of  benefits  to  those  workers 
within  the  system.  And,  over  the  years,  the  equalization  of  the 
wage  base  between  employers  and  employees  was  intended  to  un- 
derscore the  principle  that  employers  and  employees  are  both  re- 
sponsible to  the  same  extent  for  the  financing  of  the  system. 

An  increase  in  the  wage  base  would  have  a  deleterious  effect  on 
the  private  sector.  The  higher  the  wage  base  goes,  the  higher  the 
benefits  and  taxes  go,  and  the  less  net  income  remains  for  private 
investment  or  savings  as  employers  and  employees  see  fit.  The 
insurance  industry,  securities,  banking  and  thrift  markets  would 
all  be  adversely  affected,  as  each  represents  a  traditional  place 
where  workers  can  save  for  their  own  financial  security. 

Increasing  the  wage  base  means  increasing  the  number  of  people 
who  will  leave  more  of  their  income  with  the  Government  and 
have  less  of  it  for  their  own  use.  This  loss  of  discretion  on  the  part 
of  workers  has  an  immediate  impact  on  such  private  sector  invest- 
ments as  insurance,  but  we  believe  that  it  has  a  long-term  effect  on 
the  ability  of  people  to  make  judgments  about  their  lives. 

SUMMARY 

Mr.  Chairman  and  members  of  the  committee,  NALU  shares 
your  deep  concern  over  the  future  of  the  social  security  system. 
These  hearings  are  a  tribute  to  your  commitment  that  its  noble 
purpose  continue  to  be  served.  We  urge  you  to  act  expeditiously  to: 
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One.  Eliminate  the  minimum  benefit; 
Two.  Phase  out  adult  student  payments; 
Three.  Restructure  OASI/HI  tax  rates  to  reflect  reality; 
Four.  Deflate  the  Consumer  Price  Index  to  the  extent  that  cur- 
rent market  conditions  do  not  impact  on  benefit  recipients; 
Five.  Tie  benefit  increases  to  wages;  and 

Six.  Avoid  interfund  borrowing  and  general  revenue  financing. 

For  the  long  term,  a  basic  restructuring  of  the  whole  system  is 
needed.  Work  should  begin  today  on  scaling  back  replacement 
ratios  which  would  permit  a  lowering,  or  perhaps  just  no  further 
increase,  in  the  wage  base  and  tax  rate.  Other  steps  such  as  an 
increase  in  retirement  age  to  68  should  be  adopted  as  may  be 
necessary  to  guarantee  the  long-term  financial  soundness  of  the 
program.  And  social  security  should  be  extended  to  Federal,  State 
and  local  government  workers. 

To  tell  about  some  of  our  short-range  and  long-range  proposals,  I 
would  like  to  call  upon  our  subcommittee  chairman  on  social  secu- 
rity, Robert  Pierce. 

Mr.  Pierce.  Mr.  Chairman,  in  our  daily  activity  it  seems  like  we 
hear  two  concerns  very  frequently.  One  is  the  high  rate  of  taxes 
that  the  social  security  participants  are  paying  now  for  future 
benefits,  and  the  next  thing  goes  to  the  certainty  of  benefits  in  the 
future.  Strangely  enough,  though,  we  deal  with  people  of  all  ages, 
seldom  do  they  complain  about  the  size  of  benefit  levels,  but  in- 
stead express  some  surprise  about  how  high  present  benefits  are. 

Over  the  last  10  years,  your  constituents  and  our  clients  have 
been  informed  on  several  occasions  that  social  security  was  now 
fixed,  that  the  long-term  problems  were  taken  care  of  and  that 
probably  for  30  years  or  more  there  would  be  no  concern.  Yet,  here 
we  are  again  in  1981  facing  both  long-  and  short-term  concerns. 

Mr.  Chairman,  I  compliment  you  and  your  committee  on  holding 
these  hearings  on  facing  the  very  difficult  task  of  solving  both 
short-term  and  long-term  problems. 

The  National  Association  of  Life  Underwriters  recommends 
action  in  the  following  areas:  In  the  short-term  areas,  the  first  area 
is  under  CPI  adjustment.  Social  security  benefits  are  tied  to  a  price 
indicator  and  yet,  because  of  the  wage  arrangements,  the  tax  ar- 
rangements, the  receipts  which  the  system  receives  is  tied  to 
wages.  They  seldom  are  in  tandem,  and  no  insurance  program 
could  really  be  funded  over  a  long-term  basis  with  that  uncer- 
tainty. 

The  CPI  reflected  a  fixed  target  basket  of  goods  established  15 
years  ago.  It  seems  consumers  are  quite  adaptable  and  the  CPI 
does  not  reflect  that. 

We  would  suggest  that  either  a  wage  index  be  used  or  the  lower 
of  wages  and  price  index,  whichever  occurs  in  that  year,  so  that 
these  can  run  in  tandem. 

In  1972,  it  appears  that  had  the  recommendations  made  at  the 
time  been  implemented,  whereby  when  an  automatic  increase  was 
added,  that  it  be  tied  to  the  wage  level,  that  we  might  not  have  had 
some  of  the  problems.  Again,  in  1977  and  again  last  year,  now,  this 
was  discussed  before  your  committee,  but  we  hope  this  year  that  I 
difficult  question  will  be  answered. 
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The  second  area  is  financing  medicare  with  general  revenues. 
We  are  decisively  opposed  to  any  general  revenue  financing.  We 
feel  that  this  is  a  first  step  in  losing  track  of  the  actual  benefit 
costs.  We  feel  this  is  the  start  of  what  could  be  an  ongoing  bail-out 
where  general  revenues  would  be  looked  to  more  and  more  and 
eventually  the  integrity  of  the  social  security  program  would  be 
totally  undermined. 

Also  it  would  put  future  benefits  of  social  security  closer  to  the 
needs  possibility  because  every  year  there  would  be  competition 
among  all  areas  of  Government  as  to  whether  the  social  security 
promises  should  be  kept.  We  believe  social  security  should  be  inde- 
pendent and  should  be  operated  on  a  balanced  basis.  In  fact,  as  a 
slight  aside,  we  recommend  that  you  consider  removing  it  from  the 
general  budget. 

Until  the  late  1960's  it  was  a  separate  account  set  aside  from  the 
other,  and  it  is  always  in  balance.  It  is  just  a  matter  of  the  flow  at 
the  time,  and  you  have  cyclical  problems  with  the  other  budget. 

The  third  point  is  elimination  of  minimums.  That  legislation  was 
originally  enacted  to  benefit  certain  low-income  beneficiaries,  but  it 
has  had  an  exceedingly  high  cost,  if  many  received  those  benefits 
who  were  never  intended.  If  the  minimums  were  removed,  it  would 
help  to  return  the  programs  to  fairness  and  equity.  Also  supple- 
mental security  income  is  a  provision  that  is  in  place  which  re- 
quires a  needs  test  which  could  still  benefit  those  whose  income 
would  be  reduced  to,  but  this  would  take  out  much  of  the  short- 
term  cost  problems  of  the  systems. 

The  fourth  area  is  the  elimination  of  adult  student  benefits. 
Removal  of  that  benefit  seems  to  return  Social  Security  to  the 
original  purposes,  shelter,  food,  medical  care,  and  there  are  cur- 
rently loan  programs  available  that  could  help  the  future  recipi- 
ents of  adult  education  programs  where  appropriate. 

The  final  short-term  area  is  interfund  borrowing.  We  are  gener- 
ally opposed  to  interfund  borrowing.  We  recognized  your  committee 
looked  at  this  last  year,  but  we  recognize  this  as  a  temporary 
means,  not  a  permanent  means.  What  we  recognize  today  is  that 
many  of  the  problems  of  social  security  go  much  further  than  just 
a  short-term  problem. 

Mr.  Chairman,  in  the  area  of  long-term  problems,  I  would  like  to 
address  the  question  of  universal  coverage.  We  are  firmly  in  accord 
with  universal  coverage.  We  feel  that  all  workers  should  partici- 
pate in  the  benefits  of  social  security,  and  likewise  all  workers 
should  participate  in  the  funding  of  social  security. 

As  you  are  aware,  benefits  are  weighted  for  the  lower  income 
recipients,  and  this  has  a  cost.  As  a  matter  of  fact,  in  earlier 
testimony  there  was  some  question  about  the  progressive  nature. 
Social  security  is  already  progressively  taxed  in  effect  because  the 
lower  income  participants  receive  a  higher  benefit  in  ratio  to  what 
they  pay  in.  That  has  a  cost  and  as  long  as  any  large  segment  of 
our  population  is  excluded  from  paying  into  social  security,  then  it 
increases  the  burden  on  the  rest  of  us. 

Also  public  confidence  is  very  weak  in  social  security  when  even 
the  administrators  and  decisionmakers  of  social  security  are  not 
covered  under  the  system  they  are  working  with.  This  is  a  difficult 
problem.  It  has  been  addressed  by  many  in  the  past,  but  it  has  not 
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been  answered  in  the  past.  I  believe  that  that  is  one  of  the  most 
important  areas  you  may  look  at  this  year. 

The  next  step  in  the  long  term  is  the  retirement  age.  Long-term 
forecasts  indicate  severe  problems  in  the  future  with  social  secu- 
rity. Taxpayers  today  indicate  severe  problems  with  the  tax  levels. 
Life  expectancy  is  up  considerably  over  the  four  decades  social 
security  has  been  in,  and  there  has  not  been  a  change  made  there. 

We  favor  increasing  the  retirement  age. 

Mr.  Chairman,  perhaps  your  committee  should  consider  the 
benefits  of  increasing  it  on  the  short  term  because  this  would  be  a 
method  of  both  reducing  costs  and  also  returning  equity  to  the 
system. 

The  third  and  final  area  of  the  long  term  is  the  replacement 
ratios.  The  long-term  integrity  of  social  security  is  most  important 
because  this  is  really  a  program  based  upon  public  confidence. 
Social  security  was  originally  designed  as  floor  protection,  and  it 
has  increased  on  many  occasions.  The  benefit  is  higher  than  origi- 
nally intended. 

The  National  Association  of  Life  Underwriters  feels  replacement 
ratios  are  higher  than  they  should  be  at  the  present  time  and  some 
reduction  should  be  considered  by  your  committee.  The  long-term 
tax  reduction  that  is  asked  should  allow  an  increase  in  public 
confidence  that  funding  will  be  able  to  be  made  to  meet  the  bene- 
fits. 

We  appreciate  the  opportunity  to  testify  before  your  committee 
today,  and  we  thank  you  for  your  commitment  to  face  the  very 
difficult  task  ahead.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Thank  you,  gentlemen. 

I  assume  your  statements  are  in  unison;  there  is  no  difference  in 
your  positions;  you  are  basically  advocating  the  same  thing? 

Mr.  Austin.  Our  statements  are  very  much  the  same.  I  was  not 
aware  of  their  statement.  I  did  not  know  these  people  were  going  to 
be  here.  Mr.  Eichelberger  is  one  of  the  leading  agents  of  our 
company.  We  are  not  here  in  cahoots,  frankly. 

Mr.  Pickle.  I  would  not  have  suspected  that  at  all.  I  am  just 
assuming  what  your  position  is,  is  the  same  as  the  other.  Is  that 
correct? 

Mr.  Fefferman,  we  are  glad  to  see  you  back  before  our  commit- 
tee. 

Mr.  Fefferman.  Thank  you.  The  organizations  appearing  before 
you  now  are  two  separate  organizations.  The  American  Council  of 
Life  Insurance  represents  the  life  insurance  companies  while  the 
National  Association  of  Life  Underwriters  represents  the  people 
who  sell  the  policies.  The  statements  of  the  two  organizations  are 
very  much  in  line  in  general  tenor  and  general  thrust.  There  may 
be  little  differences  of  nuances  between  them,  but  by  and  large 
they  are  the  same. 

Mr.  Pickle.  Did  you  wish  to  make  a  statement  on  that,  Mr. 
Pierce? 

Mr.  Pierce.  Yes,  Mr.  Chairman. 

The  two  organizations  are  independent  and  we  are  not  aware  of 
what  their  testimnony  would  be  in  advance,  and  they  were  not 
aware  of  our  testimony.  As  such,  our  organization  does  specifically 
represent  140,000  life  insurance  agents  who  have  eyeball-to-eyeball 
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contact  with  your  constituents  and  our  clients  every  day  of  our 
lives. 

Mr.  Pickle.  I  note  both  of  you  recommended  a  continuation  of 
the  cost-of-living  index.  You  recognized  some  adjustment  might  be 
sought  in  order  to  keep  the  receipts  more  in  line  with  market 
conditions.  There  is  no  difference  in  your  position  in  that  respect? 

Mr.  Fefferman.  I  don't  think  so. 

Mr.  Austin.  No,  sir. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  Thank  you  very  much  for  a  very  fine  statement. 
What  incentive  should  be  given  to  keep  people  working  and  make 
them  productive?  Should  something  be  done  in  the  way  of  deduc- 
tions or  something  to  give  them  an  extra  lift  to  keep  them  in  the 
work  force? 

Mr.  Austin.  Do  you  mean  to  keep  them  working  beyond  the 
retirement  age? 
Mr.  Guarini.  Right. 

Mr.  Austin.  We  have  taken  no  position  to  encourage  people 
working  after  retirement. 

Mr.  Fefferman.  We  do  not  have  any  specific  recommendation, 
but  of  course  we  are  very  favorably  inclined  to  maintain  a  favora- 
ble atmosphere  to  keep  people  working. 

One  thing  that  may  encourage  people  to  retire  too  early — and,  I 
am  speaking  now  just  about  the  long-range  future — is  the  retire- 
ment age  under  social  security  which  in  and  of  itself  creates  an 
attitude  as  to  when  one  should  retire. 

The  social  security  retirement  age  of  65  is  just  fine  for  today,  but 
gradual  steps  should  be  taken  to  move  this  retirement  age  up  to, 
age  68  on  a  long,  phased-in  method,  beginning  the  upward  move- 
ment about  the  turn  of  the  century  and  giving  people  adequate 
advance  knowledge  of  this. 

Mr.  Guarini.  You  are  not  for  giving  additional  incentives;  just 
leave  the  incentives  as  they  are;  you  wouldn't  give  a  higher  deduc- 
tion, double  deduction  or  triple  deduction? 

Mr.  Fefferman.  Under  the  income  tax? 

Mr.  Guarini.  Yes. 

Mr.  Fefferman.  We  have  no  position  on  that. 

Mr.  Guarini.  How  about  your  position  with  regard  to  62?  I 
understand  it  is  continuously  more  stylish  for  people  to  retire  at 
62. 

Mr.  Austin.  Our  lengthier  paper  procedure  position  is  the  two  go 
in  tandem.  That  as  65  becomes  68,  62  becomes  65. 

Mr.  Guarini.  Do  you  think  that  is  a  good  idea  to  give  a  choice?  It 
was  never  intended  in  the  first  place.  Do  you  think  we  should  give 
the  option? 

Mr.  Fefferman.  I  don't  believe  we  have  taken  a  firm  position  on 
that  particular  matter.  We  have  assumed  it  would  go  on. 

Mr.  Guarini.  Does  it  make  an  actuarial  difference? 

Mr.  Pierce.  Congressman,  in  response  to  your  question,  we  did 
not  make  specific  recommendation  other  than  age  65  and  68 
seemed  suitable  to  us.  I  don't  believe  there  is  any  magic  age  of 
retirement,  but  I  think  the  present  system  encourages  early  retire- 
ment simply  because  there  is  a  feeling  of  entitlement.  That  feeling 
is  conveyed  by  the  literature  put  out  by  the  Social  Security  Admin- 
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istration  for  many  years,  referring  to  it  as  an  insurance  asset, 
referring  to  it  as  guaranteed  benefits,  words  that  in  our  industry 
certainly  imply  a  different  thing  than  what  we  think  those  things 
mean  there. 

Mr.  Guarini.  Does  your  company  write  insurance  giving  people  a 
choice? 

Mr.  Pierce.  Yes,  but  we  don't  write  programs  that  can  be 
changed  by  law  each  year.  Consequently,  one  of  the  things  here  is 
that  the  situation  is,  there  is  a  loss  under  the  present  program. 
There  is  a  loss  of  benefit  that  you  purportedly  have  bought  and 
paid  for,  if  you  continue  to  work.  Consequently,  there  is  a  feeling 
that  you  are  being  cheated  if  you  don't  hurry  up  and  retire  early  so 
you  can  capture  those  dollars. 

I  think  that  is  part  of  the  education  process.  We  find  over  the 
last  couple  years  there  have  been  reductions  in  social  security 
benefits  and  there  was  considerable  testimony  at  those  times  about 
the  great  upheaval  that  the  public  would  have  in  having  a  benefit 
reduced  and  in  fact  you  found  it  to  be  popular  because  of  the  fact 
that  it  showed  Congress  was  facing  a  difficult  problem  of  bringing 
things  in  balance. 

Everyone  is  aware  of  the  problem.  They  are  just  not  aware  of  the 
solution. 

I  believe  if  we  move  the  retirement  age,  so  we  will  move  the 
working  population. 

Mr.  Guarini.  Is  what  we  are  doing  actuarially  unsound  from 
your  professional  viewpoint? 

Mr.  Austin.  I  am  not  an  actuary,  but  it  is  my  understanding  the 
reduction  in  benefits  from  65  to  62  is  actuarial.  I  believe  the  next 
witness  might  be  better  equipped  to  testify  on  that.  There  is  a  loss 
for  that  period  of  time  of  contributions. 

Mr.  Guarini.  Is  there  any  actuarial  basis  for  what  we  are  doing 
at  the  age  of  65  that  makes  sense  for  professional  insurance 
people? 

Mr.  Austin.  Actuarially,  this  is  not  that  kind  of  a  program. 
Mr.  Guarini.  This  is  a  political  program? 

Mr.  Austin.  There  is  no  relationship  between  the  amount  of 
money  which  an  individual  has  paid  in  and  the  amount  that  he  or 
his  family  will  receive. 

Mr.  Guarini.  Let  me  ask  you  one  last  line  of  questions.  To  say 
that  the  people  who  administer  the  program  don't  even  pay  into 
the  system — you  addressed  yourself  to  that,  Mr.  Eichelberger — and 
in  the  system  we  have  had  three  social  security  commissioners  who 
have  been  charged  with  a  $160  billion  program  in  the  last  5  years, 
so  there  has  been  also  a  lack  of  continuity  of  good  leadership. 

What  do  you  think  should  be  done  in  that  regard?  What  are  your 
recommendations? 

Mr.  Pierce.  There  are  a  number  of  suggestions  relative  to  uni- 
versal coverage.  I  assume  that  really  is  the  first  question  we  are 
addressing? 

Mr.  Guarini.  Assuming  we  don't  have  universal  coverage,  what 
should  we  do  about  the  fact  that  social  security  seems  to  be 
changed  very  frequently,  you  have  a  lack  of  continuous  leadership, 
and  the  person  who  administers  the  program  doesn't  even  relate  to 
the  program? 
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Mr.  Pierce.  In  regard  to  that  problem,  we  sugge'st  social  security 
be  moved  outside  of  the  political  arena,  not  only  on  an  accounting 
basis  but  administrative  basis,  to  be  isolated  from  the  cyclical 
influence  of  politics. 

Mr.  Guarini.  We  tried  that  with  the  Post  Office  and  it  has  been 
a  disaster  so  far. 

Mr.  Pierce.  All  of  us  pay  postage  but  none  of  us  feel  in  the  post 
office  that  when  we  pay  for  a  stamp  that  we  expect  to  benefit  30 
years  later.  That  is  exactly  the  way  the  American  public  feels 
about  their  social  security  benefits. 

Mr.  Guarini.  Thank  you,  gentlemen.  We  appreciate  very  much 
your  having  given  us  the  benefit  of  your  experience  and  your 
testimony. 

Next  is  the  American  Academy  of  Actuaries,  represented  by 
James  R.  Swenson,  chairman  of  the  Committee  on  Social  Insur- 
ance, accompanied  by  Mr.  Grubbs,  actuary. 

We  welcome  you.  We  appreciate  your  giving  us  your  testimony. 

STATEMENT  OF  JAMES  R.  SWENSON,  CHAIRMAN,  COMMITTEE 
ON  SOCIAL  INSURANCE,  AMERICAN  ACADEMY  OF  ACTUARIES 

Mr.  Swenson.  Mr.  Chairman  and  distinguished  members  of  the 
subcommittee,  my  name  is  James  R.  Swenson.  I  am  the  chairman 
of  the  Committee  on  Social  Insurance  of  the  American  Academy  of 
Actuaries.  On  behalf  of  the  academy,  I  wish  to  thank  you  for  the 
opportunity  to  discuss  financing  issues  affecting  the  social  security 
program. 

The  American  Academy  of  Actuaries  is  a  professional  organiza- 
tion of  actuaries  which  was  formed  in  1965  to  bring  together  into 
one  organization  all  qualified  actuaries  in  the  United  States  and  to 
seek  accreditation  and  greater  public  recognition  for  the  profession. 
It  includes  members  of  three  founding  organizations — the  Casualty 
Actuarial  Society,  the  Conference  of  Actuaries  in  Public  Practice, 
and  the  Society  of  Actuaries. 

Requirements  to  become  a  member  of  the  academy  can  be  sum- 
marized under  two  broad  hearings:  first,  education,  and  second, 
experience.  At  the  present  time,  the  education  requirements  for 
membership  can  be  satisfied  by  passing  certain  professional  exami- 
nations given  either  by  the  Casualty  Actuarial  Society  or  the  Soci- 
ety of  Actuaries  or  by  becoming  an  "enrolled  actuary"  under  the 
Employee  Retirement  Income  Security  Act  of  1974  (ERISA).  The 
experience  requirement  consists  of  3  years  of  responsible  actuarial 
work. 

As  of  the  end  of  1980,  the  academy  membership  exceeded  6,200. 

-  The  academy  is  unique  as  the  national  actuarial  organization  for 
actuaries  in  all  areas  of  specialization.  These  actuaries  have  a 
variety  of  types  of  employment,  including  insurance  organizations, 
consulting  firms,  academic  institutions,  and  Government.  A  large 
majority  of  those  individuals  who  have  satisfied  the  education  and 

,  experience  requirements  of  the  academy  have,  in  fact,  joined  the 
academy. 

The  academy  is  active  in  the  development  of  guides  to  profession- 
al conduct  and  standards  of  practice  required  of  members  in  their 
professional  practice.  The  academy  is  also  active  in  Government 
relations,  liaison  with  other  professions  and  public  relations. 
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Actuarial  science  involves  the  evaluation  of  the  probabilities  of 
uncertain  future  events,  often  over  long  periods  of  time,  and  the 
financial  impact  which  these  events  involve.  The  computation  of 
financial  values  for  insurance  and  pension  programs  in  both  the 
public  and  private  sectors  is  a  major  application  of  actuarial  tech- 
niques. The  actuarial  nature  of  the  financing  arrangements  for 
social  security  has  been  recognized  since  the  inception  of  the  pro- 
gram in  1935. 

In  recognition  of  the  extreme  importance  to  society  of  maintain- 
ing the  financial  integrity  of  the  social  security  system,  the  acade- 
my formed  its  Committee  on  Social  Insurance  several  years  ago. 
The  committee  includes  some  of  the  most  eminent  actuaries  in  the 
United  States  with  a  wealth  of  experience  in  both  the  public  and 
private  insurance  and  pension  programs. 

Since  I  am  representing  a  professional  organization  comprised  of 
individuals  who  hold  diverse  political  views,  this  statement  will  not 
generally  favor  or  oppose  specific  legislative  proposals.  Instead,  the 
statement  will  discuss  the  financial  implications  of  various  alterna- 
tives to  assist  you  in  your  deliberations. 

It  is  apparent  that  legislation  needs  to  be  enacted  to  resolve  the 
predicted  short-term  financing  problems  of  the  OASI  portion  of  the 
program.  The  academy  believes  that  it  is  equally  important  that 
long-term  financing  issues  be  addressed  at  the  same  time  to  help 
assure  the  financial  viability  of  the  program  and  to  restore  public 
confidence  in  the  program. 

The  short-term  financing  problems  would  be  substantially  allevi- 
ated if  proposals  permitting  interfund  borrowing  were  enacted. 
However,  the  margins  protecting  the  program  from  adverse  eco- 
nomic conditions  would  be  very  modest  unless  other  steps  are 
taken  as  well. 

Adverse  economic  conditions  are  the  primary  cause  of  the  short- 
term  financing  problems.  Unfortunately,  CPI-measured  price  in-  ; 
creases  exceeded  average  wage  increases  by  3.1  percent  in  1979  and 
preliminary  estimates  indicate  that  such  price  increases  exceeded 
wage  increases  by  5  percent  in  1980.  If  the  1977  Social  Security 
Amendments  had  provided  that  benefit  increases  be  based  upon 
the  smaller  of  wage  or  price  increases,  short-term  cash  flow  prob- 
lems would  not  now  be  upon  us. 

The  relative  unpredictability  of  the  economy  indicates  that  more 
emphasis  should  be  placed  on  financial  projections  based  upon 
pessimistic  assumptions.  It  should  be  noted  that  projections  based 
upon  pessimistic  assumptions  indicated  the  potential  for  short-term 
cash  flow  problems  shortly  after  the  1977  amendments  were  en-  ! 
acted.  Virtually  no  publicity  was  given  to  that  fact  at  the  time. 

Long-term  financing  issues  pose  an  even  greater  challenge  to  the 
program.  Since  the  social  security  program  is  an  intergenerational 
transfer  program,  funded  essentially  on  a  pay-as-you-go  basis,  the  i 
demographic  influences  of  increasing  life  expectancy  combined 
with  the  post- World  War  II  baby  boom  and  subsequent  baby  bust 
will  require  substantial  increases  in  future  payroll  tax  rates.  The 
financial  viability  of  the  program  depends  upon  the  willingness  and 
the  capability  of  persons  who  are  working  to  pay  taxes  sufficient  to 
support  promised  benefits. 
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Official  actuarial  estimates  predict  OASDHI  benefit  costs  rang- 
ing from  20  to  36  percent  of  payroll  by  the  year  2030.  In  addition, 
long-term  projections  based  upon  intermediate  assumptions  indi- 
cate that  OASDI  benefit  disbursements  will  exceed  scheduled  taxes 
by  an  average  of  IV2  percent  during  the  next  75  years. 

Proposals  to  increase  the  age  at  which  full  old-age  benefits  are  to 
be  paid  would  reduce  the  tax  levels  required  to  be  paid  by  future 
generations  of  workers.  For  example,  proposals  to  gradually  in- 
crease the  retirement  age  from  65  to  68  would  generally  eliminate 
approximately  two-thirds  of  the  75-year  OASDI  financing  deficit. 
To  further  assist  you  in  your  deliberations,  it  should  be  noted  that 
today  life  expectancy  at  age  68  is  greater  than  it  was  at  age  65  in 
1935  when  the  latter  age  was  selected  as  the  original  retirement 
age  under  the  program.  Moreover,  actuarial  projections  indicate 
that  by  the  year  2000,  individuals  in  their  early  seventy's  are 
expected  to  have  the  same  life  expectancy  as  individuals  age  65 
had  in  1935. 

As  you  are  aware,  universal  social  security  coverage  has  been 
recommended  by  many  commissions,  advisory  panels  and  study 
groups.  If  universal  social  security  coverage  is  enacted,  it  is  impor- 
tant that  the  benefit  structure  of  existing  programs  be  coordinated 
with  the  social  security  program.  This  will  pose  a  complex  problem, 
but  the  actuarial  profession  is  prepared  to  offer  assistance  so  that 
the  coordination  can  be  accomplished  in  a  rational  manner.  If 
universal  social  security  coverage  is  not  enacted,  the  actuarial 
profession  has  suggested  methods  to  remedy  the  unintended  "wind- 
fall benefit"  situation. 

The  current  financing  problems  of  the  program  illustrate  the 
continuing  need  for  independent,  professional  actuarial  analysis. 
The  Office  of  the  Actuary  of  the  Social  Security  Administration 
and  the  actuaries  employed  in  the  Health  Care  Financing  Adminis- 
tration are  uniquely  qualified  to  provide  such  analysis.  They  must 
be  given  the  latitude  to  select  a  range  of  appropriate  assumptions 
independent  of  "official"  economic  forecasts. 

It  should  be  noted  that  the  Employee  Retirement  Income  Secu- 
rity Act  of  1974  (ERISA)  requires  that  valuations  of  private  pension 
plans  be  certified  by  qualified  actuaries.  A  similar  actuarial  certifi- 
cation is  required  by  Public  Law  95-595  for  pension  plans  covering 
Federal  employees.  In  each  situation,  the  actuary  must  certify  that 
the  assumptions  used  are  reasonable  in  the  aggregate,  representing 
the  best  estimates  of  anticipated  experience,  and  that  methodology 
is  proper. 

The  American  Academy  of  Actuaries  recommends  that  the  Social 
Security  Act  be  amended  to  enable  the  public  to  enjoy  the  same 
benefit  of  professional  actuarial  certification  for  the  social  security 
program.  This  recommendation  has  also  been  made  by  the  Nation- 
al Commission  on  Social  Security. 

Consistent  with  this  recommendation,  the  board  of  directors  of 
the  American  Academy  of  Actuaries  has  adopted  the  following 
resolution: 

Whereas  actuarial  projections  and  cost  estimates  based  on  work  of  the  highest 
professional  quality  and  integrity  have  been  an  important  force  for  fiscal  prudence 
in  the  historical  development  of  social  insurance  programs;  and 
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Whereas  the  growth  of  these  programs  and  their  commitments  to  future  genera- 
tions of  beneficiaries  makes  it  more  important  than  ever  that  these  programs  be 
managed  in  a  fiscally  prudent  manner; 

Therefore,  be  it  resolved  that  this  organization  believes  that  it  is  in  the  best 
interests  of  the  public  that  (1)  the  actuaries  who  are  responsible  for  the  projections 
and  cost  estimates  be  free  to  use  their  best  professional  judgment  and  expertise 
independent  of  pressures  for  political  expediency,  and  (2)  the  actuaries  ultimately 
responsible  for  their  work  be  required  to  issue  an  opinion  letter  accompanying  the 
appropriate  annual  report  stating  whether  the  actuarial  assumptions  used  in  the 
projections  contained  therein  are  (a)  in  the  aggregate  reasonable  taking  into  account 
the  experience  and  expectations  of  the  plan  and  (b)  represent  their  best  etimates  of 
anticipated  experience  under  the  plan. 

In  conclusion,  the  academy  hopes  this  testimony  has  been  help- 
ful, and  we  would  welcome  the  opportunity  to  be  of  further  assist- 
ance as  you  proceed  with  your  important  deliberations 

Mr.  Pickle.  Thank  you,  Mr.  Swenson. 

We  will  now  ask  Mr.  Grubbs  to  present  his  statement. 

STATEMENT  OF  DONALD  S.  GRUBBS,  JR.,  ACTUARY, 
WASHINGTON,  D.C. 

Mr.  Grubbs.  I  also  submitted  a  prepared  statement,  which  I  ask  | 
be  made  a  part  of  the  record. 

Mr.  Pickle.  Without  objection,  the  statement  will  be  included  in 
the  record  at  this  point. 

[The  prepared  statement  follows:] 

Statement  of  Donald  S.  Grubbs,  Jr.,  F.S.A. 

This  presents  my  personal  views  on  two  related  issues,  retirement  age  and  post- 
retirement  cost-of-living  adjustments.  These  two  issues  affect  both  Social  Security  I 
and  private  employer  pension  plans.  Not  only  are  the  two  issues  related;  the  two 
retirement  systems  are  also  related.  The  two  systems  must  be  coordinated  to  best 
meet  retirement  needs.  To  accomplish  this,  changes  in  the  Social  Security  Act  must  j 
include  changes  in  laws  governing  private  pensions. 

I) 

INCREASING  RETIREMENT  AGE  UNDER  SOCIAL  SECURITY 

Yesterday  the  President's  Commission  on  Pension  Policy  issued  its  final  report,  \ 
recommending  that  the  normal  retirement  age  for  receiving  full  Social  Security 
retirement  benefits  be  increased  from  65  to  68.  This  idea  has  also  been  endorsed  by 
the  National  Commission  on  Social  Security  and  the  Advisory  Council  on  Social 
Security;  While  differing  in  detail,  all  three  recommend  that  Congress  act  now  to 
schedule  a  phased-in  increase  in  the  retirement  age,  beginning  at  a  future  date.  The  j 
eligibility  age  for  reduced  early  retirement  benefits  would  also  be  increased,  from  ; 
the  present  age  62  to  age  65. 

Such  a  change  is  needed  to  assure  the  financial  integrity  of  the  Social  Security, 
system.  The  reasons  for  the  change  are  well  documented  in  the  reports  of  the  three  j 
bodies  referred  to,  and  I  shall  not  repeat  them  here.  I  endorse  these  recommenda-  I 
tions  and  encourage  Congress  to  enact  them  this  year.  Putting  off  the  decision  will  ! 
only  make  the  decision  more  difficult,  delay  corrective  action,  and  exacerbate  the 
financial  problems  of  the  system. 

THE  RELATION  OF  SOCIAL  SECURITY  AND  PRIVATE  PENSIONS 

About  half  of  all  American  workers  are  covered  under  private  employer  pension  j 
plans.  Both  Social  Security  and  private  plans  are  vital  to  providing  their  retirement ! 
income.  Private  employer  pension  plans  now  have  approximately  350  billion  dollars  ! 
of  assets. 

Private  pensions  and  Social  Security  are  closely  interrelated.  Private  plans  are  j 
designed  to  supplement  Social  Security.  Both  the  amount  of  benefits  and  the  retire- 
ment age  under  Social  Security  are  directly  or  indirectly  reflected  in  the  design  of  j 
private  pension  plans. 

The  laws  governing  private  pension  plans  directly  reflect  this  interrelationship. 
The  most  important  of  these  is  the  requirement  that  the  normal  retirement  age  of 
private  pensions  not  exceed  the  later  of  age  65  or  10  years  of  participation.  This  age 
65  maximum,  which  is  the  normal  retirement  age  under  most  private  plans,  was 
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geared  to  mesh  with  Social  Security.  Therefore  Congress  cannot  consider  changing 
the  retirement  age  under  Social  Security  without  weighing  the  effect  on  private 
employer  pension  plans.  Appropriate  changes  must  be  made  in  laws  concerning 
private  plans. 

It  makes  sense  to  have  benefits  begin  at  the  same  time  under  both  Social  Security 
and  private  pension  plans. 

THE  EFFECT  OF  INFLATION  ON  SOCIAL  SECURITY  AND  PRIVATE  PENSIONS 

The  real  goal  of  both  Social  Security  and  private  pension  plans  is  to  enable 
retired  people  to  maintain  an  adequate  retirement  income.  When  the  price  of  the 
goods  and  services  they  must  buy  increases,  the  goal  of  meeting  income  needs  is 
defeated  unless  the  sources  of  income  keep  pace  with  the  cost  of  living. 

The  total  income  of  retired  Americans  from  all  sources  is  only  about  half  that  of 
full-time  workers  under  age  65.  Retirees  are  the  ones  least  able  to  bear  any  reduc- 
tion in  their  already  meager  standard  of  living. 

Social  Security  benefits  are  fully  indexed  to  the  cost  of  living.  Maintaining  full 
indexing  of  Social  Security  is  essential  if  retired  people  are  not  to  have  their 
standard  of  living  further  reduced. 

Private  pension  plans,  on  the  other  hand,  are  generally  not  indexed  for  inflation. 
Some  employers  have  voluntarily  made  increases  to  those  already  retired,  and  this 
is  to  be  commended,  but  even  these  employers  have  not  been  able  to  afford  in- 
creases anywhere  near  the  huge  increases  in  the  cost  of  living  in  recent  years.  Thus 
the  purchasing  power  of  private  pensions  decreases  each  year  after  retirement.  If 
the  cost  of  living  rises  8  percent  per  year,  the  fixed  pension  for  a  person  who  retires 
at  age  65  is  cut  in  half  by  age  74,  and  reduced  to  one-fourth  by  age  83.  This  problem 
must  be  solved  if  private  pensions  are  to  be  an  effective  partner  with  Social  Security 
in  meeting  retirement  income  needs. 

THE  COST  OF  RETIREMENT  AGE  CHANGES  AND  INFLATION  ADJUSTMENTS 

Raising  the  retirement  age  substantially  reduces  the  cost  of  providing  pensions 
under  both  Social  Security  and  private  pensions.  Under  Social  Security,  such  cost 
1  reductions  are  needed  to  offset  the  rising  costs  resulting  from  demographic  shifts. 

Private  pension  plans  are  advance  funded  and  not  subject  to  dempgraphic  shifts. 
Increasing  the  normal  retirement  age  from  65  to  68  would  reduce  the  cost  of 
providing  a  fixed  pension  by  approximately  29  percent.  This  cost  reduction  would 
pay  for  the  cost  of  increasing  the  same  amount  of  pension  by  approximately  5 
percent  per  year  after  age  68.  Thus  raising  the  retirement  age  from  65  to  68  can 
enable  private  plans  to  largely  overcome  their  greatest  problem. 

If  both  Social  Security  and  private  pensions  provide  full  retirement  benefits 
beginning  at  age  68,  and  if  both  provide  for  inflation-related  adjustments  after  age 
68,  the  combination  will  be  better  equipped  to  meet  retirement  income  needs  than 
the  present  system.  In  addition,  both  systems  will  have  acceptable  costs. 

I 

SPECIFIC  LEGISLATIVE  PROPOSAL 

I     Private  pension  plans  which  have  acceptable  post-retirement  adjustments  should 
be  allowed  to  have  a  normal  retirement  age  of  68  rather  that  65.  Benefit  adjust- 
1  ments  would  not  be  required  for  plans  which  keep  age  65  as  a  normal  retirement 
I  age. 

To  be  acceptable,  benefit  adjustments  should  be  required  at  least  annually.  Plan 
j  sponsors  could  elect  more  frequent  adjustments  if  they  prefer. 

]     The  amount  of  each  annual  adjustment  should  be  the  lesser  of  the  increase  in  the 
Consumer  Price  Index  for  the  prior  year  or  5  percent.  A  maximum  on  the  annual 
increase  is  needed  for  cost  control;  no  employer  is  willing  to  write  a  blank  check.  5 
percent  was  chosen  as  the  maximum  because  that  is  the  approximate  amount  which 
I  can  be  financed  by  the  cost  saving  of  increasing  the  retirement  age  from  65  to  68. 
j  There  is  no  reason  to  require  increases  larger  than  the  CPI,  even  if  that  is  less  than 
^  5  percent,  because  the  whole  object  is  to  keep  pace  with  inflation,  not  pass  it  up.  Of 
1  course  some  plan  sponsors  might  elect  to  use  a  higher  limit  than  5  percent.  Some 
;  employers  might  elect  to  provide  5  percent  increases  regardless  of  the  CPI  increase, 
1  an  approach  that  is  amenable  to  certain  types  of  annuity  contracts  issued  by 
J  insurance  companies  to  provide  guaranteed  benefits  at  guaranteed  costs. 

Plans  could,  as  now,  allow  retirement  with  actuarially  reduced  benefits.  But 
I  benefit  increases  should  not  be  required  before  age  68,  since  otherwise  a  greater 
j  reduction  would  be  needed  in  the  early  retirement  benefit. 

I  Present  law  forbids  any  plan  amendment  which  reduces  any  benefit  already 
h  accrued.  An  increase  in  normal  retirement  age  from  65  to  68  which  simultaneously 
|  adds  these  post-retirement  benefit  adjustments  should  not  be  regarded  as  a  reduc- 
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tion  in  the  accrued  benefit,  because  the  value  of  the  benefit  would  be  approximately 
the  same,  and  because  an  important  social  objective  would  be  accomplished. 

This  change  is  a  socially  desirable  one  that  should  be  encouraged  currently.  Early 
retirement  benefits  would  be  available  at  age  65  for  those  who  elect  to  retire  early. 
Therefore  private  plans  should  be  able  to  effectuate  the  change  in  retirement  age 
immediately,  and  not  be  required  to  follow  the  deferred  phase-in  contemplated  for 
the  retirement  age  change  under  Social  Security. 

This  proposal  would  provide  encouragement  for  plans  to  change  their  retirement 
age  and  add  cost-of-living  adjustments,  but  not  require  any  plan  to  be  amended. 

I  recommend  that  these  changes  be  made  as  part  of  an  act  increasing  retirement 
ages  under  Social  security. 

(Appendix  A) 

Proposed  Amendments  to  the  Internal  Revenue  Code  To  Increase  Normal 

Retirement  Age 

Section  411(a)(8) 

Section  411(a)(8)  is  amended  by  substituting  for  "65"  the  following: 

"68  in  the  case  of  a  plan  described  in  subparagraph  (A)  of  section  411(d)(7)  or 
age  65  in  the  case  of  any  other  plan". 

Section  411(d)(7) 

Section  411(d)  is  amended  by  the  addition  of  the  following  paragraph  (7): 
(7)  An  amendment  which  increases  the  normal  retirement  age  for  accrued  bene- 
fits under  a  plan  shall  not  be  considered  a  decrease  in  accrued  benefits  provided 

(A)  the  plan  provides  that  benefits  being  paid  to  each  participant  and  benefi- 
ciary shall  be  increased  on  annual  or  more  frequent  adjustment  dates  by  an 
amount  not  less  than  the  lesser  of 

(i)  the  increase  in  the  Consumer  Price  Index  (rounded  to  the  next  lower 
one-tenth  of  1  percent  if  not  an  exact  one-tenth  of  1  percent)  for  some 
stated  twelve  month  period  ending  not  more  than  12  months  prior  to  the 
benefit  adjustment  date,  or 

(ii)  5  percent, 

such  increases  to  commence  no  later  than  the  first  adjustment  date  which 
occurs  twelve  months  after  the  later  of  the  participants  normal  retirement  age 
or  the  participant's  date  of  termination  of  employment, 

(B)  the  plan  allows  each  participant  who  had  accrued  a  benefit  prior  to  such 
amendment  to  elect  early  retirement  as  of  any  date  he  could  have  elected  early 
retirement  under  the  plan  as  in  effect  prior  to  such  amendment,  and  recieve  an 
early  retirement  benefit  at  least  actuarially  equivalent  to  his  accrued  benefit 
otherwise  commencing  at  normal  retirement  date;  and 

(C)  the  plan  allows  each  participant  who  was  eligible  to  retire  and  receive  a 
benefit  prior  to  such  an  amendment  to  elect  to  receive  a  benefit  determined 
under  the  plan  as  in  effect  prior  to  such  amendment  and  not  subject  to  adjust- 
ments. 

Conforming  changes  are  required  to  the  Employee  Retirement  Income  Security 
Act  of  1974. 

Mr.  Grubbs.  For  the  last  25  years,  I  have  been  working  with 
employee  pension  plans,  on  behalf  of  employers,  labor  unions,  in- 
surance companies,  as  a  consultant  to  Government,  as  former  Di- 
rector of  the  Actuarial  Division  of  the  IRS.  I  am  currently  manager 
of  the  Washington,  D.C.,  office  of  George  B.  Buck  Consulting  Actu- 
aries, and  although  I  chair  committees  of  several  business  and 
professional  organizations,  my  testimony  this  morning  is  only  my 
own  views  and  does  not  represent  my  employer  or  any  of  the 
associations  with  which  I  am  involved. 

First,  I  would  like  to  say  that  I  endorse  most  of  the  recommenda- 
tions of  the  President's  Commission  and  enthusiastically  endorse 
the  recommendation  that  we  have  a  mandatory  universal  pension 
system.  I  have  been  advocating  this  proposal  for  11  years,  in  writ- 
ing and  speaking. 

The  average  worker  last  year  earned  around  $12,000.  He  will  get 
a  social  benefit  in  today's  dollars  of  about  $5,000.  Now,  that  is  good 
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that  it  keeps  him  from  starving,  that  it  meets  the  basic  essentials 
of  survival,  but  I  don't  know  anyone  who  thinks  that  $5,000  a  year 
is  an  adequate  retirement  income.  We  need  some  kind  of  supple- 
ment and  the  only  way  we  are  going  to  assure  that  everyone  gets 
an  adequate  supplement  is  to  require  every  employer  to  cover 
every  employee  under  a  pension  plan. 

The  proposal  of  the  President's  Commission  is  therefore  essential 
to  meet  needs;  it  is  workable;  it  is  affordable. 

I  have  come  here  today,  though,  to  speak  primarily  on  another 
issue,  though  I  will  be  glad  to  discuss  anything  in  the  President's 
Commission  report. 

In  a  nutshell,  I  am  advocating  that  the  normal  retirement  age 
under  social  security  be  increased  from  65  to  68,  as  the  President's 
Commission  has  recommended,  and  as  also  recommended  by  the 
National  Commission  on  Social  Security  and  the  Advisory  Council 
on  Social  Security,  and  that  the  early  retirement  age  be  increased 
from  62  to  65  and  that  these  be  phased  in  over  future  years. 

Further,  I  am  advocating  that  private  pension  plans  be  allowed 
to  increase  their  normal  retirement  age  from  65  to  68,  if  they 
include  cost-of-living  adjustments  after  age  68  up  to  a  maximum  of 
5  percent  per  year. 

My  written  testimony  includes  draft  legislative  provisions. 

These  are  two  related  issues:  retirement  age  and  postretirement 
cost-of-living  adjustments.  These  two  issues  affect  both  social  secu- 
rity and  private  pensions.  Not  only  are  the  two  issues  related,  but 
the  two  systems  are  closely  related. 

About  half  of  all  American  workers  are  covered  under  private 
employer  pension  plans.  Both  social  security  and  private  plans  are 
vital.  Private  pension  plans  now  have  around  $250  billion  in  assets. 
The  interrelation  of  these  two  programs  is  complex.  Private  plans 
are  designed  to  supplement  social  security  taking  into  account  both 
the  amount  of  benefit  under  social  security  and  the  retirement  age 
under  social  security.  They  are  directly  or  indirectly  related,  in  the 
design  of  private  pension  plans. 

The  laws  governing  private  pension  plans  directly  reflect  this 
interrelationship.  The  most  important  of  these  is  the  requirement 
that  the  normal  retirement  age  of  the  private  pensions  not  exceed 
the  later  age  of  65,  or  10  years  of  participation.  This  age  65  maxi- 
mum, which  is  the  normal  retirement  age  for  most  private  plans, 
was  geared  to  mesh  with  social  security.  Therefore  Congress  cannot 
consider  changing  the  retirement  age  under  social  security  without 
weighing  the  effect  on  private  employer  pension  plans.  Appropriate 
changes  must  be  made  in  laws  concerning  pension  plans. 

It  makes  sense  to  have  the  benefits  begin  at  the  same  time  under 
both  social  security  and  private  plans. 

The  real  goal  of  both  social  security  and  private  pension  plans  is 
to  enable  people  to  maintain  an  adequate  retirement  income.  When  ; 
the  price  of  food  and  services  they  must  buy  increases,  the  goal  of 
.     meeting  income  needs  is  defeated  unless  the  sources  of  income 
I     keep  pace  with  the  cost  of  living. 

The  total  income  of  retired  Americans  from  all  sources  combined 
1  is  only  about  half  of  that  of  full-time  workers  under  age  65.  Retir- 
|  ees  are  the  ones  least  able  to  bear  any  reduction  in  their  already 
I     meager  standard  of  living. 
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Social  security  benefits  are  fully  indexed  to  the  cost  of  living. 
Private  pension  plans,  on  the  other  hand,  are  generally  not  in- 
dexed for  inflation.  Some  employers  have  voluntarily  made  in- 
creases to  those  already  retired.  This  is  to  be  commended,  but  even 
these  employers  have  not  been  able  to  afford  increases  anywhere 
near  the  huge  increases  in  the  cost  of  living  in  recent  years.  Thus 
the  purchasing  power  of  private  pensions  decreases  each  year  after 
retirement.  If  the  cost  of  living  rises  8  percent  per  year,  the  fixed 
pension  of  a  person  who  retires  at  age  65  is  cut  in  half  by  age  74 
and  reduced  to  one-fourth  by  age  83. 

This  problem  must  be  solved  if  private  pensions  are  to  be  an 
effective  partner  with  social  security  in  meeting  retirement  income 
needs.  Raising  the  retirement  age  substantially  reduces  the  cost  of 
providing  pensions  under  both  social  security  and  private  pensions. 
Under  social  security,  such  cost  reductions  are  needed  to  offset  the 
rising  costs  resulting  from  demographic  shifts.  Private  pension 
plans  are  advance  funded  and  not  subject  to  demographic  shifts. 
Increasing  the  normal  retirement  age  from  65  to  68  would  reduce 
the  cost  of  providing  a  fixed  pension  by  approximately  29  percent. 

This  cost  reduction  would  pay  for  the  cost  of  increasing  the  same 
amount  of  pension  by  approximately  5  percent  per  year  after  age 
68.  Thus,  raising  the  retirement  age  from  65  to  68  can  enable 
private  plans  to  largely  overcome  their  greatest  problem,  the  prob- 
lem of  inflation.  If  both  social  security  and  private  pensions  pro- 
vide full  retirement  benefits  beginning  at  age  68,  and  if  both  pro- 
vide for  inflation-related  adjustments  after  68,  the  combination  will 
be  better  equipped  to  meet  retirement  income  needs  than  the  pres- 
ent system.  In  addition,  both  systems  will  have  acceptable  costs. 

Private  plans  that  have  acceptable  postretirement  adjustments 
should  be  allowed  to  have  a  normal  retirement  age  of  68  rather 
than  65.  Benefit  adjustments  would  not  be  required  for  plans  that 
keep  age  65  as  the  normal  retirement  age. 

Mr.  Chairman,  the  remainder  of  my  written  testimony  talks 
about  some  of  the  details  and  changes  in  law  needed  to  accomplish 
this,  with  attached  amendments  to  the  Internal  Revenue  Code. 
Thank  you. 

Mr.  Pickle.  You  say  in  the  social  security  program  we  ought  to 
be  required  to  have  our  funds  made  actuarially  sound,  as  under  the 
ERISA  program,  and  the  same  as  the  Federal  retirement  systems. 
We  don't  require  that,  although  we  have  all  kinds  of  actuarial 
studies  going  constantly  to  keep  our  program  in  as  fiscally  sound 
condition  as  possible. 

Since  we  have  a  pay-as-you-go  type  of  program,  do  you  think  that 
the  social  security  system  actuarially  can  be  managed  in  the  same  j 
way  that  these  other  two  programs  are,  Mr.  Swenson? 

Mr.  Swenson.  Thank  you  very  much  for  the  opportunity  to 
clarify  this  issue.  I  was  not  recommending,  and  the  academy  is  not 
recommending,  that  the  social  security  program  be  subjected  to 
minimum  funding  standards  as  ERISA  requires.  What  I  was  sug- 
gesting was  that  there  should  be  independent  actuarial  analysis 
which  would  certify  that  the  financial  projections  are  based  upon 
assumptions  which  are  reasonable  in  the  aggregate,  representing 
the  best  estimate  of  experience  and  methods  used  to  make  those 
projections  reasonable. 
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That  is  not  suggesting  that  the  program  be  funded.  Funding  of 
the  social  security  program  is  a  very  complex  issue,  as  you  have 
stated.  It  is  an  intergenerational  transfer  program  funded  on  a 
pay-as-you-go  system.  Basically,  the  standards  of  actuarial  funding 
that  would  apply  normally  to  private  plans  do  not  apply  to  social 
security.  What  is  important  as  far  as  the  social  security  program  is 
concerned  is  that  the  taxpayers  are  going  to  be  willing  in  the 
future  to  pay  the  tax  burdens  required  to  pay  the  benefits. 

Mr.  Pickle.  I  do  not  know  what  we  would  gain  if  Congress 
passed  a  law  demanding  that  the  system  be  actuarily  sound.  Both 
of  you  recommend  that  we  raise  the  retirement  age  from  65  to  68. 
You  say  it  is  mandatory  that  we  do  this  to  offset  the  increase  in 
life  expectancy.  Not  many  groups  are  disagreeing  with  that  except 
one  group  that  testified  this  morning. 

As  we  raise  the  retirement  age,  are  you  saying  we  should  raise 
the  mandatory  level  from  65  to  68?  Has  that  been  advocated  at  any 
point?  Or  in  the  other  direction? 

Mr.  Grubbs.  I  am  not  advocating  lowering  the  mandatory  retire- 
ment age.  I  feel  that  the  mandatory  retirement  age  should  be 
eliminated  entirely,  with  no  mandatory  retirement  age. 

Mr.  Swenson.  Let  me  further  state  I  am  representing  the  Ameri- 
can Academy  of  Actuaries,  which  is  a  professional  group  comprised 
of  individuals  with  diverse  political  views,  and  I  am  not  recom- 
mending on  behalf  of  the  academy  that  the  retirement  age  be 
increased  but  merely  pointing  out  the  financial  implications  of 
increasing  the  retirement  age,  which  is  to  suggest  that  the  long- 
term  financing  deficit  and  the  required  future  payroll  tax  levels 
would  both  be  reduced. 

Mr.  Pickle.  Americans  generally,  or  many  of  them,  have  the 
feeling  that  the  social  security  program  is  going  broke  because  it  is 
not  actuarilly  sound,  as  a  matter  of  principle.  Is  it  your  feeling  that 
the  way  we  have  operated  our  program  over  the  years,  that  we 
have  been  on  an  actuarially  sound  basis,  or  could  you  offer  specific 
suggestions  as  to  what  we  ought  to  do  now? 

Mr.  Swenson.  The  concept  of  actuarial  soundness  applied  to  the 
social  security  program  is  totally  different  than  that  applied  to 
private  programs.  Basically,  the  social  security  program,  which 
combines  elements  of  both  social  adequacy  and  individual  equity 
and  which  is  funded  on  a  pay-as-you-go  basis,  depends  totally  upon 
the  willingness  of  the  American  workers  and  the  capability  of  the 
economy,  basically  to  support  the  benefits.  On  that  basis,  the  deter- 
mination of  whether  the  program  is  actuarilly  sound  must  be 
made. 

Mr.  Grubbs.  I  would  like  to  add  that  actuarial  soundness  means 
that  the  projected  taxes  will  be  sufficient  to  pay  the  projected 
benefits,  and  reasonable  projections  indicate  there  are  two  prob- 
lems which  you  are  quite  aware  of,  a  short-term  problem  and  a 
long-term  problem.  With  respect  to  the  short-term  problem,  I  share 
j  the  concerns  of  those  who  are  concerned  about  general  revenue 
financing.  It  is  a  loss  of  discipline. 

If  Congress  found  it  necessary  to  allow  borrowing  from  general 
revenue,  as  a  control  mechanism  I  think  it  should  have  an  auto- 
matically triggered  increase  in  the  tax  rate  to  repay  that  borrow- 
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ing  during  the  following  year.  That  would  create  a  certain  disci- 
pline. 

In  the  long  term,  although  the  long-term  costs  are  very  uncer- 
tain— there  are  lots  of  uncertainties  out  there — most  projections  do 
indicate  that  the  projected  benefits  under  the  present  system  sub- 
stantially exceeds  the  projected  income.  So  we  only  have  two 
choices.  Some  people  act  as  though  the  choice  is  between  the  status 
quo  and  raising  the  retirement  age.  The  status  quo  is  not  an 
alternative.  Either  we  have  to  raise  taxes  some  way  or  do  some- 
thing to  reduce  the  projected  payout. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  Yes.  The  life  expectancy  of  people  is  being  in- 
creased every  year.  When  65  was  selected  in  1935,  that  was  fair, 
but  it  is  increasing  year  by  year  and  will  continue  to  increase  until 
the  end  of  the  century.  Yet  most  people  are  taking  early  retire- 
ment. More  people  take  retirement  at  age  62  than  65.  Is  this  a 
nightmare  as  long  as  actuarial  conditions  are  concerned?  We  allow 
people  to  retire  earlier,  and  now  70  percent  of  the  people  retire 
early  and  someday  it  will  be  90  percent  and  yet  people  are  living 
longer  and  longer.  Are  we  not  really  widening  the  neck,  or  gap,  of 
funding  these  kinds  of  programs  and  getting  increasingly  into 
deeper  waters  from  an  actuarial  viewpoint? 

Mr.  Swenson.  The  trend  toward  earlier  retirement  is  one  which 
has  in  essence  been  furthered  by  the  fact  that  social  security 
program  benefits  have  increased  fairly  significantly.  In  addition, 
there  have  been,  at  least  up  until  the  1970's,  there  were  fairly 
significant  increases  in  productivity  which  helped  to  foster  the 
capability  of  persons  retiring  earlier. 

As  the  demographics  of  this  country  indicate,  however,  I  think  it 
is  going  to  become  important  from  a  macroeconomic  standpoint 
that  the  trend  toward  earlier  retirement  be  reversed. 

Mr.  Guarini.  What  recommendations  would  you  have?  Should 
an  incentive  be  given  to  people  to  make  people  more  productive 
and  let  them  stay  in  the  mainstream  of  the  work  force? 

Mr.  Swenson.  The  academy  has  no  specific  proposal  relative  to 
that.  However,  let  me  just  say,  philosophically,  I  feel  attempts 
should  be  made  to  encourage  people  to  continue  to  work. 

Mr.  Guarini.  When  we  get  down  to  the  year  2010  and  the  baby 
boom  has  ripened  into  retirement,  are  we  going  to  have  a  dis- 
astrous reaction  or  are  you  of  the  school  of  thought  that  it  will  be 
compensated  by  the  fact  that  we  will  have  fewer  children  which  we 
will  have  to  support? 

Mr.  Swenson.  Basically,  I  think  by  the  year  2010  we  are  going  to 
find  our  economy  will  be  in  the  situation  where  it  is  going  to  need 
the  effective  productive  capability  of  people  who  are  elderly  at  that 
point. 

Mr.  Guarini.  Actuaries  do  long-range  planning.  Social  security 
has  a  very  large  political  base.  Would  you  say  it  is  very  difficult  to 
plan  intelligently  on  a  social  security  program  which  in  a  sense  is 
really  social  insurance? 

Mr.  Swenson.  It  is  a  very  complex  issue.  However,  projections 
can  be  made  of  the  program  as  presently  defined  but,  again,  it  is 
extremely  difficult  to  make  definitive  determinations  in  view  of  the 
fact  that  the  program  is  one  which  is  subject  to  change. 
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Mr.  Guarini.  I  hear  people  talk  in  terms  of  75-year  projections. 
Can  you  really  do  that  intelligently  in  a  program  like  this?  Should 
we  only  adjust  ourselves  to  a  5-  or  10-year  period? 

Mr.  Swenson.  I  feel  it  is  very  important  that  the  long-term 
projections  be  made  to  enable  you  to  determine  whether  or  not  the 
program's  benefits,  which  are  being  promised,  will  be  capable  of 
being  financed. 

Mr.  Guarini.  One  thing  is  confusing  to  me.  Of  the  369  million 
people  we  have  under  social  security,  what  percentage,  if  you  have 
any  information,  are  those  who  receive  pensions  from  other  outside 
sources?  Outside  pensions. 

Mr.  Grubbs.  Studies  of  the  President's  Commission  indicate  that 
28  percent  of  social  security  old-age  beneficiaries  are  receiving 
private  pensions.  Only  about  one  quarter.  That  is  why  this  proposal 
for  a  mandatory  universal  pension  system  is  so  essential.  Most 
people  do  not  have  a  private  pension  plan  and  it  creates  the  two- 
class  society  Mr.  McColough  spoke  of. 

Mr.  Guarini.  Can  we  do  more  to  encourage  private  pensions? 

Mr.  Grubbs.  Some.  It  will  not  close  most  of  that  gap.  The  only 
way  to  do  it  is  to  require  people  be  covered  under  pensions. 

Mr.  Guarini.  Would  the  CPI  for  the  elderly  be  larger  than  the 
CPI  we  normally  have  used,  the  COLA's  we  have  paid  out,  or 
would  the  elderly  have  a  smaller  CPI  than  the  COLA's  normally 
considered  in  the  last  years? 

Mr.  Grubbs.  A  number  of  people  have  made  estimates  as  to  what 
is  being  done  about  the  cost  of  living  of  the  aged.  They  have  a 
different  market  basket.  I  have  seen  estimates  in  both  directions, 
either  that  the  cost  of  living  was  rising  more  rapidly  or  less  rapidly 
than  the  CPI  we  have  now. 

Mr.  Guarini.  Do  you  think  it  is  a  mistake  to  use  the  normal  CPI 
for  all  the  people  who  are  in  the  working  force,  when  we  talk  about 
giving  cost-of-living  increase  to  the  elderly?  Do  you  think  we  should 
make  a  study  and  have  really  true  CPI  for  the  elderly? 

Mr.  Grubbs.  I  think  it  would  be  desirable  to  get  a  more  accurate 
measure  of  the  CPI  for  the  elderly.  I  doubt  that  it  will  be  very 
much  different  than  the  one  that  we  have,  but  we  certainly  ought 
to  do  the  most  accurate  thing  that  we  can. 

Mr.  Guarini.  We  have  health  insurance  that  private  companies 
give  as  a  supplement  to  whatever  governmental  insurance  people 
are  receiving.  For  the  elderly,  they  go  to  a  private  company  and 
they  can  get  a  supplemental  kind  of  insurance.  Is  there  any  way 
we  could  ever  do  that  with  survivors'  pensions,  to  give  supplemen- 
tary insurance,  that  we  could  build  upon  the  base,  or  does  the  year- 
to-year  change  in  social  security  make  it  possible  for  the  insurance 
company  to  give  supplemental  insurance  using  the  guaranteed  base 
of  social  security,  as  we  do  in  health  programs? 

Mr.  Swenson.  There  are  programs  which  do  provide  for  survivor- 
type  coverage.  They  are  generally  provided  on  a  group  insurance- 
type  basis.  Obviously,  the  sale  of  individual  insurance  can  be  tai- 
lored, however,  to  individual  needs  and  financial  circumstances. 

Mr.  Guarini.  Do  very  many  people  avail  themselves  of  those 
kinds  of  insurance  programs? 
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Mr.  Swenson.  There  are.  Obviously,  individual  insurance  is  ex- 
tremely popular  and,  group  survivors  insurance  is  becoming  in- 
creasingly popular. 

Mr.  Guarini.  Are  they  linked  together  with  the  base  of  social 
security,  or  is  it  a  separate  policy? 

Mr.  Swenson.  It  is  generally  written  on  top  of  what  social  secu- 
rity would  provide. 

Mr.  Grubbs.  Just  as  an  example,  our  particular  firm  has  a 
program  in  which,  if  I  died  today,  my  wife  would  receive  a  lifetime 
income  of  40  percent  of  my  pay,  less  whatever  survivor  benefits  are 
paid  under  social  security.  That  is  a  fairly  common  type  of  survivor 
insurance  sold  now. 

Mr.  Guarini.  Someone  said  that  75  percent  of  the  people  depend 
upon  social  security  almost  completely  as  a  means  of  existence  or 
survival,  that  they  have  less  than  $500  outside  income.  Is  that 
figure  sound?  Does  that  sound  accurate  to  you? 

Mr.  Grubbs.  I  do  not  know  the  exact  dollar  amounts,  but  it  is 
correct  about  three-quarters  of  all  retirees  who  receive  social  secu- 
rity do  not  receive  any  private  pension.  Now,  some  individuals 
have  income  from  private  savings,  but  the  record  shows  that  it  is 
generally  just  higher  paid  people  who  have  done  any  substantial 
saving. 

Mr.  Guarini.  Thank  you. 

Mr.  Swenson.  I  would  like  to  just  comment  that  as  far  as  future 
incidence  of  private  plan  coverage  is  concerned,  roughly  two-thirds 
of  all  workers  who  now  meet  the  ERISA  participation  require- 
ments of  age  25  and  1  year  of  service,  who  are  in  turn  full-time 
workers,  are  eligible  to  receive — excuse  me — are  covered  by  private 
pension  plans,  so  I  think  there  is  the  prospect  for  additional  pri- 
vate pension  plan  coverage  in  the  future. 

Mr.  Grubbs.  But  many  will  receive  no  pension  from  those  plans 
because  they  have  to  stay  with  a  company  10  years  to  get  a 
pension.  One  of  the  things  in  the  President's  Commission  proposal 
for  mandatory  pensions  is  that  there  be  full  coverage  with  immedi- 
ate vesting.  A  person  who  works  for  more  than  one  company  has  as 
much  right  to  a  pension  as  one  who  works  for  one  company  for  40 
years. 

Mr.  Shannon.  Thank  you,  gentlemen. 

Our  next  witness,  Mrs.  Ruth  Kobell,  is  the  legislative  assistant  to 
the  National  Farmers  Union.  Mr.  Pickel  wanted  me  to  tell  you  he 
read  your  testimony  with  great  interest  and  to  welcome  you  before 
the  subcommittee  this  morning. 

STATEMENT  OF  RUTH  E.  KOBELL,  LEGISLATIVE  ASSISTANT, 
NATIONAL  FARMERS  UNION 

Mrs.  Kobell.  Thank  you.  You  have  had  a  number  of  witnesses 
who  have  covered  a  number  of  issues  in  considerable  more  detail 
than  my  statement.  They  have  touched  upon  a  great  many  of  the 
points  that  I  wanted  to  review.  Because  the  hour  is  late,  I  would 
hope  my  statement  could  be  included  in  the  record. 

Mr.  Shannon.  Your  whole  statement  will  be  included  in  the 
record. 

Mrs.  Kobell.  I  would  like  to  make  some  brief  comments  from  the 
point  of  view  of  our  constituents.  The  National  Farmers  Union  is 
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an  organization  of  farm  families,  and  farmers  themselves  have 
recognized  social  security  as  a  very  important  part  of  their  retire- 
ment planning,  along  with  estate  planning  which  is  interwoven 
with  their  social  security  coverage. 

As  you  know,  farmers  came  in  late  under  social  security  and 
were  one  of  those  groups  who  for  a  number  of  years  perhaps 
benefited  to  a  greater  extent  than  the  amount  they  paid  into  the 
programs,  simply  because  they  did  come  late. 

Farm  income  has,  itself,  been  highly  variable.  In  some  years 
farmers  with  considerable  assets  may  have  actually  no  net  income, 
and  are  paying  a  minimum  amount  of  social  security.  Social  secu- 
rity has  also  been  variable  for  them  in  terms  of  the  amount  of 
benefits  they  receive. 

I  have  attached  a  copy  of  the  policy  statement  of  our  delegates 
which  covers  a  number  of  points  of  their  particular  interest  and  a 
brief  review  of  the  history  of  social  security  as  it  related  to  farmers 
and  farm  workers. 

Social  security,  of  course,  does  have  some  fundamental  problems 
today.  It  has  been  buffeted  by  the  problems  of  the  general  econo- 
my. We  would  hope  that  the  committee  would  give  very  careful 
consideration  to  what  may  be  short-term  problems  for  social  secu- 
rity in  relation  to  much  broader  economic  problems  such  as  trying 
to  get  people  back  to  work,  of  doing  something  about  controlling 
energy  costs,  of  controlling  inflation,  addressing  to  the  interest  rate 
issue,  all  of  which,  would  impact  on  social  security. 

If  we  could  get  more  people  back  to  work,  we  would  have  more 
income  and  we  might  also  address  the  concern  of  people  retiring  at 
62.  With  almost  8  percent  recognized  unemployment,  the  tempta- 
tion to  retire  for  older  workers,  for  those  who  might  find  great 
trouble  finding  employment,  is  a  very  attractive  one. 

One  of  the  concerns  I  would  like  to  raise  is  on  the  part  of  women 
generally,  who  have  been  disadvantaged,  partly  because  they  have 
had  a  shorter  employment  period,  and  because  they  have  often  had 
a  lower  income  level  and  so  they  themselves  may  find  that  they 
have  very  little  social  security  coverage  unless  they  have  followed 
the  traditional  pattern  of  staying  married  to  the  same  man  all 
their  lives. 

Farm  women  have  particular  problems.  A  great  many  of  our 
farm  women  participate  actively  in  the  farming.  They  not  only 
keep  records  but  help  in  the  management  decisions.  They  actually 
ride  the  tractors  and  help  milk  the  cows.  Yet,  unless  farm  families 
take  very  involved  legal  steps,  there  is  no  way  farm  women  can 
earn  their  own  social  security  coverage.  The  disability  and  survivor 
aspects  of  social  security  become  increasingly  important  because 
farming  is  the  third  most  dangerous  occupation,  and  they  are 
likely  to  suffer  from  those  kind  of  dangers. 

We  would  wish  that,  as  we  move  to  address  the  concerns  of 
women  generally  in  social  security  coverage,  we  would  address 
those  of  farm  women. 

I  would  also  like  to  talk  about  this  matter  of  working  beyond 
what  we  consider  normal  retirement  age.  As  some  of  you  know,  the 
National  Farmers  Union  has  sponsored  the  green  thumb  program, 
which  is  an  employment  program  for  older  economically  disadvan- 
taged men  and  women,  to  do  community  service  work  on  a  part- 
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time  basis.  We  have  found  there  is  a  long  waiting  list  of  people  who 
might  be  considered  beyond  retirement  age  who  are  anxious  to 
work,  to  use  their  skills,  to  use  their  experience,  and  to  add  to  the 
gross  national  product. 

I  think  part  of  the  challenge  we  face  in  terms  of  people  working 
is  a  sometimes  built-in  bias  of  employers. 

I  was  discourged  to  hear  at  a  task  force  meeting  on  employment 
of  the  White  House  Committee  on  Aging,  an  argument  that,  well, 
industry  couldn't  afford  to  hire  older  workers  because  they 
wouldn  t  keep  them  on  as  long,  and  the  pension  costs  were  up  and 
so  on. 

The  counter  argument  was  made  that  older  workers  often  stay 
on  the  same  job  longer  than  younger  workers  and  that  their  pro- 
ductivity is  equal  to  those  of  other  age  groups.  I  think  we  have  a 
big  educational  job,  regarding  our  whole  attitude  on  employment 
and  aging. 

Again,  I  know  the  hour  is  late  and  I  would  be  happy  to  try  and 
reply  to  any  questions  that  you  have,  but  I  think  a  great  many  of 
the  other  points  I  had  certainly  have  been  discussed  in  detail. 

[The  prepared  statement  follows:] 

Statement  of  Ruth  E.  Kobell,  Legislative  Assistant,  National  Farmers 

Union 

I  am  Ruth  E.  Kobell,  Legislative  Assistant  for  National  Farmers  Union,  1012  14th 
Street,  N.W.,  Washington,  D.C.  20005,  telephone  (202)  628-9774.  I  appreciate  the 
opportunity  to  appear  before  your  Committee  on  behalf  of  the  farm  family  members 
who  have  a  strong  and  continuing  interest  in  the  future  of  Social  Security. 

Our  members  recognize  their  stake  in  Social  Security  has  been  an  important  part 
of  their  retirement  and  estate  planning  since  coverage  was  extended  to  them  and 
other  self  employed  individuals  some  quarter  of  a  century  ago.  They  have  recog- 
nized it  as  an  entitlement  program  to  which  they  have  contributed  and  should  be 
assured  that  the  retirement,  survivor  and  disability  eligibility  for  them  and  their 
families  is  not  threatened.  I  am  attaching  to  my  statement,  a  copy  of  the  policy 
statement  on  Social  Security  adopted  by  our  delegates  meeting  in  convention  in 
Denver,  Colorado  last  March.  Delegates  will  again  meet  in  National  Farmers  Union 
convention  next  week  and  I  will  be  anxious  to  share  with  you  any  changes  or 
additions  they  make  to  their  position. 

Our  organization  has  been  vitally  interested  in  the  Social  Security  program  over 
its  entire  45-year  history,  even  though  there  were  many  difficulties  and  frustrations 
before  the  mechanics  could  be  worked  out  for  inclusion  of  farmers  and  farm  workers 
in  the  program  in  the  1950s.  We  sketch  some  of  that  background  in  the  attachment 
entitled  "Farmers  and  Social  Security  Coverage". 

In  our  view,  the  fundamental  question  facing  Americans  today  is  whether  the 
character  of  the  Social  Security  program  will  be  preserved  as  we  have  known  it  and 
as  Congress  has  intended  it.  Headlines  and  news  accounts  infer  that  the  program  is 
in  dire  financial  difficulty  and  its  future  is  threatened.  This  brings  great  worry  and 
concern  to  both  those  who  are  retired  and  continuing  on  Social  Security  for  all  or 
an  important  part  of  their  income  and  to  those  who  are  investing  their  earnings  in 
support  of  the  program. 

Of  course  Social  Security  has  been  buffeted  for  the  last  several  years  by  the  same 
pressures  that  have  impacted  our  economy.  We  have  double  digit  inflation  caused 
mainly  by  the  tripling  of  energy  costs  and  interest  rates  and  the  waste  of  national 
resources  poured  into  military  expenditures.  The  indexing  of  social  security  benefits 
have  increased  the  cost  of  the  program  but  has  also  provided  some  cushion  for  the 
recipients  to  help  them  continue  to  buy  food  and  medicine  and  pay  rapidly  rising 
energy  costs  and  other  expenses  which  cannot  be  deferred.  I  expect  a  review  of 
spending  patterns  of  retired  citizens  would  confirm  that  most  do  not  spend  their 
income  for  investment  or  savings  or  even  major  household  furnishings  or  auto- 
mobiles. They  spend  month  by  month  for  the  things  that  keep  them  alive  and 
healthy,  if  they  are  lucky. 

I  understand  it  is  estimated  that  each  one  percent  increase  in  inflation  adds  $1.2 
million  to  Social  Security  outlays  and  one  percent  increase  in  unemployment  re- 
duces revenues  by  $2.5  billion. 
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Certainly,  the  policy  of  trying  to  use  recession  and  unemployment  to  ease  infla- 
tion has  been  a  dreadful  failure.  Economist  Walter  Huller,  who  was  economic 
adviser  to  President  Kennedy,  has  estimated  that  to  use  unemployment  to  reduce 
inflation  requires  the  loss  of  3  million  jobs  and  the  sacrifice  of  $200  billion  in  Gross 
National  Product  to  reduce  the  underlying  inflation  rate  by  one  percent. 

As  a  matter  of  fact,  the  Office  of  Management  and  Budget  (OMB)  itself  has 
acknowledged  that  if  unemployment  were  reduced  from  the  current  7.4  percent  to  5 
percent  of  the  labor  force,  the  federal  budget  would  be  in  balance  by  $50  billion. 

So,  although  Social  Security  has  been  pressured  by  the  problems  of  the  economy,  I 
do  not  believe  we  can  expect  that  cutting  back  on  benefits  to  those  entitled  to  them 
could  have  much  impact  on  correcting  the  ills  of  the  economy.  But  to  curb  benefits 
would,  I  believe,  undermine  the  confidence  of  our  citizens  in  their  government. 

That  is  not  to  say  that  we  believe  Social  Security  should  never  be  changed.  It  has 
been  changing  since  it  began.  And  each  change  has  been  adopted  only  after  careful 
study  and  action  by  Congress  and  citizen  organizations.  We  hope  there  will  continue 
to  be  changes  such  as  more  equitable  vesting  for  women  to  respond  to  rapidly 
changing  patterns  of  work  and  family  life.  As  you  know,  farm  women  have  special 
problems  in  this  regard  because  while  many  of  them  materially  contribute  to  the 
operation  of  family  farms,  they  are  denied  the  opportunity  to  pay  Social  Security 
taxes  in  their  own  account  unless  involved  legal  steps  are  taken.  Since  farming  is 
still  the  third  most  dangerous  occupation,  both  disability  and  survivor  coverage 
becomes  extremely  important  to  farm  families  who  might  lose  a  wife  and  mother  to 
a  farm  accident,  or  other  causes. 

For  a  number  of  years  our  delegates  have  supported  the  recommendations  that 
general  revenue  funds  be  used  to  cover  shortages  in  the  trust  funds  or  to  increase 
benefits  or  revenues  in  the  years  ahead.  Such  flexibility  is  needed  to  meet  the 
unusual  fluctuations  in  the  economy  such  as  we  are  now  experiencing.  I  understand 
that  a  large  number  of  witnesses  who  have  appeared  before  your  Committee  have 
recommended  allowing  the  Old  Age  and  Services  Insurance  fund  borrow  from  the 
healthier  Disability  Insurance  and  Hospital  Insurance  trust  funds. 

The  National  Commission  on  Social  Security  endorsed  a  proposal  by  Congressman 
Barber  Conable  (R-N.Y.)  to  finance  Part  A  of  medicare  from  general  revenues. 
About  70  percent  of  Part  B  already  comes  from  the  Treasury,  and  hospital  benefits 
are  not  tied  to  earnings.  Payroll  taxes  now  collected  for  the  Hospital  Insurance  fund 
could  then  be  channeled  to  the  Old  Age  and  Survivors  and  Disability  trust  funds, 
where  benefits  are  tied  to  earnings. 

But  we  need  to  safeguard  the  integrity  of  social  security  against  suggestions  of 
cuts  to  try  to  meet  short  term  budget  objectives.  We  need  to  carefully  review  the 
recommendations  to  change  the  adjustment  schedule.  After  all,  Social  Security  is 
not  really  fully  indexed  at  the  present  time — adjustments  occur  some  year  and  a 
half  after  the  fact  to  meet  the  needs  of  retired  persons  who  can't  put  off  their 
purchases  of  the  necessities  of  life. 

Certainly  Social  Security  and  other  government  programs  should  be  administered 
fairly  and  in  the  spirit  and  intent  of  the  law.  If,  as  has  been  recently  reported  in  the 
press,  there  are  people  collecting  disability  payments  who  are  not  eligible  for  them, 
administration  of  the  program  should  be  improved  to  enforce  the  law  and  the 
regulations.  Perhaps  we  should  also  develop  better  ways  in  which  folks  can  try  to 
move  into  employment  without  being  in  danger  of  not  being  able  to  get  back  on  the 
needed  disability  coverage  if  they  are  not  able,  because  of  the  disability,  to  hold  a 
job. 

Perhaps  there  should  be  greater  incentive  to  continue  to  work  and  pay  into 
supporting  Social  Security  beyond  the  normal  retirement  age  without  precluding 
those  who  need  or  want  to  move  from  an  unrewarding  or  overdemanding  job  from 
doing  so.  I  believe  we  suffer  much  loss  of  productivity  from  a  continuing  discrimina- 
tion on  the  basis  of  age  in  employment  opportunities. 

We  have  found  that  those  older  women  and  man  who  work  in  our  Green  Thumb 
program  are  anxious  for  the  opportunity  to  work  and  use  their  skills  and  experience 
and  dedication  to  provide  services  to  their  rural  communities  that  would  not  other- 
wise be  available.  They  add  to  their  own  limited  incomes  and  on  each  pay  day,  twice 
a  month,  more  than  half  a  million  dollars  are  remitted  to  the  Federal  government 
for  taxes  withheld  on  the  wages  of  workers  and  staff,  most  of  it  to  help  support  the 
Social  Security  program. 

This  brings  me  to  another  point.  These  Social  Security  contributions  help  to  build 
up  the  equity  which  these  people  have  in  Social  Security  thus  helping  to  ensure  a 
better  livelihood  for  themselves  in  the  future.  Many  of  them  were  not  able  to  earn 
full  Social  Security  coverage  during  their  earlier  working  years  and  so  may  have 
minimum  or  no  benefits.  Small  businesses  in  rural  areas  often  have  a  lower  wage 
level  and  many  of  them  cannot  provide  additional  private  pension  programs  for 


482 


their  employees.  Homemakers  who  have  raised  a  family  and  helped  on  the  farm  and 
maintained  a  home  may  find  themselves  late  in  life  with  little  resource  and  no 
recognized  employment  experience  or  Social  Security  coverage.  For  such  people  the 
minimum  Social  Security  coverage  can  be  an  extremely  important  safety-net  al- 
though for  others  it  may  be  viewed  as  the  frosting  on  top  of  other  retirement 
benefits. 

In  closing,  I  would  urge  that  your  Committee  and  the  Congress  would  carefully 
weigh  the  pressures  on  the  Social  Security  program  which  many  believe  are  tempo- 
rary in  nature  against  the  long-time  contract  between  citizens  and  their  government 
which  the  Social  Security  program  exemplifies. 

Thank  you. 
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ATTACHMENT  I 


FARMERS  AND  SOCIAL  SECURITY  COVERAGE 


When  President  Franklin  D.   Roosevelt  on  August  14,  1935, 
affixed  his  signature  to  the  Social  Security  Act,  self-employed 
farm  operators  and  hired  farm  workers  were  not  included  in  the 
coverage . 

Universal  coverage  had  been  the  goal  of  proponents  of 
Social  Security.     However,  it  did  not  prove  possible  to  acceptably 
work  out  the  details  of  how  the  Social  Security  tax  would  be  levied 
upon  persons  with  chronically  low  and  irregular  income,   such  as 
farm  operators. 

National  Farmers  Union  repeatedly  sought,  during  the  begin- 
ning years  of  the  Social  Security  program,  to  have  the  benefits 
of  the  program  extended  to  all  farm  families. 

In  December  1936,  Farmers  Union  called  for  action  "to  give 
the  Nation's  farmers  equality  of  access  to  the  new  Social  Security 
program. " 

The  original  act  provided  for  Social  Security  benefits  to 
qualifying  retired  wage  earners.  In  1939,  the  law  was  broadened 
to  provide  benefits  to  survivors  and  dependents  of  covered  workers. 

In  each  subsequent  Congress,  Farmers  Union  urged  liberaliza- 
tion of  the  program  and  inclusion  of  farmers  and  farm  workers.  In 
1949,  President  Harry  S.  Truman  recommended  universal  coverage. 

Public  Law  81-734,  approved  in  1950,  brought  some  additional 
workers  under  coverage,  extended  coverage  to  some  self-employed 
persons,  and  included  some  regularly  employed  farm  workers  under 
coverage.     However,  to  the  disappointment  of  Farmers  Union,  the 
law  did  not  bring  farm  operators  into  the  program. 

The  next  strong  effort  was  made  in  1954,  when  President 
Dwight  D.  Eisenhower  proposed  broadening  and  improvement  of  the 
program. 

James  G.  Patton,  president  of  National  Farmers  Union, 
testifying  before  a  House  committee  in  April  and  a  Senate  committee 
in  July,  stressed  that  "the  aged  in  agriculture  face  even  greater 
problems  of  insecurity  than  aged  in  other  occupations."     Patton ' s 
statement  also  urged  universal  coverage  for  hired  farm  workers, 
regardless  of  wages  earned  or  days  worked. 
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Attachment  I  (Continued) 


Public  Law  8  3-761,  approved  in  August  1954,  brought  an 
estimated  3.6  million  farm  operators  and  an  additional  2.1  million 
hired  farm  workers  into  the  program.     The  provisions  for  farm 
operators  were  favored  by  the  Farmers  Union  and  the  National 
Grange,  but  opposed  by  two  other  agricultural  organizations  which 
preferred  a  voluntary  system  for  farmers. 

Recognizing  the  erratic  nature  of  farm  income  and  the  small 
annual  earnings,  P.  L.   83-761  brought  under  coverage  self-employed 
farmers  with  annual  net  earnings  of  $400  or  more.     Because  this 
earnings  level  was  so  low,  farmers  were  given  an  option  of  declar- 
ing one-half  of  their  gross  income,  up  to  $1,800,  as  their  income 
for  Social  Security  tax  purposes.     In  effect,  this  gave  these 
farmers  the  option  of  paying  a  higher  tax  rate  than  required  by 
-their  income  level  in  order  to  develop  a  better  earnings  base. 

P.  L.  83-761    extended  Social  Security  coverage  to  all 
hired  farm  workers  who  earned  as  much  as  $100  in  wages  from  one 
employer  in  a- year' s  time. 

President  Patton,  testifying  before  the  Senate  Finance 
committee  in  February  1956,  urged  adoption  of  the  omnibus  bill 
which  was  later  to  become  P.  L.  84-880.     This  law  permitted  a 
farm  land  owner,  renting  his  land  to  a  tenant,  to  be  classified  as 
a  self-employed  farm  operator  (and  theref or*e\eligible  for  Social 
Security)  provided  that  he  materially  participated  in  the  management 
of  the  farm.  1 

Currently,  the  law  provides  that  self-employed  farmers  whose 
gross  annual  earnings  from  farming  are  under  $2,400  may  report  two- 
thirds  of  their  gross  earnings   (instead  of  net  earnings)   for  Social 
Security  purposes.     Rent  received  from  a  tenant  or  share  farmer 
count  if  the  land  owner  materially  participated  in  the  production 
and  management. 

Earnings  of  hired  farm  workers  count  towards  Social  Security 
if  the  employee  receives  $150  or  more  in  cash  wages  for  the  year 
and  works  for  20  or  more  days  of  the  year  for  cash  pay. 

Public  Law  95-216,  approved  in  December  1977,  eliminated  the 
so-called  monthly  earnings  test  (except  for  the  first  year  of  retire- 
ment) ,  effective  in  1978. 

This  has  meant  some  complications  for  farmers  who  retired 
in  one  particular  year,  but  held  over  the  marketing  of  some  crops 
or  livestock  into  a  later  calendar  year.     Such  a  sale  might  be 
large  enough  to  put  a  retiree  over  the  exempt  amount  for  the  year, 
regardless  of  lack  of  earned  income  the  remainder  of  the  year. 
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ATTACHMENT  II 

EXCERPT  FROM  NATIONAL  FARMERS  UNION  1979   POLICY  STATEMENT 

Adopted  by  Delegates  to  the  78th  Annual  Convention 
Denver,  Colorado     -    March  2-6,  1980 


C.  Social  Security 

Social  Security  has  become  an  increasingly 
important  part  of  retirement  and  estate  planning  for 
farm  families  since  coverage  was  extended  to  farmers 
and  other  self-employed  individuals  some  twenty- 
four  years  ago.  They  have  recognized  it  as  an 
entitlement  program  to  which  they  have  contributed 
and  should  be  assured  that  the  retirement,  survivor, 
and  disability  eligibility  for  them  and  their  families  is 
not  threatened. 

Farmers  must  continue  to  be  assured  the  right  to 
retire  on  their  farmstead,  lease  their  farms  under 
conventional  arrangements  to  realize  retirement 
income  on  a  lifetime  of  investment  of  labor  and 
management,  and  continue  the  right  to  work  and 
earn  supplemental  income  under  the  regulations  of 
Social  Security  legislation. 

Congress  and  the  Administration  should  be  very 
careful  to  preserve  the  Social  Security  system  so  that  , 
the  American  people  will  have  confidence  that  it  will 
continue  to  provide  the  benefits  and  protection  which 
they  expected  when  they  paid  their  taxes  into  the 
system.  Benefit  cuts  should  be  carefully  considered 
and  rarely  made,  especially  those  which  would  affect 
those  most  in  need  of  protection. 

1 .  Women  and  Social  Security 

Recognition  should  be  given  to  the  contribution 
which  women  partners  make  to  the  operation  and 
management  of  a  family  farm.  Under  present  law, 
women  who  are  partners  in  the  operati6n  of  a  family 
farm  are  not  covered  "for  disability  insurance  or 
survivor  benefits  unless  husband  and  wife  have  paid 
Social  Security  taxes  for  both  as  partners.  Women  on 
farms  are  often  engaged  in  the  operation  of 
dangerous  equipment  and  are  as  apt  to  be  disabled  as 
are  men. 

We  urge  the  Social  Security  Administration  to 
conduct  a  survey  to  determine  how  many  women  on 
farms  are  not  covered  under  Social  Security.  We  also 
urge  the  Social  Security  Administration  and  the 
National  Farmers  Union  to  disseminate  information 
to  farm  operators  about  the  way  in  which  women 
farmers  may  be  covered  under  Social  Security. 

Social  Security  should  be  revised  to  provide  fair 
and  equal  treatment  for  women  workers,  and  to 
protect  widows  who  are  not  eligible  for  benefits  and 
who  do  not  have  marketable  skills,  to  assure  that 
women  who  wish  to  remain  at  home  with  a  young 
family  are  not  penalized  for  doing  so  and  to  assure 
that  divorced  women  are  eligible  for  benefits. 


2.  Retired  and  Disabled 

Minimum  Social  Security  benefits  for  retired  and 
disabled  persons  are  now  exceedingly  low  in  relation 
to  the  high  cost  of  living.  We  urge  that  minimum 
benefits  be  increased. 

3.  Social  Security  Financing 

We  oppose  the  use  of  a  value-added  tax  to  finance 
any  part  of  the  Social  Security  system  and  we  support 

the  use  of  general  revenue  funds  to  cover  shortages  in 
the  trust  funds  or  to  increase  benefits  or  revenues  in 
the  years  ahead. 

The  Social  Security  trust  fund  should  be  compen- 
sated out  of  general  revenues  for  benefits  paid  out 
over  the  years  to  recipients  who  have  been  "blanketed 
in"  for  full  coverage  without  having  contributec' 
throughout  their  working  lifetimes. 

We  oppose  the  proposal  to  tax  Social  Security 
benefits  as  income. 

4.  Medicare 

We  urge  that  a  Comprehensive  National  Health 
Insurance  Program  be  established  and  that  Medicare 
be  brought  under  such  a  program. 

5.  Government  Employees 

We  urge  that  members  of  Congress  and  all 
government  employees  be  brought  into  the  Social 
Security  system. 
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Mr.  Shannon  Thank  you  very  much.  Are  there  additional  legis- 
lative proposals  beyond  those  which  the  subcommittee  has  heard 
that  affect  women  in  particular  that  you  would  propose  to  deal 
with  the  problems  of  women  on  farms? 

Mrs.  Kobell.  We  were  asked  as  part  of  our  policy  statement  last 
year  for  the  Social  Security  Administration,  to  review  how  many 
farm  women  are  actually  paying  social  security  and  what  might  be 
done  to  make  it  easier.  I  know  a  farm  family  can  go  ahead  and 
incorporate  and  put  both  members  on  the  payroll. 

Mr.  Shannon.  Does  that  involve  legal  steps? 

Mrs.  Kobell.  Yes.  Inflation  in  land  values  has  raised  a  great 
many  questions  about  estate  planning.  We  had  a  man  from  one  of 
our  States  not  long  ago  who  said  he  and  his  wife  decided  that  they 
would  incorporate  and  they  would  pay  themselves  salaries,  and  pay 
social  security.  She  died  in  her  early  50s  with  three  children,  who 
now  are  eligible  for  survivor  benefits. 

I  would  wish  it  would  be  easier  for  farm  women  to  pay  into  social 
security.  Of  course  we  also  need  to  raise  farm  income.  Some  women 
who  may  find  that  they  have  a  very  low  farm  income  would  hesi- 
tate to  pay  social  security  on  themselves,  as  against  getting  the 
kid's  teeth  straightened  or  putting  by  something  for  college. 

I  would  wish  that  social  security  would  give  us  some  advice  on 
ways  in  which  they  see  that  this  coverage  could  be  accomplished. 

Mr.  Shannon.  This  subcommittee  is  certainly  always  open  to 
any  specific  proposal  you  might  come  up  with.  We  would  be  inter- 
ested in  hearing  from  you  on  any  further  information.  Are  there 
any  questions? 

[No  response.] 

Mr.  Shannon.  The  subcommittee  stands  adjourned. 
[Whereupon,  at  12:25  p.m.,  the  subcommittee  adjourned.] 


SOCIAL  SECURITY  FINANCING  ISSUES 


FRIDAY,  MARCH  6,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 
The  subcommittee  met  at  10  a.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 
Mr.  Pickle.  The  subcommittee  will  come  to  order. 
This  morning  we  are  resuming  the  series  of  hearings  on  matters 
in  the  general  area  of  social  security  and  social  security  changes. 
One  of  the  most  prominent  issues  to  be  resolved,  hopefully,  is  in 
the  area  of  women's  rights  as  well  as  related  subjects. 

Before  we  hear  the  panel  this  morning  in  this  area,  we  are 
privileged  to  hear  from  Members  of  the  Congress,  who  are  here  to 
testify,  particularly  Congressman  Ottinger  and  Congressman  Lun- 
dine,  both  from  New  York.  I  will  ask  Congressman  Ottinger  to 
present  his  testimony  first,  and  then  call  on  Congressman  Lundine. 

Mr.  Ottinger,  we  are  glad  to  have  you  here,  with  your  continued 
interest  in  matters  of  national  concern. 

STATEMENT  OF  HON.  RICHARD  L.  OTTINGER,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Ottinger.  Thank  you  very  much,  Mr.  Chairman  and  mem- 
bers of  the  subcommittee.  I  appreciate  the  opportunity  to  appear 
before  your  subcommittee  today.  Social  security  is  facing  both  an 
immediate  funding  problem,  and  the  possibility  of  serious  funding 
problems  in  the  future.  How  we  react  and  the  measures  we  enact 
will  have  an  impact  not  only  on  the  program's  viability  but  also,  I 
think  very  importantly,  on  the  public's  confidence  in  the  social 
security  system,  and  their  willingness  to  continue  to  support  it. 

We  face  an  immediate  shortfall  in  the  retirement  trust  fund  due 
to  adverse  economic  conditions.  If  these  conditions  continue,  the 
trust  fund  will  encounter  financial  difficulties  during  the  latter 
part  of  this  year.  I  believe  the  best  course  for  now  would  be  to 
authorize  the  social  security  trust  fund  to  borrow  from  the  other 
funds  as  the  need  arises. 

Under  current  economic  assumptions,  accounting  changes  such 
as  this  and  the  realinement  of  the  tax  rate  would  enable  all  the 
benefits  to  continue  into  1984,  because  the  total  amount  on  reserve 
in  all  three  trust  funds  will  be  adequate  until  then,  but,  of  course, 
this  is  just  a  temporary  solution. 

Basically,  in  the  longer  term  we  have  three  options  available  to 
us:  Increase  payroll  taxes,  decrease  benefits,  or  find  new  sources  of 
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revenue.  I  strongly  favor  the  latter  alternative.  We  followed  the 
first  course  in  1977  and  adopted  substantial  payroll  tax  increases. 
There  are  very  regressive  taxes.  I  think  the  payroll  tax  puts  a 
penalty  on  the  economy,  it  is  inflationary,  and  it  was  not  sufficient 
to  meet  the  problem. 

With  respect  to  reducing  benefits,  there  has  been  a  great  deal  of 
interest  expressed  in  a  great  many  proposals  by  a  panel  that  was 
convened  by  President  Carter,  and  now  by  the  Reagan  administra- 
tion, in  cutting  benefits.  I  would  ask  the  committee  to  reject  those 
proposals. 

I  think  it  is  interesting  to  note  that  a  nationwide  survey  found 
that  given  the  choice  between  boosting  social  security  taxes  and 
reducing  benefits  now  or  in  the  future,  63  percent  favored  higher 
taxes,  even  in  these  difficult  financial  times,  while  only  15  percent 
favored  reducing  benefits. 

The  benefits  that  we  have  put  into  social  security  over  the  years 
are  something  that  workers  and  retirees  have  come  to  rely  on,  I 
think  as  the  basis  for  their  confidence  in  the  system.  To  cut  back 
on  the  standard  of  living  we  provide  for  our  elderly  people  would 
be  a  mistake. 

It  is  interesting  to  note  that  in  other  countries  that  are  experi- 
encing financial  problems  as  we  are,  like  Japan,  France,  and  Ger- 
many, their  benefits  to  elderly  people  are  better  than  ours.  Indeed, 
in  Japan  a  person  is  guaranteed  a  job  for  life. 

Of  particular  concern  is  the  proposal  to  limit  the  cost-of-living 
adjustments  now  provided  to  social  security  recipients.  Rather  than 
arbitrarily  changing  the  formula  of  putting  a  cap  on  any  adjust- 
ments, I  believe  we  should  establish  a  special  cost-of-living  index 
for  the  elderly  that  reflects  their  ordinary  spending  patterns. 

Limiting  increases  would  put  the  burden  of  inflation  on  those 
least  able  to  bear  it.  Instead,  we  should  be  focusing  our  efforts  on 
reducing  inflation  and  putting  together  an  accurate  index.  The 
whole  object  of  indexing  social  security  benefits  is  to  assure  our 
people  a  minimal,  decent  standard  of  living.  The  existing  formula  I 
do  not  think  meets  that  need. 

With  respect  to  revenues,  I  strongly  support  the  plan  proposed 
by  the  former  chairman  of  this  subcommittee,  Representative  Jim 
Burke,  which  would  have  made  the  Federal  Government  an  equal 
partner  in  supporting  the  system  with  employers,  employees  and 
the  Government  each  contributing  one-third  of  the  cost.  This  is 
what  was  originally  contemplated  when  the  act  was  passed. 

An  alternative  would  be  a  more  limited  use  of  general  revenues. 
I  know  this  has  been  discussed  in  your  committee.  One  way  would 
be  to  use  general  revenues  to  fund  the  medicare  program,  or  a  part 
of  it.  Another  possible  structure  change  is  a  plan  to  add  general 
revenues  to  the  trust  fund  when  the  unemployment  rate  is  high. 
Basically,  the  amount  transferred  would  be  equal  to  the  difference 
between  the  payroll  tax  paid  that  year  and  the  taxes  that  would 
have  been  paid  if  the  unemployment  rate  had  been  no  more  than  6 
percent,  for  example.  As  unemployment  rates  decrease,  any  supple- 
menting revenue  coming  in  through  this  mechanism  would  be 
phased  out  automatically. 


489 


By  authorizing  at  least  limited  use  of  general  revenues,  I  believe 
we  can  secure  the  trust  fund  without  eliminating  promised  bene- 
fits. 

There  are  some  additional  measures  that  I  think  ought  to  be 
considered.  There  are  problems  that  are  going  to  become  greater 
with  the  demographic  trends  that  we  are  now  experiencing,  declin- 
ing birth  rates,  increasing  numbers  of  individuals  age  65  and  older, 
and  longer  life  expectancies.  Some  people,  therefore,  have  suggest- 
ed raising  the  normal  retirement  age  from  65  to  68  and  the  early 
retirement  age  from  62  to  65.  I  would  prefer  to  encourage  this 
rather  than  to  require  it. 

We  need  to  encourage  older  people  to  continue  working,  in  order 
to  relieve  pressure  on  social  security,  but  there  are  positive 
changes  that  can  be  made  to  achieve  this  result  without  cutting 
benefits  to  those  who  either  wish  or  in  many  cases  absolutely  need 
to  retire  at  the  earlier  age. 

The  first  thing  we  should  do  is  eliminate  the  obvious  disincen- 
tives to  work  that  now  exist  in  some  of  our  public  policies.  Among 
these  is  the  social  security  earnings  limit,  which  I  have  opposed  for 
a  long  time.  In  addition,  we  should  eliminate  all  mandatory  retire- 
ment policies  and  the  present  pension  offset  requirement  included 
in  the  compensation  system.  These  all  carry  the  same  message  to 
older  Americans — do  not  work.  Their  repeal  is  important  if  we  are 
to  meet  the  needs  of  a  much  larger  elderly  population. 

In  addition,  we  should  explore  plans  such  as  sheltered  workshops 
for  the  elderly  who  would  like  to  work  but  can  only  do  so  part  time 
or  under  limited  conditions,  and  phased-in  retirement  with  partial 
social  security  for  those  who  can  work  part  time  between  the  ages 
of  perhaps  65  and  70. 

Other  countries  are  way  ahead  of  us  in  providing  expanded  job 
opportunities  for  older  people. 

To  broaden  the  base  of  social  security  I  believe  that  everybody 
ought  to  contribute  to  social  security,  including  municipal,  Federal 
workers  and  Members  of  Congress,  the  same  as  private  employees. 
The  same  as  private  employees,  they  should  be  entitled  to  their 
existing  pension  rights  that  are  provided  under  several  Federal 
laws  in  addition  to  their  social  security  benefits. 

Finally,  we  must  achieve  a  better  balance  between  post-retire- 
ment income,  social  security  security,  public  pensions,  private  pen- 
sions and  savings.  Social  security  will  continue  to  provide  a  major 
portion  of  income  for  the  elderly  in  the  years  to  come,  but  a 
greater  emphasis  on  other  sources  of  income  will  alleviate  pres- 
sures on  social  security,  while  providing  a  more  adequate  income 
for  older  Americans.  I  believe  we  have  the  resources  to  insure  that 
social  security  continues  to  meet  the  needs  of  the  American  people 
for  generations  to  come,  if  we  plan  ahead. 

I  commend  you  for  holding  these  hearings  and  look  forward  to 
working  with  you  to  insure  the  viability  of  the  social  security 
program  into  the  next  century,  to  assure  that  it  meets  the  real 
needs  of  the  American  people. 

[The  prepared  statement  follows:] 
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Statement  of  Hon.  Richard  L.  Ottinger,  a  Representative  in  Congress  From 

the  State  of  New  York 

Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  this  Subcommittee 
this  morning  to  share  my  views  with  you  on  Social  Security  financing.  1981  is  a 
critical  year  for  Social  Security.  We  are  facing  both  an  immediate  funding  problem 
and  the  possibility  of  serious  funding  problems  in  the  future.  While  these  problems 
have  different  causes  and  solutions,  both  demand  our  swift  but  careful  considera- 
tion. How  we  react  and  the  measures  we  enact  will  have  an  impact  not  only  on  the 
program's  viability  but  also  on  the  public's  confidence  in  it  and  their  willingness  to 
continue  to  support  it. 

Because  Social  Security  is  funded  on  a  pay-as-you-go  basis — current  contributions 
pay  for  current  benefits — we  cannot  put  off  making  decisions  on  the  future  financ- 
ing and  structure  of  the  program.  Any  changes  we  make  must  be  phased  in  gradual- 
ly so  that  we  do  not  disrupt  retirement  plans  of  working  Americans,  but  it  is 
imperative  that  we  act  now  to  avoid  a  crisis  in  the  future. 

immediate  action  needed 

We  face  an  immediate  shortfall  in  the  retirement  trust  fund  due  to  adverse 
economic  conditions.  While  unemployment  has  cut  down  receipts,  inflation  has 
increased  expenditures.  If  these  conditions  continue,  the  Old  Age  and  Survivors' 
Insurance  (OASI)  trust  fund  will  encounter  financial  difficulties  during  the  latter 
part  of  this  year.  Fortunately,  the  other  trust  funds — the  Disability  Insurance  trust 
fund  and  Health  Insurance  (Medicare)  trust  fund — are  in  reasonably  good  financial 
shape  and  this  gives  us  some  flexibility  in  dealing  with  the  immediate  OASI  prob- 
lem. 

I  believe  the  best  course  for  now  would  be  to  authorize  any  Social  Security  trust 
fund  to  borrow  from  the  others  as  the  need  arises.  The  borrowing  fund  would  make 
repayment  when  it  could.  Under  current  economic  assumptions,  accounting  changes 
such  as  this  and  the  realignment  of  the  tax  rate  would  enable  all  cash  benefits  to 
continue  into  1984  because  the  total  amount  on  reserve  in  all  three  trust  funds  will 
be  adequate  until  then. 

I  stress  that  this  is  a  temporary  solution.  While  it  gives  us  time  to  consider 
further  measures  it  does  not  allow  us  to  put  aside  the  tough  decisions  for  the  longer 
term. 

SHORT-TERM  MEASURES 

Basically,  we  have  three  options  available  to  ensure  that  the  OASI  trust  fund  has 
adequate  reserves  to  meet  its  future  obligations.  We  could  (1)  increase  payroll  taxes, 
(2)  decrease  benefits,  or  (3)  find  new  sources  of  revenues.  I  favor  the  last  alternative. 

We  followed  the  first  course  in  1977  and  adopted  substantial  payroll  tax  increases. 
We  thought  we  had  ensured  the  fiscal  viability  of  the  Social  Security  system  for  the 
next  thirty  years.  Yet,  now  we  are  facing  a  crisis  similar  to  that  we  faced  in  1977.  I 
supported  that  legislation  only  because  of  the  urgent  need  to  ensure  the  viability  of 
the  system  and  guarantee  benefits.  I  strongly  opposed  the  increases  in  payroll  taxes 
that  are  both  regressive  and  inflationary.  In  1981,  it  should  be  clear  to  all  that  the 
payroll  tax  mechanism  alone  cannot  be  relied  upon  to  meet  the  financial  needs  of 
the  Social  Security  system. 

The  second  alternative — reducing  benefits — is  equally  unacceptable  in  my  mind,  ) 
although  it  is  getting  more  attention  than  the  other  alternatives.  I  think  it  is 
interesting  to  note  that  a  nationwide  survey  conducted  for  the  National  Commission  i 
on  Social  Security  found  that  given  the  choice  between  boosting  Social  Security  I 
taxes  and  reducing  benefits,  now  or  in  the  future,  63  percent  favored  higher  taxes 
and  only  15  percent  favored  reducing  benefits. 

President  Reagan  and  others  have  suggested  a  number  of  cuts  including:  Elimin- 
ating the  $255  lump  sum  death  benefit;  eliminating  the  minimum  benefits;  ending 
benefits  for  students  aged  18  to  22;  and  reducing  the  present  cost-of-living  adjust-  ? 
ments. 

I  hope  we  will  reject  these  proposals.  It  is  absolutely  critical  that  we  do  not  allow  i 
our  handling  of  the  short-term  financial  problems  to  undermine  the  public's  confi-  \ 
dence  in  the  Social  Security  program  or  our  commitment  to  fulfilling  our  promises  i 
by  cutting  benefits  without  looking  at  other  alternatives. 

Furthermore,  repeated  proposals  to  reduce  or  eliminate  benefits — whether  or  not  \ 
they  are  ever  actively  pursued — have  created  a  great  deal  of  anxiety  among  both  \ 
workers  and  beneficiaries.  We  saw  this  happen  just  last  year  after  the  Social  s 
Security  Advisory  Council  recommended  taxing  Social  Security  benefits.  Although 
no  one  in  Congress  introduced  legislation  to  do  this,  the  concern  expressed  by  the 
public  was  overwhelming.  To  deal  with  this  fear,  I  sponsored  a  "Sense-of-the-Con-  i 
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gress-Resolution"  stating  that  Social  Security  benefits  should  remain  tax  exempt. 
This  resolution  was  adopted  by  a  vote  of  384  to  1. 

Of  particular  concern  among  the  suggested  cuts  is  the  proposal  to  limit  the  cost  of 
living  adjustments  now  provided  to  Social  Security  recipients.  I  agree  that  the 
present  CPI  doesn't  accurately  reflect  the  impact  of  inflation  on  the  elderly — I 
believe  it  underestimates  the  impact.  Rather  than  arbitrarily  changing  the  formula 
or  putting  a  cap  on  any  adjustments,  I  believe  we  should  establish  a  special  CPI  for 
the  elderly  which  reflects  their  spending  patterns.  I  hope  we  will  not  renege  on  our 
commitment  to  protect  the  elderly  and  disabled  from  the  impact  of  inflation.  Limit- 
ing the  increases  would  put  the  burden  of  inflation  on  those  least  able  to  bear  it. 
Instead  we  should  be  focusing  our  efforts  on  reducing  inflation  and  putting  together 
an  accurate  index. 

Once  we  have  taken  care  of  the  immediate  danger,  hopefully  by  authorizing  inter- 
fund  borrowing  and  similar  accounting  changes,  we  should  look  at  structural 
changes  that  could  put  Social  Security  on  a  sounder  footing  in  the  future. 

USE  OF  GENERAL  REVENUES 

Many  senior  citizen  groups  have  pushed  for  the  addition  of  general  revenues  to 
the  Social  Security  trust  funds.  I  strongly  support  the  plan  proposed  by  the  former 
chairman  of  this  subcommittee,  Rep.  James  Burke,  which  would  have  made  the 
Federal  government  an  equal  partner  in  supporting  the  system  with  the  govern- 
ment, employers,  and  employees  each  contributing  one-third  of  the  cost  of  the 
program  as  was  originally  contemplated  when  the  Act  was  passed. 

An  alternative  would  be  a  more  limited  use  of  general  revenues.  This  could  be 
done  in  several  ways.  One  way  would  be  to  use  general  revenues  to  fund  a  portion 
of  the  Medicare  program.  This  would  allow  a  greater  portion  of  the  payroll  tax  to  be 
directed  into  the  retirement  trust  fund.  This  seems  to  be  the  most  popular  idea, 
because  some  Medicare  benefits  already  are  partly  funded  by  general  revenues  and 
Medicare  is  not  tied  to  past  earnings  as  are  other  Social  Security  benefits. 

However,  I  think  this  idea  must  be  carefully  examined.  My  fear  is  that  if  Medi- 
care costs  rise  in  the  future,  the  Congress  will  be  tempted  to  cut  benefits  or  impose 
a  needs  test.  Many  senior  citizen  groups  oppose  this  plan  for  this  reason. 

Another  possible  structural  change  that  has  not  received  as  much  attention  is  a 
plan  to  add  general  revenues  to  the  trust  funds  when  the  unemployment  rate  is 
high.  Basically  the  amount  transferred  would  be  equal  to  the  difference  between  the 
payroll  tax  paid  that  year  and  the  taxes  that  would  have  been  collected  if  the 
unemployment  rate  had  been  no  more  than  6  per  cent,  for  example.  As  unemploy- 
ment rates  decrease  any  supplementing  revenue  coming  in  through  this  mechanism 
would  be  phased  out  automatically. 

By  authorizing  at  least  limited  use  of  general  revenues,  I  believe  we  can  secure 
the  trust  fund  without  eliminating  promised  benefits  and  causing  workers  to  lose 
faith  in  the  Social  Security  system  as  they  perceive  that  their  future  benefit  rights 
are  being  eroded. 

LONG  TERM  PROBLEMS  AND  SOLUTIONS 

Additional  measures  may  be  needed  to  solve  the  long  term  problem  caused  by 
changing  demographic  trends  expected  in  the  first  part  of  the  next  century. 

Pension  policy  will  be  profoundly  affected  by  demographic  changes  including  a 
declining  birth  rate,  increasing  numbers  of  individuals  age  65  and  older,  and  longer 
life  expectancies. 

Since  Social  Security  was  established  in  1935,  there  has  been  a  significant  in- 
crease in  life  expectancy  for  both  men  and  women.  In  spite  of  the  longer  life 
expectancy,  people  are  not  working  longer.  Early  retirement  means  smaller  contri- 
butions and  longer  benefit  periods.  As  the  baby  boom  generation  reaches  retirement 
age,  the  impact  of  this  problem  will  multiply.  Also,  families  are  having  fewer 
J  children,  and  if  this  trend  continues,  it  will  aggravate  the  imbalance.  What  we  will 
i  have  are  fewer  workers  supporting  more  retirees.  Our  Social  Security  system  as 
presently  structured  probably  will  not  be  able  to  meet  the  needs  of  the  changing 
society  in  the  21st  century. 

Some  people  have  suggested  raising  the  normal  retirement  age  from  65  to  68  and 
the  early  retirement  age  from  62  to  65.  In  light  of  the  increased  life  expectancy  I 
I  believe  it  makes  sense  for  older  people  to  continue  working,  but  I  would  prefer  to 
encourage  this  rather  than  require  it.  As  the  head  of  the  National  Council  of  Senior 
Citizens  pointed  out  recently,  "the  suggestions  for  later  retirement  come  from  those 
who  have  never  experienced  the  exhaustion  of  lifting  50  lb.  boxes  for  8  hours  a  day 
or  continually  operating  a  pneumatic  press.  Yet,  they  assume  that  65-year-old 
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workers  can  continue  to  lift  those  weights  and  operating  heavy  machinery  until 
they  reach  68." 

We  need  to  encourage  people  to  continue  working  in  order  to  relieve  the  pressure 
on  Social  Security,  but  there  are  positive  changes  that  could  be  made  to  achieve  this 
result  without  cutting  benefits  to  those  who  wish  or  need  to  retire. 

ELIMINATE  EARNINGS  LIMIT 

The  first  thing  we  should  do  is  eliminate  the  obvious  disincentives  to  work  now  in 
our  public  policies.  Among  these  is  the  Social  Security  earnings  limit,  which  I  have 
opposed  for  a  long  time.  I  am  convinced  that  eliminating  the  unfair  earnings  ceiling 
will  generate  additional  revenues  and  offset  much  of  the  cost  of  removing  it.  These 
revenues  will  come  from  the  millions  of  Americans  who  are  now  staying  home  in 
order  to  draw  their  full  benefits,  but  who  would  return  to  work  if  the  earnings  test 
were  repealed  and  would  then  resume  paying  Social  Security  and  income  taxes. 

REPEAL  PENSION  OFFSET 

In  addition,  we  should  eliminate  all  mandatory  retirement  policies  and  the  pres- 
ent pension  offset  included  in  the  unemployment  compensation  system.  This  offset 
is  having  a  devastating  impact  on  the  older  workers  who  must  remain  in  the  work 
force  because  his  or  her  pension  is  inadequate.  I  have  introduced  H.R.  1429  which 
would  repeal  this  offset. 

The  earnings  limit  and  the  pension  offset  carry  the  same  message  to  older 
Americans:  don't  work  Their  repeal  is  essential  if  we  are  to  meet  the  needs  of  a 
changing  and  much  larger  elderly  population. 

Not  only  should  we  remove  obstacles  to  work,  we  should  add  incentives  to  contin- 
ue working  such  as  increasing  the  delayed  retirement  credit  now  available  to  those 
who  choose  to  work  and  delayed  retirement  past  age  65. 

In  addition,  we  should  explore  plans  such  as  sheltered  workshops  and  phased-in 
retirement  with  partial  Social  Security  benefits  for  those  who  work  part-time  be- 
tween the  ages  of  65  and  68.  Other  countries  are  ahead  of  us  in  providing  opportuni- 
ties for  part-time  work,  job  sharing,  and  placement  and  retraining  programs  specifi- 
cally targeted  toward  older  workers. 

MAKE  SOCIAL  SECURITY  COVERAGE  UNIVERSAL 

To  broaden  the  economic  base  of  Social  Security,  everyone  should  contribute 
including  Congressmen  and  municipal  employees.  As  with  recipients  of  other  pri- 
vate pensions,  this  should  be  done  only  if  pension  rights  under  existing  government 
pension  plans  are  assured.  Municipal  workers,  like  private  employees,  should  be 
entitled  to  their  pensions  plus  earned  Social  Security  benefits. 

Finally,  we  must  set  a  goal  of  a  better  balance  between  post-retirement  income, 
Social  Security,  public  pensions,  private  pensions  and  individual  savings.  Social 
Security  will  continue  to  provide  a  major  portion  of  income  for  the  elderly  in  the 
years  to  come,  but  greater  emphasis  on  private  pensions,  earnings  and  savings 
would  alleviate  the  pressure  on  Social  Security  while  providing  more  adequate 
income  for  older  Americans.  We  can  do  this  by  encouraging  the  maintenance  and 
growth  of  private  pensions,  expanding  the  eligibility  for  Individual  Retirement 
Accounts,  and  encouraging  voluntary  savings  for  retirement. 

Mr.  Chairman,  in  its  45-year  history,  Social  Security  has  contributed  significantly 
to  the  financial  well-being  of  the  nation's  elderly.  While  we  are  now  facing  serious 
financial  problems  and  will  need  to  make  changes  in  accordance  with  changing 
demographic  trends,  I  believe  we  have  the  resources  to  ensure  that  Social  Security 
continues  to  meet  the  needs  of  the  American  people  for  generations  to  come. 
Clearly,  we  must  plan  ahead  and  time  is  of  the  essence  if  we  are  to  avert  a  crisis  in 
the  future.  I  commend  you  for  holding  these  hearings  and  look  forward  to  working 
with  you  to  ensure  the  viability  of  the  Social  Security  program  into  the  next 
century. 

Mr.  Pickle.  Congressman  Ottinger,  we  thank  you.  I  think  I  will 
call  on  Congressman  Lundine  to  present  his  statement.  Would  you 
care  to  wait,  Congressman  Ottinger? 

Mr.  Ottinger.  If  you  have  questions,  I  will  wait. 

Mr.  Pickle.  I  don't  have  any  questions.  May  I  say  this  to  you, 
and  we  will  see  if  other  Members  have  any  questions.  I  notice  that 
many  of  the  issues  you  raise  and  many  of  the  suggestions  you 
make  have  been  made  to  this  committee,  but  you  have  made  a 
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good,  condensed  statement,  a  restatement,  and  you  have  made  your 
points  well.  Obviously  you  have  studied  the  problems  facing  us. 
The  committee  doesn't  know  in  which  direction  we  will  go  with 
some  of  these  problems. 

Mr.  Ottinger.  I  condensed  my  statement  so  as  to  not  unduly 
burden  the  committee.  I  would  ask  that  the  full  statement  appear 
in  the  record. 

Mr.  Pickle.  I  was  reading  part  of  your  statement  when  you  had 
concluded,  so  you  were  ahead  of  me.  I  observe  that  you  do  have  a 
very  good  statement.  I  don't  have  any  particular  questions. 

Do  any  members  of  the  committee  have  any  questions  for  Con- 
gressman Ottinger?  Mr.  Jacobs. 

Mr.  Jacobs.  I  think  the  gentleman  from  Massachusetts  probably 
appreciates  the  three  cheers  that  you  have  put  in  the  record  for 
Mr.  Burke  on  his  one  V3-V3-V3  financing  plan. 

I  yield  to  the  gentleman  from  Massachusetts. 

Mr.  Shannon.  I  just  want  to  thank  the  gentleman  for  his  testi- 
mony. We  are  going  to  have  some  tough  decisions  to  make  this 
year  under  the  leadership  of  Chairman  Pickle,  and  it  is  nice  to 
know  that  we  are  going  to  have  some  support  from  members  who 
don't  sit  on  this  subcommittee  when  we  get  to  the  floor.  I  enjoyed 
your  testimony  very  much.  Thank  you. 

Mr.  Pickle.  Congressman  Ottinger,  you  are  now  committed. 

Mr.  Ottinger.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  Congressman  Lundine,  we  will  now  be  happy  to  hear 
your  statement. 

STATEMENT  OF  HON.  STANLEY  N.  LUNDINE,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Lundine.  I  would  like  to  ask  unanimous  consent  that  my 
written  statement  be  accepted  into  the  record,  and  I  will  summa- 
rize. 

Mr.  Pickle.  It  is  so  ordered. 

Mr.  Lundine.  I  will  be  very  brief,  Mr.  Chairman  and  members  of 
the  subcommittee.  It  is  my  judgment  that  we  should  substantially 
reduce  payroll  taxes.  I  believe  they  contribute  significantly  to  infla- 
tion. They  tend  to  cause  higher  unemployment,  and  cause  other 
economic  dislocations.  If  this  Congress  is  going  to  proceed  with  a 
substantial  tax  reduction  package,  it  seems  to  me  that  it  is  abso- 
lutely essential  to  working  Americans  that  social  security  payroll 
taxes  be  reduced. 

In  order  to  achieve  that,  it  seems  to  me  that  we  should  go  all  the 
way,  and  fund  medicare  from  general  revenues.  A  measure  toward 
this  objective  has  been  recommended  by  several  independent  com- 
missions. It  has  logic  in  the  sense  that  retirement  and  disability 
are  related  to  working,  whereas  a  program  for  medical  insurance  is 
not. 

Finally,  I  believe  that  spending  cuts  can  be  achieved  by  this 
Congress  sufficient  to  accommodate  that  transition,  and  still  reduce 
1  the  level  of  Federal  spending  overall. 

Finally,  I  think  that  these  measures  would  resolve  the  problems 
of  the  retirement  program  particularly,  and  restore  confidence  in 
social  security.  I  know  that  many  of  you  have  the  same  experience 
as  I,  these  continuing  reports  of  problems  with  the  fiscal  integrity 
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of  the  social  security  system  cause  great  concern  among  our  elderly 
who  are  dependent  on  it  for  most  or  all  of  their  income. 

In  spite  of  what  I  consider  to  be  an  absolute  commitment  of  the 
American  Government  to  its  people  to  continue  that  social  security 
program  and  the  basic  benefit  structure,  we  are  finding  a  great 
deal  of  concern  that  it  may  be  cut  off.  I  think  these  measures,  even 
if  they  be  called  radical  departures,  are  necessary  and  important 
for  our  economic  vitality  and  for  improving  public  confidence  in 
the  social  security  system. 

[The  prepared  statement  follows:] 

Statement  of  Hon.  Stanley  N.  Lundine,  a  Representative  in  Congress  From 

the  State  of  New  York 

Mr.  Chairman,  I  appreciate  the  comprehensive  set  of  hearings  which  you  are 
holding  on  the  crucial  subject  of  social  security  financing  and  I  am  grateful  for  the 
opportunity  to  appear  before  you  this  morning.  I  do  not  want  to  take  much  of  your 
time.  I  do  want  to  focus  on  one  very  important  issue. 

Over  the  years,  beginning  with  the  President's  advisory  council  on  social  security 
in  1938,  numerous  commissions,  experts  and  political  observers  have  recommended 
some  use  of  general  revenues  to  supplement  the  payroll  tax  in  financing  social 
security.  These  experts  felt  that  social  security  could  be  financed  in  a  more  equita- 
ble and  economically  beneficial  manner,  without  any  reduction  in  retirement  bene- 
fits. Unfortunately,  Congress  has  consistently  ignored  those  recommendations.  The 
result  is  that  the  payroll  tax  has  become  burdensome  to  American  workers  and  to 
the  productivity  of  the  American  economy. 

As  you  know,  agitation  for  some  form  of  supplemental  funding  for  the  Social 
Security  system  has  been  particularly  acute  in  the  last  few  years.  Early  in  1979,  for 
example,  a  substantial  majority  of  the  House  Democratic  Caucus  endorsed  the 
concept  of  alternative  financing.  The  Ways  and  Means  Committee,  however,  has 
continued  to  choose  a  different  course.  In  the  95th  Congress,  you  recommended — 
and  the  House  eventually  accepted — a  schedule  for  substantial  payroll  tax  increases 
and  wage  base  expansions  over  several  years.  When  those  adjustments  were  agreed 
to,  it  was  with  the  understanding  that  we  were  shoring  up  the  long-term  financial 
solvency  of  the  social  security  system. 

Now,  only  three  years  later,  we  find  that  the  payroll  tax  has  risen  to  6.65  percent, 
the  wage  base  is  nearly  $30,000  and  the  long-term  solvency  of  the  social  security  is 
again  in  doubt.  Under  the  circumstances,  your  Committee  will  have  to  re-examine 
the  financing  of  the  system  and  recommend  some  changes.  I  urge  you  in  the 
strongest  possible  terms  to  recommend  the  use  of  general  revenues  to  finance  some 
portion  of  the  social  security  system  and  to  facilitate  a  reduction  in  the  payroll  tax. 
I  believe  such  a  course  should  be  pursued  for  several  reasons. 

First,  it  is  clear  that  some  sort  of  major  tax  reduction  package  will  be  enacted  this 
year.  The  fiscal  1981  budget,  already  approved  by  the  Congress,  provides  for  it.  The 
President  has  requested  an  initial  tax  reduction  for  individuals  of  some  $44  billion 
in  1982.  The  President's  plan,  however,  is  not  only  larger  than  I  think  we  can 
afford,  but  also  will  provide  more  than  two-thirds  of  the  tax  cut  benefits  to  families 
earning  more  than  $25,000  a  year.  By  contrast,  a  rollback  of  the  payroll  tax  increase 
which  went  into  effect  in  January,  1981  should  only  reduce  federal  revenues  by  $16 
billion  in  1982.  This  would  leave  plenty  of  room  for  other  tax  cuts,  yet  would 
provide  a  greater  portion  of  relief  to  the  majority  of  working,  middle-income  Ameri- 
cans who  pay  more  in  social  security  taxes  than  they  do  in  income  taxes. 

Secondly,  unlike  most  tax  cuts,  a  reduction  in  the  payroll  tax  could  have  a 
significantly  anti-inflationary  effect  by  reducing  labor  costs  and  thus  helping  to 
moderate  the  wage-price  spiral.  As  long  ago  as  1977,  a  Senate  Budget  Committee 
Report  noted  that  "a  growing  number  of  economists  believe  that  forward  shifting  [of 
the  payroll  tax]  does,  in  fact,  occur  ....  [A]  rise  in  payroll  taxes  will  raise  the 
price  of  goods  and  services  in  the  short  run  because  employers  will  view  such  tax 
increases  as  increases  in  their  labor  costs."  Similarly,  a  1978  report  from  the 
Congressional  Budget  Office  concluded  that  "A  significant  portion  of  a  cut  in  payroll 
taxes  is  likely  to  reduce  the  rate  of  inflation,  at  least  in  the  short  run.  This 
beneficial  effect  cannot  be  expected  from  a  cut  in  the  personal  income  tax." 

Finally,  reducing  the  employer  tax  would  diminish  its  anti-employment  impact  at 
a  time  when  high  unemployment  remains  a  serious  national  problem.  We  would  do 
well  to  heed  the  words  of  your  predecessor,  Mr.  Chairman,  former  Congressman 
James  Burke  who,  upon  his  retirement  in  1978,  noted  that  "Social  insurance  payroll 
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taxes  have  reached  a  level  where  every  additional  increase  compounds  an  existing 
anti-jobs  bias."  A  report  from  the  Joint  Economic  Committee  in  that  same  year 
predicted  a  loss  of  1.3  million  jobs  as  a  result  of  the  payroll  tax  increases  scheduled 
between  1978  and  1982. 

Support  for  partial  funding  of  social  security  from  general  revenues  has  enjoyed  a 
substantial  boast  in  recent  months  and  I  hope  this  will  influence  your  Committee  in 
its  deliberations.  The  final  report,  for  example,  of  the  most  recent  President's 
Advisory  Council  stated:  "The  Council  unanimously  finds  that  the  time  has  come  to 
finance  some  part  of  social  security  with  nonpayroll  tax  revenues."  In  addition,  the 
National  Commission  on  social  security,  which  Congress  established  in  1977  to  give 
a  thorough  overview  of  the  system,  has  recently  recommended  the  infusion  of 
general  revenues.  Finally,  I  noted  that  a  panel  of  the  three  most  recent  Commission- 
ers of  the  social  scurity  system  testified  before  your  Committee  a  few  weeks  ago  and 
was  unanimous  in  support  of  using  the  income  tax  for  partial  funding  of  the  system. 

In  all  these  instances,  the  specific  recommendation  has  been  that  general  rev- 
enues should  make  up  half  of  the  Hospital  Insurance  fund  which  finances  Medicare. 
Frankly,  I  would  go  further  than  that  and  suggest  that  the  entire  Medicare  program 
should  be  removed  from  the  social  security  system  and  supported  through  general 
revenues  since  Medicare  (unlike  retirement  benefits)  is  not  tied  directly  to  the 
amount  of  a  worker's  contribution  towards  the  system.  If  we  were  to  take  this  step 
we  would  not  only  be  able  to  substantially  reduce  the  payroll  tax  but  we  would  also 
be  able  to  turn  to  our  elderly  population  and  assure  them  that  there  will  be  no 
future  doubts  about  social  security's  long-term  solvency.  At  the  moment,  those 
doubts  still  abound  and  I  believe  they  both  undermine  the  system  and  needlessly 
alarm  our  senior  citizens.  I  hope  this  Committee  will  act  for  the  sake  of  those  senior 
citizens  and  for  the  sake  of  the  working  population  that  is  supporting  the  system  by 
turning  to  general  revenues  and  reducing  the  payroll  tax.  Thank  you  very  much. 

Mr.  Pickle.  Mr.  Lundine,  we  thank  you.  To  be  sure  that  I  under- 
stand your  statement,  you  recommend  the  use  of  income  taxes,  and 
that  you  would  pay  all  of  medicare  from  general  revenue  rather 
than  a  portion  of  it;  is  that  correct? 

Mr.  Lundine.  That  is  correct. 

Mr.  Pickle.  The  National  Advisory  Council  is  recommending 
transferring  as  much  as  half,  but  you  would  go  all  the  way? 

Mr.  Lundine.  I  am  aware  of  that,  Mr.  Chairman,  and  perhaps  it 
could  be  phased  in,  because  of  the  budget  impact,  if  you  were  to  do 
it  immediately  in  1  year.  But  I  think  if  we  are  going  to  make  a 
fundamental  change,  such  as  the  National  Advisory  Commission 
has  recommended,  that  we  really  should  go  all  the  way  and  make  a 
fundamental  change. 

In  my  judgment  it  was  a  mistake  ever  to  put  medicare  under  this 
form  of  funding.  It  is  a  regressive  tax.  It  has  an  economic  depress- 
ing effect,  and  if  there  was  ever  a  marginal  tax  rate  that  was  a 
real  disincentive  for  people  to  work,  it  seems  to  me  that  it  is  the 
payroll  tax,  now  that  it  extends  almost  up  to  $30,000. 

Mr.  Pickle.  If  we  transferred  all  of  the  medicare  cost  paying  for 
it  out  of  the  general  revenue,  do  you  think  this  would  create  the 
danger  of  a  needs  test  for  the  program? 

Mr.  Lundine.  I  am  not  certain  of  that.  I  don't  think  it  should, 
personally,  because  I  think  that  medicare  is  well  conceived  to  meet 
the  needs  of  all  elderly  Americans,  and  that  those  who  have  needs 
receiving  additional  benefits  under  the  medicaid  program  for  their 
health  coverage  is  an  appropriate  structure  for  national  health 
programs. 

Mr.  Pickle.  If  we  transferred  all  of  it  into  general  revenue,  paid 
for  it  all  out  of  general  revenue,  would  you  recommend  any  kind  of 
a  medicare  tax,  separate  and  apart  from  social  security,  or  any 
other  tax  approach  to  raise  revenues  to  offset  the  cost  of  medicare? 
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Mr.  Lundine.  No;  I  would  not.  I  think  that  we  ought  to  have  tax 
reform,  and  that  ought  to  be  in  the  nature  of  simplifying  taxes,  and 
that  these  specialized  taxes  we  construct  for  so-called  specialized 
purposes  are  usually  not  well  constructed,  and  it  seems  to  me  that 
that  would  probably  be  a  mistake. 

Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

It  seems  to  me  that  you  are  just  charting  a  course  for  us  to 
continue  in  the  direction  that  we  have  been  going.  You  do  not  want 
to  have  any  additional  revenues  raised.  What  other  spending  cuts 
would  you  recommend  to  take  the  place  of  these  significant  addi- 
tional costs  that  you  would  place  on  the  Treasury,  or  do  you  just 
want  to  pay  for  it  by  inflation,  which,  again,  runs  up  the  tremen- 
dous cost  of  social  security  and  all  of  the  other  programs  of  this 
country?  You  know  you  have  got  to  make  some  tough  decisions. 

Mr.  Lundine.  Exactly. 

Mr.  Archer.  Either  you  want  to  pay  for  it  by  inflation  or  you 
want  higher  specific  taxes  or  you  want  to  reduce  some  other  spend- 
ing. Now,  which  of  those  three  alternatives  would  you  suggest,  in 
order  to  make  up  the  money  that  you  are  suggesting  should  come 
out  of  the  general  Treasury? 

Mr.  Lundine.  Your  question  reminds  me  of  a  law  professor  who 
said  that  if  I  could  ask  the  right  question  I  won't  ever  worry  about 
what  the  answer  is.  I  don't  know  what  you  mean  by  paying  for  it 
by  inflation,  but  first  of  all  we  are  embarked  on  a  very  worthwhile 
and  useful  exercise  right  now  to  try  to  reduce  Government  spend- 
ing. I  think  that  is  appropriate,  and  I  do  not  think  that  these  areas 
should  be  looked  at  in  a  significantly  different  context  than  any 
other  and  I  think  we  can  achieve  substantial  reductions  in  Federal 
spending. 

The  question  is,  How  are  we  going  to  finance  the  programs  that 
are  now  financed  under  social  security?  I  believe  that  the  payroll 
tax  is  one  of  the  least  equitable  ways,  and  that  the  increase  of  the 
wage  base  from  roughly  $15,000  to  roughly  $30,000  has  been  a 
depressant  effect  on  the  middle  class.  I  would  recommend  that  we 
essentially  finance  the  medicare  portion  of  social  security  from 
general  revenues.  I  think  that  is  fairly  clear. 

If  you  want  to  characterize  that  as  inflationary,  you  may.  Howev- 
er, I  think  most  economists  who  have  studied  it,  and  as  my  pre- 
pared statement  indicates,  there  are  several  very  objective  econo- 
mists who  indicate  that  the  reduction  of  the  payroll  tax  would  be 
the  least  inflationary  or  the  best  anti-inflationary  kind  of  tax  re- 
duction possible. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Jacobs. 

Mr.  Jacobs.  No  questions. 

Mr.  Pickle.  Mr.  Shannon. 

Mr.  Shannon.  No  questions. 

Mr.  Pickle.  Mr.  Bailey. 

Mr.  Bailey.  No  questions. 

Mr.  Pickle.  We  thank  you  very  much. 

Now  the  Chair  asks  Mr.  Donald  Skadden  and  Mr.  James  Wheel- 
er to  come  forward,  if  they  are  here.  Mr.  Donald  Skadden  is  senior 
associate  dean,  Graduate  School  of  Business  Administration  of  the 
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University  of  Michigan.  Then  we  have  Mr.  James  Wheeler,  chair- 
man of  the  accounting  faculty,  Graduate  School  of  Business  Admin- 
istration, University  of  Michigan. 

We  are  glad  to  have  both  of  you  gentlemen.  Let  me  suggest  to 
you  that  we  will  print  your  testimony  in  the  hearings,  but  I  want 
to  ask  that  you  summarize  your  statements  in  about  5  minutes 
each.  We  have  many  panelists  today,  people  to  testify,  and  if  that 
will  not  inconvenience  you,  and  you  think  that  is  satisfactory,  I 
hope  you  will  so  proceed.  Is  that  agreeable?  Then  Mr.  Skadden,  will 
you  proceed. 

STATEMENT  OF  DONALD  H.  SKADDEN,  SENIOR  ASSOCIATE 
DEAN,  AND  JAMES  E.  WHEELER,  CHAIRMAN,  ACCOUNTING 
FACULTY,  GRADUATE  SCHOOL  OF  BUSINESS  ADMINISTRA- 
TION, UNIVERSITY  OF  MICHIGAN,  ON  BEHALF  OF  THE 
AMERICAN  INSTITUTE  OF  CERTIFIED  PUBLIC  ACCOUNTANTS 

Mr.  Skadden.  We  will  save  you  even  more  time  than  that.  Pro- 
fessor Wheeler  was  the  principal  researcher  on  the  American  Insti- 
tute of  Certified  Public  Accountants  study,  and  he  will  summarize 
the  testimony  that  you  have  printed  copies  of. 

Mr.  Wheeler.  Before  starting,  we  would  request  that  the  AICPA 
statement  of  tax  policy  No.  8,  "Suggested  Improvements  for  the 
Social  Security  Retirement  System,"  be  put  in  the  record,  if  that  is 
possible. 

Mr.  Pickle.  Do  we  have  a  copy  of  that? 

Mr.  Wheeler.  Yes;  you  do. 

Mr.  Pickle.  What  is  the  length  of  it? 

Mr.  Wheeler.  It  is  about  34  printed  pages. 

Mr.  Pickle.  That  will  be  all  right.  Both  of  them  will  be  included 
in  the  record. 

Mr.  Wheeler.  Thank  you.  The  one  fundamental  change  in  the 
OASI  system  which  will  be  needed  to  make  it  both  equitable  and 
economically  sound  is  the  creation  of  a  proper  interrelationship 
between  contributions  and  benefits.  The  present  system  has  no 
direct  unavoidable  link  between  contributions  and  benefits,and  this 
makes  it  possible  to  modify  one  without  the  other. 

The  resulting  lack  of  coordination  is  the  underlying  cause  of 
nearly  all  the  problems  facing  the  OASI  system  today.  We  are 
restricting  our  comments  to  the  retirement  portion  of  the  system. 

One  of  the  principal  recommendations  of  the  AICPA  study  is 
that  retirement  benefits  should  be  actuarially  tied  to  the  amounts 
that  have  been  paid  both  by  and  for  each  individual,  adjusted  for 
inflation  plus  a  modest  real  rate  of  return.  Thus  each  beneficiary 
would  receive  only  what  the  combined  employer  and  employee 
contributions  to  the  retirement  system  would  justify.  This  is  a 
significant  change  from  the  present  system,  and  it  would  complete- 
ly solve  or  substantially  mitigate  an  extensive  array  of  current 
problems,  such  as  the  following. 

First,  the  extent  to  which  general  revenue  should  be  used  to 
supplement  the  OASI  funds.  The  desired  use  of  the  general  reve- 
nue funds  is  due  almost  entirely  to  two  factors.  First,  benefits  for 
most  retirees  are  well  in  excess  of  what  their  contributions  would 
justify,  and  second,  the  automatic  increases  necessary  to  maintain 
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the  purchasing  power  of  this  retirement  income  have  grown  sub- 
stantially with  inflation. 

The  AICPA  proposal  would  address  both  of  these  factors. 

First,  the  unpaid-for  benefits  would  disappear.  The  general  funds 
might  be  needed  and  justified  for  providing  the  adjustments  for 
inflation  and  a  real  rate  of  return.  However,  there  would  be  an 
actuarial  discipline  that  would  be  introduced  into  the  system  that 
would  prevent  arbitrary  increases  in  benefits  out  of  general  funds. 

Second,  there  is  presently  inequity  in  the  treatment  of  retired 
single  persons,  one  wage-earner  families,  two  wage-earner  spouses, 
and  so  forth.  This  is  often  cited  by  single  persons  and  married 
women  in  part  or  even  full-time  employment  positions.  Under  the 
current  system,  persons  in  these  categories  receive  different  bene- 
fits even  if  the  contributions  are  identical.  Under  the  AICPA  pro- 
posal, similar  contributions  will  produce  similar  benefits. 

There  is  also  the  problem  with  the  effect  of  death  shortly  before 
retirement  without  a  surviving  spouse.  Under  the  AICPA  recom- 
mendations, the  family  or  estate  of  the  decedent  without  a  surviv- 
ing spouse  would  receive  a  lump  sum  distribution  similar  to  private 
pension  plans.  This  is  a  tremendous  inequity  in  the  present  system, 
which  provides  only  a  $255  death  benefit  after  paying  FICA  taxes 
for  years. 

Another  problem  is  what  to  do  with  the  worker  after  age  65  and, 
currently,  before  age  72  rules.  Under  the  AICPA  recommendations, 
earnings  after  retirement  would  not  reduce  current  benefits,  would 
not  be  subject  to  FICA  contributions,  and  would  not  increase  future 
benefits. 

Another  problem  is  the  proper  age  to  retire  under  OASI.  There 
has  been  considerable  discussion  about  raising  the  retirement  age, 
and  this  is  seen  by  some  as  a  way  to  reduce  the  strain  on  the 
system.  Under  the  AICPA  proposal,  each  individual  could  choose 
any  retirement  point  for  commencing  the  OASI  benefits  after 
reaching  age  65. 

There  has  also  been  a  problem  associated  with  what  is  called  the 
minimum  benefit.  The  concept  of  a  minimum  benefit  necessarily 
means  that  a  retiree  is  receiving,  without  a  needs  test,  benefits  in 
excess  of  those  justified  by  contributions.  An  earned  pension  plan 
would  provide  all  retirees  only  with  those  benefits  actuarially  justi- 
fied by  the  contributions. 

' 'Double  dipping"  has  been  mentioned  as  a  problem.  Double  dip- 
ping is  a  situation  where  an  individual  is  eligible  for  two  or  more 
pensions  including  social  security.  This  problem  is  usually  associat- 
ed with  retired  Federal  and  some  State  employees.  Double  dipping 
is  inequitable,  and,  therefore,  a  problem,  only  if  the  individual  is 
drawing  benefits  in  excess  of  those  justified  by  his  or  her  contribu- ' 
tions.  Under  our  proposal,  there  would  be  no  such  windfall  bene- 
fits, and  it  would  no  longer  be  inequitable  or  inappropriate  to 
receive  OASI  concurrently  with  other  pensions. 

Universal  coverage.  Similarly,  the  arguments  for  and  against 
universal  coverage  lose  their  significance  if  social  security  is  truly 
an  earned  pension  plan.  Under  our  recommendations,  with  benefits 
based  squarely  on  contributions,  with  inflation  adjustments  and  a 
modest  real  rate  of  return,  we  would  expect  most  noncovered 
groups  to  elect  to  be  covered. 
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The  second  of  our  principal  recommendations  relates  to  the  in- 
terplay between  the  FICA  tax  and  the  income  tax.  Throughout  our 
recent  history  there  has  been  much  discussion  of  the  double  tax- 
ation of  corporate  earnings,  and  almost  no  discussion  of  the  double 
taxation  of  wages  which  are  subject  to  both  the  FICA  tax  and  the 
income  tax.  This  double  taxation  is  especially  onerous  when  the 
tax  treatment  of  social  security  is  compared  to  that  of  our  qualified 
pension  plans.  The  AICPA  proposal  provides  for  current  deductibil- 
ity of  all  FICA  contributions  and,  after  8  or  10  years,  the  taxation 
of  OASI  benefits.  Thus  social  security  pensions  would  be  treated  in 
similar  fashion  to  qualified  pension  plans. 

There  also  have  been  problems  mentioned  with  the  stratification 
in  the  benefit  calculation.  In  an  earned  pension,  such  as  we  recom- 
mend, every  dollar  of  contribution  would  yield  the  same  benefits  as 
any  other  dollar  of  contribution. 

Indexation  has  been  mentioned  as  a  problem.  We  suggest  that 
the  Consumer  Price  Index  be  used  to  adjust  for  the  inflation  effects 
on  both  the  contributions  prior  to  retirement  and  the  resulting 
pension  benefits. 

Our  study  has  some  interesting  revenue  impacts.  It  would  take 
too  long  to  go  into  all  of  them,  but  there  are  several  countervailing 
impacts  of  these  proposals,  including  FICA  tax  reductions,  which 
are  discussed  fully  in  the  paper. 

There  are  some  significant  problems  for  not-for-profit  entities, 
which  normally  are  excluded  from  analysis.  There  is  an  increasing 
tax  burden  when  the  welfare  cost  included  in  FICA  taxes  is,  in 
effect,  shifted  to  not-for-profit  entities,  such  as  charities,  churches, 
hospitals,  schools,  and  most  State  and  local  government  units 
which  do  not  benefit  from  an  income  tax  deductibility  of  the  FICA 
taxes. 

In  addition,  use  of  payroll  taxes  in  place  of  income  taxes  to,  in 
effect,  provide  for  these  unearned  benefits  unnecessarily  increases 
the  cost  of  U.S.-produced  goods  and  services. 

We  would  like  to  point  out  that  time  is  running  out,  with  the 
baby-boom  generation  nearing  retirement  certainly  within  30 
years.  There  is  going  to  be  an  extensive  pressure  at  that  point  for 
uncontrolled  use  of  general  funds  to  provide  those  retirees  with  the 
same  sort  of  excess  benefits  over  those  justified  by  contributions  as 
they  provided  for  prior  generations.  We  would  urge  you  to  adopt  an 
actuarially  justified  system  now. 

We  thank  you  for  the  opportunity  to  present  the  results  of  our 
study,  and  we  are  willing  to  assist  any  congressman  or  committee 
to  better  understand  our  proposals  and  to  develop  a  law  of  which 
every  person  in  this  great  country  can  be  proud. 

Thank  you. 

[The  prepared  statement  and  AICPA  study  follows:] 

Statement  of  Donald  H.  Skadden  and  James  E.  Wheeler,  on  Behalf  of  the 
American  Institute  of  Certified  Public  Accountants 

Statement  of  University  of  Michigan  Professors  Donald  H.  Skadden  and  James  E. 
Wheeler  who  are  members  of  and  representing  the  American  Institute  of  Certified 
Public  Accountants  (AICPA),  Federal  Tax  Division,  before  the  Social  Security  Sub- 
committee of  the  House  Ways  and  Means  Committee,  March  6,  1981. 

Mr.  Chairman  and  Members  of  the  Social  Security  Subcommittee,  we  appreciate 
the  opportunity  to  appear  before  you  on  the  problems  facing  the  Social  Security 
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System.  To  respect  time  constraints  we  will  go  directly  to  the  points  we  wish  to 
make. 

What  you  do  in  regard  to  Social  Security  may  well  affect  every  living  American 
and  future  generations  as  well.  The  one  fundamental  change  in  the  OASI  system 
which  will  be  needed  to  make  it  both  equitable  and  economically  sound  is  the 
creation  of  a  proper  interrelationship  between  contributions  and  benefits.  This 
interrelationship  has  been  ignored  too  long.  The  present  system  has  no  direct, 
unavoidable  link  between  contributions  and  benefits,  and  this  makes  it  possible  to 
modify  one  without  the  other.  The  resulting  lack  of  coordination  is  the  underlying 
cause  of  nearly  all  problems  facing  the  OASI  system  today. 

The  AICPA  Statement  of  Tax  Policy  No.  8,  "Suggested  Improvements  for  the 
Social  Security  Retirement  System,"  describes  a  comprehensive  integrated  approach 
which  can  accomplish  the  essential  objectives  of  raising  the  necessary  revenue  and 
distributing  retirement  benefits  equitably.  We  are  submitting  a  copy  of  Statement 
No.  8  for  the  record.  Both  the  AICPA  study  and  our  comments  today  address  only 
the  retirement  benefits  and  not  the  disability  or  medical  features  of  Social  Security. 
However,  some  of  the  concepts  may  well  apply  to  those  features  of  the  program. 

RECOMMENDATION  NO.  1 

One  of  our  principal  recommendations  is  that  retirement  benefits  should  be 
actuarially  tied  to  amounts  that  have  been  paid  by  and  for  each  individual,  adjusted 
for  inflation  plus  a  modest  real  rate  of  return.  Thus,  each  beneficiary  would  receive 
only  what  the  combined  employee-employer  contributions  to  the  retirement  system 
would  justify.  If  an  individual's  contributions  were  based  on  very  low  earnings  or  if 
the  occupation  were  exempt,  the  resulting  pension  might  be  quite  low.  If  this 
pension  plus  any  other  income  the  individual  has  after  retirement  is  not  sufficient 
to  provide  a  minimum  standard  of  living,  that  individual  would  be  eligible  for 
Supplemental  Security  Income  (SSI)  or  other  assistance  plans.  SSI  is  a  needs-tested, 
general  revenue  program  and  is  not  financed  through  the  payroll  tax. 

This  is  a  significant  change  from  the  present  system.  By  increasing  the  equity  of 
the  system,  it  would  greatly  increase  the  acceptance  of  OASI  by  current  taxpayers. 
It  would  completely  solve  or  substantially  mitigate  an  extensive  array  of  current 
problems  such  as: 

1.  The  extent  to  which  general  revenue  should  be  used  to  supplement  OASI  funds: 
The  financial  strain  on  the  current  system  is  due  almost  entirely  to  two  factors: 
first,  benefits  for  most  retirees  are  well  in  excess  of  what  their  contributions  would 
justify,  and  second,  the  automatic  increases  necessary  to  maintain  purchasing  power 
of  this  retirement  income  have  grown  rapidly  with  inflation.  Congress  faces  a 
serious  dilemma.  If  we  continue  to  finance  both  of  these  factors  from  the  payroll 
tax,  the  tax  rates  will  soon  reach  unconscionable  levels.  Yet,  Congress  is  justifiably 
reluctant  to  resort  to  the  use  of  general  funds  because  this  would  open  the  door  for 
unbelievable  political  pressures  for  even  more  benefits  in  excess  of  those  justified  by 
contributions.  The  AICPA  proposal  would  address  both  of  these  factors.  The  first — 
the  unpaid-for-benefits — would  disappear.  General  funds  might  well  be  needed  (and 
justified)  for  providing  the  adjustments  for  inflation  and  a  real  rate  of  return. 
However,  there  would  be  an  actuarial  discipline  introduced  into  the  system  that 
would  prevent  arbitrary  increases  in  benefits  out  of  general  funds. 

2.  The  inequity  in  the  treatment  of  retired  single  persons,  one  wage-earner  fami- 
lies, two  wage-earner  spouses  with  equal  incomes  and  two  wage-earner  spouses  with 
unequal  incomes:  This  particular  inequity  is  often  cited  by  single  persons  and 
married  women  in  part-  or  even  full-time  employment  positions.  Under  the  current 
system,  persons  in  these  categories  will  receive  different  benefits  if  contributions  are 
identical.  Under  the  AICPA  proposal,  similar  contributions  will  produce  similar 
benefits. 

3.  The  effect  of  death  shortly  before  retirement  without  a  surviving  spouse:  Under 
the  AICPA  recommendations,  the  family  or  estate  of  the  decedent  without  a  surviv-  j 
ing  spouse  would  receive  a  lump  sum  distribution.  After  all,  for  years  the  family"! 
had  foregone  current  consumption  by  the  amount  of  the  FICA  contributions.  The 
federal  government  should  not  levy  the  equivalent  of  a  100  percent  tax  on  those 
contributions  simply  because  of  death  prior  to  retirement.  Realize  that  an  income 
tax  had  already  been  paid  on  those  contributions  when  earned.  This  is  a  tremendous 
inequity  in  the  present  system  which  provides  only  a  $255  death  benefit. 

4.  Work  after  age  65  and  before  age  70:  Under  the  present  system,  fairly  low 
earnings  can  mean  loss  of  social  security  retirement  benefits.  Under  the  AICPA  I 
recommendations,  earnings  after  retirement  would  not  reduce  current  benefits, 
would  not  be  subject  to  FICA  contributions,  and  would  not  increase  future  benefits. 

5.  Proper  age  to  retire  under  OASI:  There  has  been  considerable  discussion  about ; 
raising  the  retirement  age  to  at  least  68.  This  is  seen  by  some  as  a  way  to  reduce  i 
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the  strain  on  the  system.  In  fact,  continued  earnings  between  ages  65  and  68  under 
our  present  computation  scheme  will  often  result  in  larger  monthly  benefits  in  the 
future  (due  to  a  higher  taxable  wage  base),  which  in  many  cases  will  outstrip  the 
additional  tax  paid  and  the  three-year  postponement  of  benefits.  Under  an  earned 
retirement  system,  the  monthly  pension  would  be  based  upon  the  inflation-adjusted 
contributions  accumulated  at  the  date  of  retirement.  Subsequently,  the  pension  will 
be  affected  only  by  future  inflation  adjustments  and  the  modest  rate  of  return  but 
not  by  future  earnings.  Thus,  each  individual  could  choose  any  point  of  commencing 
OASI  benefits  after  age  65.  In  fact,  an  individual  might  elect  not  to  take  any 
benefits  and  to  continue  contributing,  knowing  that  the  family  or  estate  will  get  a 
lump  sum  settlement. 

6.  The  minimum  benefit:  The  concept  of  a  "minimum  benefit"  necessarily  means 
that  a  retiree  is  receiving,  without  a  needs  test,  benefits  in  excess  of  those  justified 
by  the  contributions.  An  earned  pension  plan  would  provide  all  retirees  only  with 
those  benefits  actuarily  justified  by  the  contributions.  If  such  pensions  were  quite 
low,  the  retirees  would  be  elgible  for  SSI  unless  they  had  sufficient  earnings  or 
retirement  income  from  other  sources. 

7.  Double  dipping:  "Double  dipping"  is  the  situation  where  an  individual  is  eligi- 
ble for  two  or  more  pensions,  including  Social  Security.  The  Social  Security  benefit 
is  often  the  so-called  "minimum  benefit."  This  problem  is  usually  associated  with 
retired  federal  and  some  state  employees.  Double  dipping  is  inequitable,  and,  there- 
fore, a  problem,  only  if  the  individual  is  drawing  benefits  in  excess  of  those  justified 
by  his  or  her  contributions.  Under  our  proposal,  there  would  be  no  such  windfall 
benefits,  and  it  would  no  longer  be  inequitable  or  inappropriate  to  receive  OASI 
concurrently  with  other  pensions. 

8.  Universal  coverage:  Similarly,  the  arguments  for  and  against  universal  cover- 
age lose  their  significance  if  Social  Security  is  truly  an  earned  pension.  Today,  the 
high  FICA  taxes  paid  by  middle  income  wage  earners  are  necessary  to  pay  the 
unearned  benefits  to  current  retirees  regardless  of  what  other  retirement  income  or 
wealth  these  retirees  have.  Workers  outside  the  system  are  not  contributing  toward 
these  excess  benefits,  and  therefore,  universal  coverage  has  become  an  equity  issue. 
Under  our  recommendations,  with  benefits  based  squarely  on  contributions,  with 
inflation  adjustments,  and  a  modest  real  rate  of  return,  we  would  expect  most 
noncovered  groups  to  elect  to  be  covered. 

RECOMMENDATION  NO.  2 

The  second  of  our  principal  recommendations  relates  to  the  interplay  between  the 
FICA  tax  and  the  income  tax.  Throughout  our  recent  history  there  has  been  much 
discussion  of  the  double  taxation  of  corporate  earnings  and  almost  no  discussion  of 
the  double  taxation  of  wages  which  are  subject  to  both  the  FICA  and  income  taxes. 
This  double  taxation  is  especially  onerous  when  the  tax  treatment  of  Social  Security 
is  compared  to  that  of  qualified  pension  plans.  The  AICPA  proposal  provides  for 
current  deductibility  of  all  FICA  contributions  and  the  subsequent  taxation  of  OASI 
benefits.  Thus,  Social  Security  pensions  would  be  treated  in  similar  fashion  to 
qualified  pension  plans. 

Whenever  taxation  of  Social  Security  benefits  is  mentioned,  people  seem  to 
assume  immediately  that  millions  of  current  retirees  will  have  to  pay  tax  on  their 
pensions.  This  would  be  highly  inequitable  inasmuch  as  today's  retirees  did  not 
receive  a  tax  deduction  when  they  paid  into  the  system.  Our  proposal  is  to  allow 
today's  workers  a  tax  deduction  for  their  FICA  contributions  just  as  a  deduction  is 
allowed  for  contributions  to  IRA's,  Keogh  plans  and  qualified  corporate  plans. 
Individuals  who  retire  after  (say)  1990  would  include  their  Social  Security  pensions 
in  their  taxable  income  calculation.  It  should  be  emphasized  that  the  taxation  of  the 
OASI  benefits  would  not  cause  hardship  to  the  low  income  retirees  due  to  the  extra 
exemptions  and  the  zero  bracket  amount. 

STRATIFICATION  IN  THE  BENEFIT  CALCULATION 

In  an  earned  pension,  such  as  we  recommend,  every  dollar  of  contribution  will 
yield  the  same  benefits  as  all  other  dollars.  This  result  contrasts  with  the  present 
calculation  where  the  first  $2,000-3,000  in  annual  wages  currently  yields  a  90 
percent  Social  Security  benefit,  while  earnings  above  that  can  yield  as  little  as  a  15 
percent  benefit. 

In  many  cases  added  income  may  be  essential  for  the  recipient  but  it  should  come 
from  a  needs-tested  program  such  as  SSI.  In  other  cases,  such  as  with  double 
dippers,  it  is  producing  unjustified  benefits. 
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INDEXATION 

Study  No.  8  suggests  that  the  Consumer  Price  Index  be  used  for  the  inflation 
adjustment  of  both  accumulated  contributions  and  pension  benefits.  We  did  not 
conduct  a  thorough  study  of  all  available  indexes,  and  we  recognize  that  many 
economists  believe  there  are  defects  in  the  CPI.  It  is  quite  probable  that  a  better 
index  might  be  developed.  Today,  previously  taxed  wages  are  adjusted  to  reflect 
changes  in  average  covered  wages  prior  to  retirement.  After  retirement  each  indi- 
vidual's retirement  benefit  is  adjusted  annually  for  the  change  in  the  CPI.  We 
recommend  that  adjustments  of  contributions  prior  to  retirement  and  the  resulting 
pension  both  be  adjusted  by  the  same  general  purchasing  power  measurement.  The 
covered  wage  index  can  be  influenced  dramatically  by  Congressional  changes  in  the 
amount  of  wages  subject  to  FICA  taxes.  This  change  can  be  quite  independent  of 
movements  in  the  cost  of  living  or  in  the  FICA  tax  rates. 

REVENUE  IMPACT 

There  will  be  several  countervailing  impacts  from  these  proposals.  The  removal  of 
the  "welfare"  element  from  the  OASI  benefits  will  allow  for  a  significant  reduction 
in  the  FICA  contributions.  The  increase  in  general  fund  revenues  to  finance  the 
additional  SSI  benefits  would  be  smaller  than  the  decrease  in  FICA  due  to  the  fact 
that  the  SSI  benefits  are  subject  to  a  needs  test. 

There  would  be  an  increase  in  general  fund  expenditures  in  order  to  finance  the 
inflation  and  real  rate  of  return  adjustments  to  both  the  FICA  contributions  and 
the  retirement  benefits.  There  would  be  a  decrease  in  the  general  fund  revenues 
because  of  the  deductibility  of  the  FICA  contributions.  Counter  to  this  would  be  an 
increase  in  general  fund  revenues  due  to  the  taxation  of  OASI  benefits.  On  this 
point  it  should  be  emphasized  that  the  total  benefits  attributable  to  both  the 
employee  and  employer  contributions  will  be  taxed.  Thus,  the  general  fund  would 
finally  be  gaining  a  return  from  the  employer  deduction.  Also,  if  inflation  requires 
adjustments  in  the  benefits,  there  presumably  would  be  greater  revenues  from  the 
income  taxes  on  these  higher  benefits. 

IMPACT  ON  NOT-FOR-PROFIT  ENTITIES 

One  very  important  but  little  discussed  aspect  of  continued  reliance  on  payroll 
taxes  instead  of  income  taxes  or  other  general  revenue  sources  to  fund  what  can 
properly  be  termed  welfare  is  that  an  increasing  burden  of  welfare  costs  is  being 
shifted  to  not-for-profit  entities  such  as  charities,  hospitals,  schools,  and  most  state 
and  local  governmental  units  which  do  not  benefit  from  the  income  tax  deductibility 
of  FICA  taxes.  These  entities  are  often  labor  intensive,  adding  greatly  to  this 
inequity. 

In  addition,  use  of  payroll  taxes  in  place  of  income  taxes  unnecessarily  increases 
the  direct  cost  of  United  States-produced  goods  and  services. 

TIME  IS  RUNNING  OUT 

We  should  make  one  last  observation  and  that  is  that  this  may  well  be  one  of  the 
few  real  chances  left  to  get  the  Social  Security  System  on  a  sound  financial  basis. 
Thus,  your  efforts  should  not  even  consider  short-run  solutions  or  longer  run  partial 
solutions.  Only  with  benefits  tied  to  contributions  will  there  be  equitable  treatment 
of  the  payroll  taxpayers.  This  will  restore  faith  in  the  system.  But,  if  you  do  not  do 
it  now,  the  political  pressure  of  the  baby  boom  generation  as  they  near  retirement 
in  about  thirty  more  years,  might  well  force  uncontrolled  use  of  general  revenues  to 
continue  retirement  benefits  in  excess  of  those  justified  by  contributions. 

We  thank  you  for  this  opportunity  to  present  the  results  of  our  study  of  the  Social 
Security  System  and  at  the  same  time  express  our  willingness  to  assist  any  Con- 
gressmen or  Committee  to  better  understand  our  proposals  and  to  develop  a  law  of  • 
which  every  person  in  our  great  country  can  be  proud. 

Thank  you. 

[The  following  information  was  submitted  for  the  record:] 
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Introduction 

In  its  fullest  sense,  "social  security"  should  be  viewed  as  a 
comprehensive,  lifetime  system  composed  of  interrelated  parts. 

In  one  way  or  another,  society  must  protect  itself  from  financial 
disasters.  It  needs  and  wants  financial  protection  from  serious 
health  problems,  debilitating  poverty,  and  loss  of  income  due  to 
unemployment,  disability,  or  death  of  the  family  breadwinner;  and 
it  wishes  to  provide  for  retirement  income. 

Such  a  total  protection  plan  should  be  financed  by  some  com- 
bination of  governmental  programs,  employer  programs,  private 
savings,  and  insurance  plans.  In  the  United  States  a  significant 
portion  of  this  total  protection  is  provided  by  employer-  and  in- 
dividually-financed insurance  and  savings  plans.  In  addition,  the 
federal,  state,  and  local  governments  spend  billions  of  dollars  an- 
nually on  social  protection  programs,  including  (1)  welfare  (includ- 
ing aid  to  dependent  children  (ADC),  food-stamps,  low-cost  public 
housing,  supplemental  security  income  (SSI,  a  guaranteed  annual 
income  plan  for  low-income  persons  that  is  financed  by  general 
revenues),  and  many  other  federal  and  state  welfare  programs), 
(2)  unemployment  compensation,  (3)  disability  protection, 
(4)  medicaid  and  medicare,  (5)  survivorship  protection,  and 
(6)  retirement  benefits.1 

This  statement  of  tax  policy  is  concerned  primarily  with  the 
retirement  portion  of  the  Federal  Insurance  Contribution  Act 
(FICA;  hereafter,  the  social  security  system). 


1.  For  perhaps  the  most  complete  discussion  of  the  many  facets  of  our  social 
security  system,  see  Robert  J.  Myers,  Social  Security  (Homewood,  111.:  Richard 
D.  Irwin  for  McCohan  Foundation,  1975). 
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Summary  of  Recommendations 

The  recommendations  of  most  observers,  including  the  current 
administration  and  Congress,  concentrate  primarily  on  the  revenue 
side  of  the  system  and  call  for  constant  increases  in  the  payroll  tax. 
These  taxes  have  already  grown  faster  than  the  consumer  price 
index,  increasing  by  more  than  840  percent  between  1962  and 
1981  (as  projected).  Even  with  these  increases,  revenues  for  1981 
and  later  will  almost  certainly  be  inadequate  to  support  the  pro- 
jected level  of  outlays.  Consequently,  unless  Congress  mandates 
new  sources  of  revenue  or  further  increases  in  social  security  taxes, 
projected  benefits  must  be  reduced.  Because  payroll  taxes  cannot 
continue  to  rise  at  this  rate,  our  recommendations  focus  on  the 
benefits  taxpayers  should  receive  from  the  system. 

If  adopted,  these  suggestions  would  prevent  long-term  oper- 
ating deficits  for  the  retirement  portion  of  the  social  security  system 
and  would  allow  for  some  reduction  in  social  security  taxes.  In 
addition,  these  suggestions  would  significantly  simplify  the  system 
and  make  it  more  equitable. 

Briefly,  the  recommendations  are  as  follows: 

1.  The  present  stratified  benefit  computation  should  be  replaced 
by  an  unstratified  payment  schedule  based  on  each  individual's 
price-Jevel-adjusted  total  contributions  to  the  retirement  sys- 
tem. An  individual's  total  contributions  would  include  the  re- 
tirement portion  of  both  employee  and  employer  contributions, 
plus  a  real  rate  of  return.  That  sum  would  in  turn  be  adjusted 
for  price-level  changes.  This  amount  would  be  the  basis  for  the 
earned  retirement  benefit.  In  order  to  receive  the  same  re- 
tirement annuities,  self-employed  persons  should  contribute 
an  amount  equal  to  the  total  amount  contributed  by  both  the 
employee  and  the  employer. 

This  earned  computation  system  would  eliminate 
•  The  minimum  benefit  computation,  and  thus  the  problem 
of  "double  dipping." 
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•  The  weighting  of  benefits  or  a  disproportionate  return  on 
different  contribution  amounts. 

These  items  presently  result  in  retirement  benefits  in  excess 
of  the  amounts  that  would  be  received  on  the  basis  of  price- 
level-adjusted  total  contributions  to  the  system;  thus,  they  in 
effect  constitute  welfare-type  payments. 

2.  The  current  pay-as-we-go  concept  should  be  retained.  There 
is  no  need  to  create  a  large,  actuarially  sound  fund  with  which 
to  meet  obligations;  however,  the  absence  of  an  actuarial  in- 
vestment fund  means,  in  essence,  that  the  government's  gen- 
eral fund  has  "borrowed"  from  the  social  security  fund.  Some 
subsequent  transfers  from  the  general  fund  to  the  social  se- 
curity fund  are  necessary  to  pay  back  these  borrowed  amounts. 
The  timing  of  such  repayments  would  be  influenced  by  any  or 
all  of  the  following  phenomena: 

•  The  inclusion  of  a  price-level  adjustment  in  the  benefit 
calculation. 

•  The  inclusion  of  a  real  rate  of  return  in  the  benefit  calculation. 

•  Dramatic  decreases  in  the  ratio  of  workers  to  retirees  due 
either  to  high  unemployment  or  to  significant  demographic 
changes. 

3.  As  indicated  in  the  foregoing  recommendations,  total  contri- 
butions used  in  calculating  retirement  benefits  should  be  ad- 
justed periodically  to  reflect  increases  in  the  consumer  price 
index.  This  periodic  updating  for  price-level  changes  would 
ensure  the  relatively  constant  purchasing  power  of  the  benefit 
received. 

4.  The  retirement  annuity  should  begin  at  age  65,  unless  actu- 
arially reduced  benefits  beginning  at  some  earlier  age  have 
been  elected,  regardless  of  the  participant's  employment  sta- 
tus. If  early  retirement  is  permitted,  the  initial  annuity  should 
be  based  on  contributions  up  to  that  retirement  date.  Wages 
after  early  retirement  should  be  subject  to  FICA  until  age  65, 
thus  requiring  an  annual  recomputation  of  the  retirement 
annuity. 

Discontinuing  the  taxation  of  earnings  after  age  65  would 
eliminate  all  inequities  in  the  present  rules  concerning  work 
after  that  age.  Many  persons  have  difficulty  explaining  why 
individuals  who  need  additional  income  should  be  penalized 
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(subjected  to  FICA  taxation  and  loss  of  social  security  benefits) 
for  working,  whereas  persons  with  large  amounts  of  investment 
income  (and  thus  large  equity  interests)  collect  full  social  se- 
curity benefits. 

5.  Settlement  options  selected  at  the  time  of  retirement  should 
permit  (1)  a  joint  and  survivor  annuity  (for  married  persons), 
(2)  a  single-life  annuity,  or  (3)  an  annuity  with  a  guaranteed 
refund  feature  under  which  the  price-level-adjusted  total  re- 
tirement contributions  would  be  guaranteed  to  either  the  re- 
tiree or  the  estate.  If  the  participant  dies  before  reaching  age 
65  without  a  surviving  spouse,  the  total  price-level-adjusted 
contributions  for  retirement  should  be  paid  to  the  estate.  If 
there  is  a  surviving  spouse,  that  person  generally  should  have 
the  same  settlement  options  that  the  participant  would  have 
had  on  reaching  retirement  age. 

This  recommendation  would  eliminate  much  of  the  ineq- 
uity arising  under  the  present  system  (1)  when  persons  are 
taxed  and  die  before  retirement  age  without  having  eligible 
dependents  and  (2)  when  one  spouse  dies  after  both  have  con- 
tributed to  the  system  during  working  years. 

6.  For  income  tax  purposes,  the  retirement  portion  of  the  FICA 
tax  assessed  against  employees  and  self-employed  persons 
should  be  deductible  when  it  is  paid,  and  retirement  benefits 
should  be  taxable  when  they  are  received.  The  employer  s 
contribution  should  continue  to  be  deductible.  Because  lump- 
sum distributions  (the  result  either  of  death  before  retirement 
age  or  of  the  guaranteed  refund  feature)  would  be  subject  to 
income  tax,  Congress  should  consider  some  form  of  income 
averaging. 

7.  The  foregoing  recommendations  would  increase  future  social 
security  retirement  benefits  for  some  and  decrease  them  for 
others.  If  any  retirees'  incomes  should  drop  below  established 
minimums,  then  those  persons  should  be  eligible  for  income 
assistance  under  the  supplemental  security  income  (SSI)  pro- 
gram, which  is  financed  by  general  revenues  and  is  based  on 
need.  For  present  and  near-term  retirees,  the  current  level  of 
scheduled  benefits  should  perhaps  be  guaranteed  without  tests 
of  need,  but  the  excess  of  the  amounts  that  they  receive  over 
the  amounts  that  they  would  collect  under  the  earned  com- 
putation plan  should  come  from  the  SSI  program. 
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8.  Coverage  under  social  security  should  be  made  as  universal  as 
possible. 

9.  If  Congress  desires  to  retain  the  present  income  tax  exclusion 
for  social  security  benefits,  an  exclusion  that  does  not  benefit 
low-income  retirees,  then  the  exclusion  should  be  legislatively 
enacted.  An  exclusion  of  this  magnitude  should  not  be  made 
by  administrative  decision  only. 

The  major  thrust  of  these  recommendations  is  that  welfare,  the 
actuarially  unearned  portion  of  the  benefits  from  the  social  security 
system,  should  be  transferred  to  the  general  revenue  budget. 
Welfare  should  be  an  expenditure  out  of  general  revenue,  not 
payroll  tax  revenue.  This  would  greatly  strengthen  the  social  se- 
curity system  and  would  simplify  its  structure.  The  regressive  na- 
ture of  the  payroll  tax  would  then  be  justified,  for  it  would  be 
paying  only  for  earned  retirement  benefits. 

The  shift  of  welfare  payments  from  the  social  security  program 
should  permit  a  significant  reduction  in  social  security  taxes;  how- 
ever, the  need  for  general  revenue  (primarily  from  the  income  tax) 
would  increase.  The  tax  reduction  for  social  security  should  exceed 
the  needed  additional  income  tax  revenue  because  of  the  imple- 
mentation of  the  need  test  under  the  SSI  program.  The  entire 
social  security  tax  reduction  should  result  in  reduced  labor  costs 
and  increased  economic  activity,  which  could  help  reduce  unem- 
ployment and  inflation  and  increase  capital  formation. 
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Questions  and  Answers 

Much  of  the  study  leading  to  these  recommendations  involved 
attempts  to  answer  five  basic  questions. 

1.  Is  the  social  security  system  absolutely  necessary? 

With  about  34.4  million  current  beneficiaries  and  with 
about  110  million  others  expecting  benefits  because  of  their 
current  tax  payments  (in  1978),  there  can  be  little  doubt  that 
a  federal  retirement  system  is  absolutely  essential. 

2.  Is  the  social  security  tax  regressive? 

The  financing  of  social  security  is  highly  regressive  to  mod- 
erately low-  and  middle-income  wage  earners  because  the  tax 
is  a  flat  rate  based  only  on  a  limited  amount  of  earned  income. 
For  very  low  wage  earners  in  1980  ($6,527.41  or  less)  with 
dependent  children,  the  refundable  earned  income  credit  off- 
sets the  full  impact  of  the  FICA  tax.2  Thus,  for  this  group,  the 
effective  tax  rate  is  zero  and,  therefore,  not  regressive.  For 
wage  earners  between  $6,527  and  $10,000  with  dependent 
children,  the  earned  income  credit  offsets  a  declining  portion 
of  the  social  security  tax;  above  $10,000  the  credit  does  not 
offset  any  of  the  tax. 

Congress  offers  an  ability-to-pay  concept  as  the  rationale 
for  the  "exclusion"  of  low  wage  earners  ($6,527  and  below)  with 
dependent  children  from  social  security  taxes.3  This  concept, 
however,  is  not  applied  consistently,  since  persons  who  have 
high  incomes  solely  from  investments  are  also  "excluded"  from 
the  tax. 

For  persons  with  large  salaries,  the  effective  social  security 
tax  rate  decreases  as  earned  income  increases.  Thus,  this  tax 
is  progressive  for  some  very  low  income  wage  earners,  but  it 
is  normally  quite  regressive  when  compared  to  the  tax  on  the 
earnings  of  an  average  wage  earner. 

2.  .0665X  =  500  -  .125(X- 6,000).    X  =  $6,527.41. 

3.  U.S.,  Congress,  Senate,  95th  Cong.,  2d  sess.,  1978,  S.  Rep.  1236,  pp.  51-52. 
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If  one  views  the  social  security  contribution  as  the  purchase 
of  a  retirement  plan,  then  regression  should  be  inevitable, 
since  regression  is  the  natural  result  when  low-income  persons 
purchase  anything,  be  it  food  or  a  retirement  plan.  Observers 
should  realize  the  regressive  nature  of  the  expenditure  but 
should  not  criticize  the  retirement  system  because  of  it.  To  the 
extent  that  the  social  security  tax  finances  any  government 
activity  other  than  the  individual's  own  retirement,  it  should 
be  acknowledged  to  be  regressive;  but  to  the  extent  that  an 
individual's  social  security  contribution  is  limited  to  the  amount 
necessary  to  finance  his  own  retirement,  the  concept  of  re- 
gressivity  is  irrelevant. 

3.  Are  the  retirement  benefits  of  the  social  security  system 
progressive? 

Yes,  they  are  very  progressive,  especially  for  those  who 
obtain  the  so-called  minimum  benefit  or  who  have  had  very 
low  earned  incomes.  For  persons  who  have  had  all  of  their 
FICA  tax  refunded  through  the  earned  income  credit,  the  effect 
is  more  than  progressive;  they  receive  heavily  weighted  ben- 
efits based,  in  part,  on  wages  that  were  essentially  untaxed. 

Progression  of  benefits  is  one  of  the  things  that  is  wrong 
with  the  system.  Retirement  benefits  should  be  based  on  what 
a  person  has  paid  into  the  system.  To  the  extent  that  a  bene- 
ficiary receives  more  than  what  has  been  paid  for,  he  is  re- 
ceiving welfare;  and  welfare  payments  should  not  be  funded 
with  a  regressive  payroll  tax .  Regressive  payroll  taxes  favor  the 
upper-income  groups,  and  progressive  welfare  benefits  favor 
the  low-income  groups,  with  middle-income  wage  earners  and 
self-employed  persons  supplying  the  benefits. 

4.  What  percentage  of  an  individual's  retirement  income  should 
social  security  provide? 

The  retirement  benefits  should  be  whatever  amount  has 
been  "paid  for"  by  prior  tax  payments,  but  the  amount  should 
not  be  so  large  that  it  eliminates  the  need  for  private  savings. 
The  exact  percentage  of  necessary  retirement  income  that 
should  be  supplied  by  social  security  is  difficult  to  determine; 
it  should,  however,  provide  a  floor  of  protection  for  those  with 
normal  working  lifetimes  and  average  wages. 

5.  Should  general  tax  revenues  be  used  to  supplement  the  social 
security  system? 
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If  the  system  actually  were  a  retirement  system,  as  most 
people  have  been  led  to  believe,  the  answer  would  be  a  re- 
sounding No.  General  revenue  should  not  be  used  to  supple- 
ment retirement  system  revenues;  however,  our  present  social 
security  system  includes  a  substantial  element  of  welfare  that 
should  be  removed  entirely  from  the  social  security  system  and 
shifted  to  the  supplemental  security  income  (SSI)  program, 
which  is  purely  a  welfare  program  funded  through  general 
revenues. 

Under  our  present  system,  it  seems  logical  that  general 
funds  should  be  transferred  to  the  social  security  fund  for  at 
least  three  reasons,  two  of  which  are  related  to  the  welfare 
element  discussed  above.  First,  the  benefits  are  relatively 
higher  for  those  at  the  lower  end  of  the  income  scale.  The 
practical  effect  of  this  is  that  two  major  groups  draw  benefits 
substantially  in  excess  of  what  their  contributions  would  justify: 
(1)  those  who  actually  earned  at  the  lower  levels  through  most 
or  all  of  their  working  lifetimes  and  (2)  government  employees 
who  are  able  to  take  private-sector  jobs  just  long  enough  to 
qualify  for  social  security  benefits  at  the  low- income  levels. 
Both  groups  are  receiving  something  that  they  have  not  paid 
for,  which,  in  essence,  is  welfare.  This  welfare  element  should 
be  subjected  to  a  need  test  and  should  be  financed  by  general 
revenue  funds,  not  by  the  regressive  payroll  tax. 

Second,  much  of  the  recent  short-run  deficit  in  the  system 
is  due  to  heavy  unemployment,  and  this  affects  intergenera- 
tional  transfers  under  the  pay-as -we-go  system.  The  effects  of 
excessive  unemployment  should  not  result  in  increased  tax 
rates  in  the  retirement  portion  of  the  social  security  system. 
When  this  happens,  the  labor  sector  is  hit  twice — once  by 
unemployment  and  then  by  increased  social  security  taxes. 

Again,  it  would  be  preferable  to  make  the  social  security 
system  truly  a  retirement  system.  In  this  case,  an  unemployed 
worker  who  did  not  contribute  to  social  security  would  not 
receive  credit  for  the  period  of  unemployment.  If  a  worker 
suffered  such  severe  unemployment  that  his  earned  retirement 
benefits  fell  below  some  minimum  standard,  he  would  be  el- 
igible for  a  welfare  payment  that  would  come  from  general 
funds.  Alternatively,  if  unemployed  workers  were  given  credit 
for  their  periods  of  unemployment,  then  the  general  fund 
should,  in  essence,  make  their  contributions  for  them  during 
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the  period  of  unemployment.  It  would  be  possible  to  establish 
a  normal  rate  of  contributions  for  unemployed  persons.  It 
would  also  be  possible  to  designate  a  reasonable  rate  of  un- 
employment, in  which  case  the  general  fund  would  need  to 
make  contributions  to  the  social  security  fund  only  during  pe- 
riods of  excessive  or  prolonged  unemployment. 

Third,  because  social  security  taxes  paid  by  individuals  are 
not  deductible,  the  income  taxes  paid  on  the  employees'  and 
self-employed  persons'  social  security  contributions  are  a  form 
of  double  taxation .  Thus,  in  a  very  real  sense,  the  social  security 
system  is  contributing  to  the  general  fund  substantial  amounts 
that  should  be  made  available  to  the  system  itself.  The  amount 
of  such  double  taxation  is  very  difficult  to  measure.  The  earned 
income  credit  is  a  direct  offset  to  the  double  taxation,  but,  even 
beyond  that,  it  is  quite  difficult  to  know  to  what  degree  Con- 
gress modified  income  tax  rates  because  of  the  rapid  increase 
in  social  security  taxes. 

A  much  better  alternative  would  be  for  the  social  security 
system  to  be  taxed  in  the  same  way  as  qualified  pension  plans. 
This  would  require  taxation  of  social  security  benefits  and  de- 
ductibility of  social  security  taxes.  Because  of  the  impact  of  the 
zero  bracket  amount  and  the  double  personal  exemptions  after 
age  65,  taxability  of  benefits  would  not  reduce  the  income  of 
any  individual  whose  only  income  after  retirement  comes  from 
social  security  benefits. 
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Problems  Requiring  Further 
Research 

No  benefit  percentage  is  specified  in  our  recommendations. 
Instead,  we  state  that  benefits  should  relate  to  price-level-adjusted 
total  contributions.  This  would  require,  in  effect,  a  breakdown  of 
the  contributions  in  order  to  determine  how  much  would  be  for 
retirement  and  survivorship  as  opposed  to  disability.  This  would 
be  an  extensive  actuarial  undertaking  and  could  perhaps  be  done 
best  by  the  social  security  administration.  The  appendix  shows 
several  examples  of  the  computation  of  price-level-adjusted  total 
contributions. 

Logically,  social  security  retirement  benefits  should  reduce  an 
individual's  desire  for  personal  savings,  and  both  of  these — social 
security  benefits  and  personal  savings — should  have  an  impact  on 
the  need  for  welfare  such  as  SSI.  The  benefits  from  social  security 
should  be  high  enough  to  be  attractive  to  groups  of  federal,  state, 
and  local  employees  and  yet  not  so  large  that  they  eliminate  the 
need  for  personal  savings,  including  private  retirement  plans.  This, 
too,  is  a  function  of  the  amount  of  the  contribution.  Thus,  if  the 
welfare  aspects  of  the  present  social  security  system  were  shifted 
to  the  SSI  program,  perhaps  the  payroll  tax  rate  could  be  signifi- 
cantly reduced.  This  should  increase  personal  savings  and  thus 
stimulate  capital  formation. 

In  addition,  in  certain  situations,  capital  can  be  substituted  for 
labor;  with  social  security  taxes  increasing  faster  than  the  cost  of 
living,  the  effect  on  employment  is  detrimental.  An  inability  to 
substitute  capital  for  labor  may  be  particularly  onerous  to  certain 
sectors  of  the  economy,  such  as  nonprofit  entities,  including  state 
and  local  governments. 
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A  Review  of  the  System 

The  remainder  of  this  statement  of  tax  policy  reviews  some  of 
the  basic  characteristics  of  the  retirement  portion  of  social  security, 
analyzes  some  of  the  financing  problems  confronting  the  system, 
and  develops  some  recommendations  for  change. 

The  present  social  security  system  affects  most  Americans  at 
some  point  in  their  lifetimes. 

The  number  of  persons  receiving  monthly  benefits  under  the  OASDI 
[old-age,  survivors,  and  disability  insurance]  program  totaled  34.4 
million  at  [the  end  of]  September  1978.  An  estimated  110  million 
workers  had  earnings  in  calendar  year  1978  that  were  taxable  and 
creditable  toward  [their]  benefits  under  the  program.4 

In  addition  to  the  millions  of  workers,  several  million  employers 
also  paid  social  security  taxes.  The  figures  in  the  foregoing  quotation 
indicate  that  there  are  currently  about  three  workers  for  each  ben- 
eficiary receiving  old-age,  survivor,  or  disability  benefits.  Accord- 
ing to  some  estimates,  by  the  year  2050  this  ratio  may  decrease 
to  a  point  where  the  number  of  retirees  could  approach  the  number 
of  covered  workers.  In  1976  the  chief  actuary  of  the  U.S.  Social 
Security  Administration  commented  as  follows: 

Since  1962  social  security  taxes  have  increased  faster  than  the  con- 
sumer price  index  (CPI)  and  most  recommendations  for  change  call 
for  increased  taxes.  Under  the  current-cost  method  of  financing,  the 
amount  of  taxes  collected  each  year  is  intended  to  be  approximately 
equal  to  the  benefits  and  administrative  expenses  paid  during  the 
year  plus  a  small  additional  amount  to  maintain  the  trust  funds  at  an 
appropriate  contingency  reserve  level.  The  purpose  of  the  trust  funds 


4.  Board  of  Trustees,  1979  Annual  Report  of  the  Board  of  Trustees  of  the  Federal 
Old-Age  and  Survivors  Insurance  and  Disability  Insurance  Trust  Funds  (Balti- 
more: Social  Security  Administration,  U.S.D.H.E.W.,  1979),  p.  4. 
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under  current-cost  financing  is  to  reflect  all  financial  transactions  and 
to  absorb  temporary  differences  between  income  and  expenditures.5 

The  desired  size  of  the  contingency  reserve  was  recently  re- 
duced from  approximately  100  percent  of  the  annual  expenditures 
to  50  percent,  and  one  Carter  administration  proposal  would  have 
reduced  the  desired  reserve  to  about  35  percent  of  one  year  s 
expenditures,  based  on  the  added  protection  of  their  recommended 
countercyclical  device.6  The  actual  fund  balance  in  1980  is  far  below 
the  desired  50  percent  reserve. 

In  recent  years,  the  social  security  system  has  grown  enor- 
mously. In  the  projected  1981  federal  budget,  the  revenue  gen- 
erated by  social  security  taxes  (FICA,  medicare,  and  unemploy- 
ment) is  more  than  two-and-a-half  times  the  revenue  from  the 
corporate  income  tax  and  represents  almost  one-third  of  total  fed- 
eral receipts.7  For  millions  of  Americans,  social  security  taxes  are 
significantly  larger  than  individual  income  taxes.8  A  comparison 
between  the  1962  federal  budget  and  the  projected  federal  budget 
for  1981  shows  that  social  security  tax  receipts  have  increased  more 
than  840  percent. 

Even  with  all  of  this  revenue,  the  system  is  currently  paying 
monthly  benefits  in  excess  of  monthly  revenues  and  will  likely 
continue  to  do  so  even  with  the  huge  increases  in  the  FICA  tax. 
The  1977  amendments  to  the  social  security  system,  representing 
one  of  the  largest  tax  increases  ever  imposed,  were  supposed  to 
supply  enough  revenue  to  make  the  system  sound  until  the  turn 
of  the  century;  but  with  inflation  and  high  unemployment,  the 
system  is  still  drawing  down  the  fund  balance. 


5.  A.  Haeworth  Robertson,  A  Commentary  Prepared  to  Assist  in  the  Reading 
,    and  Interpretation  of  the  1976  Trustees  Report,  OASDI,  and  A  Commentary 

Prepared  to  Assist  in  the  Reading  and  Interpretation  of  the  1977  Annual  Reports 
of  the  Board  of  Trustees  of  the  Social  Security  Trust  Funds  (Baltimore:  Social 
-  Security  Administration,  U.S.D.H.E.W.,  1976  and  1977),  p.  1  of  both  documents. 

6.  "Statement  of  HEW  Secretary  Califano  on  the  Administration's  Social  Security 
Financing  Proposal  Before  the  Senate  Finance  Subcommittee  on  Social  Security," 
as  reported  in  the  B.  N.  A.  Daily  Report  for  Executives  (June  13,  1977),  p.  X-2. 

7.  U.S.  Office  of  Management  and  Budget,  The  Budget  of  the  United  States  Gov- 
i  ernment  Fiscal  Year  1981  (Washington,  D.C.:  U.S.  Government  Printing  Office, 

1980),  p.  39. 

8.  U.S.  Office  of  Management  and  Budget,  Special  Analyses  Budget  of  the  United 
States  Government  Fiscal  Year  1980  (Washington,  D.C. :  U.S.  Government  Print- 
ing Office,  1980),  p.  48. 
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The  Social  Security  old-age  trust  fund  is  in  financial  peril  once  again, 
and  despite  the  scheduled  boosts  in  the  Social  Security  tax  rate,  the 
government  will  have  to  come  up  with  an  additional  $15 -$25  billion 
in  revenues  over  the  next  few  years  to  keep  the  fund  solvent  through 
1984. 9 

In  1966,  by  contrast,  the  social  security  system  receipts  were 
less  than  the  tax  yield  from  the  corporate  income  tax,  and  the 
system  was  operating  with  revenues  in  excess  of  benefits. 

Obviously,  total  benefits  have  increased  even  faster  than  the 
rise  in  social  security  taxes,  even  though  the  increase  in  the  FICA 
taxes  has  greatly  exceeded  the  increase  in  the  CPI. 

From  1937  through  calendar  year  1976,  cumulative  income  to  the 
trust  funds  amounted  to  $661  billion  .  .  .  and  cumulative  disburse- 
ments amounted  to  $620  billion.  The  balance  of  $41  billion  was  held 
in  the  trust  funds  at  the  end  of  calendar  year  1976.  Based  on  current 
projections  (under  the  intermediate  assumptions)  it  is  estimated  that, 
during  the  calendar  years  1977-81,  income  to  the  trust  funds  will 
total  $499  billion  ...  and  disbursements  will  be  $540  billion.  This 
is  a  projected  decrease  in  the  trust  funds  of  $41  billion  during  the 
period  1977-81. 10 

With  all  this  change,  there  had  to  be  some  adjustments  made;  but, 
unfortunately,  the  answer  was  another  tax  increase  in  the  Social 
Security  Amendments  of  1977. 

The  Basic  Retirement  Package 

In  its  narrowest  sense,  social  security  is  security  for  retirement, 
even  though  this  is  only  one  part  of  our  old  age,  survivor,  disability, 
and  health  insurance  (OASDHI)  system.  A  mandatory,  contribu- 
tory retirement  system  is  not  only  desirable,  it  is  essential,  because 
we  cannot  back  out  and  start  anew.  Without  such  a  system,  millions 
of  additional  low-income  elderly  persons  would  be  on  public  wel- 
fare; for  the  same  reason,  it  is  absolutely  necessary  that  benefits 
not  be  eroded  by  inflation. 


9.  B.  N.  A.  Daily  Report  for  Executives  (January  21,  1980),  p.  LI^l. 
10.  Robertson,  Commentary  to  the  1977  Annual  Reports  of  the  Social  Security 
Trust  Funds,  p.  2. 
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Concepts  in  Financing  the  Retirement  Package 

The  American  public  generally  has  been  convinced  that  this 
universal  retirement  plan  should  be  paid  for  by  the  payroll  tax. 
According  to  this  view,  payroll  tax  payments  are  somewhat  similar 
to  retirement  annuity  premiums.  Indeed,  most  persons  probably 
see  this  tax  as  their  investment  in  their  own  future  retirement 
benefits;  the  current  acceptance  of  our  very  high  payroll  tax  may 
well  be  attributable  to  the  predominance  of  this  view. 

Alternatively,  the  payroll  tax  can  be  viewed  as  just  another 
source  of  federal  revenue — a  flat-rate  income  tax  based  solely  on 
a  limited  amount  of  earned  income.  As  just  one  more  source  of 
federal  tax  revenue,  there  would  be  no  need  for  prior  designations 
of  how  these  funds  should  be  spent.  Certainly,  in  this  view,  there 
is  no  need  to  tie  benefits  to  contributions  or  even  to  have  separate 
funds.  The  idea  of  using  general  income  tax  revenue  to  supplement 
the  payroll  tax  would  not  exist  because  both  would  be  considered 
to  be  sources  of  general  revenue.  For  example,  under  this  concept, 
welfare,  defense,  or  any  other  payments  could  be  met  with  the  use 
of  payroll  tax  revenues.  This  would  remove  from  social  security 
any  pretense  of  retirement  insurance  and  would  convert  the  entire 
social  security  system  to  simply  another  form  of  welfare. 

It  is  worthwhile  to  note  that  our  present  retirement  system  is 
really  a  combination  of  both  concepts,  even  though  they  are  quite 
different.  To  the  extent  that  the  payroll  tax  is  used  to  augment 
general  revenues  (through  hidden  welfare  expenditures),  the 
American  public  is  being  deceived.  In  addition,  there  may  be  very 
serious  economic  implications. 

Characteristics  of  Retirement  Under  the  Social  Security 
Plan 

The  principal  characteristics  of  the  federal  retirement  system 
are  (1)  it  is  compulsory,  (2)  it  establishes  a  floor  of  protection  (a 
social  adequacy  concept),  (3)  it  is  self-supporting  via  the  payroll 
tax,  and  (4)  it  is  not  a  means-  or  need-tested  program.  There  are 
some  significant  exceptions  to  all  of  these  concepts. 

The  Compulsory  Coverage  Concept 

The  single  most  important  exception  to  the  compulsory  con- 
tribution concept  is  the  exclusion  of  federal  (and  in  some  cases 
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state  and  local)  employees.  There  is  a  separate  retirement  plan  for 
federal  employees  (similar  in  some  respects  to  private  retirement 
plans),  but  this  is  not  an  adequate  reason  for  the  exclusion  of 
government  employees.11 

It  has  been  observed  that  in  1969  one-third  of  social  security  bene- 
ficiaries who  were  also  receiving  benefits  under  another  governmen- 
tal plan  were  receiving  minimum  benefits.12 

In  fact,  it  appears  to  us  that  there  is  no  valid  reason  for  the  exclu- 
sion, and,  therefore,  all  governmental  employees  should  be 
brought  into  the  system.  This  has  implications  for  both  the  mini- 
mum payment  and  the  weighting  of  benefits,  which  are  discussed 

later. 

Social  security  coverage  is  generally  compulsory  only  if  the 
individual  has  wage  or  self-employment  income.  Investment  in- 
come, such  as  dividends  or  interest,  is  not  taxed  to  provide  for 
social  security.  When  a  retirement  system  does  not  pay  any  welfare, 
this  tax  exemption  is  logical  because  investment  income  continues 
after  retirement  (unless  the  principal  is  consumed),  whereas  wages 
are  generally  discontinued. 

The  Social  Adequacy  (Floor-ef-Protection)  Concept 

Many  people  believe  that  society  should  guarantee  every  in- 
dividual a  minimum  level  of  health  care  and  a  minimum  standard 
of  living.  To  one  degree  or  another,  such  a  welfare  concept  is  well 
ingrained  in  the  political  and  social  structure  of  the  United  States 

today. 

Social  adequacy  is  a  welfare  objective  in  which  an  individual's  benefit 
amount  is  determined,  not  by  his  or  her  contributions,  but  by 

(a)  appropriate  transfer  of  income  from  affluent  to  needy  groups,  and 

(b)  a  minimum  standard  of  living  beneath  which  society  decides  that 
no  individual  should  fall.  The  Social  Security  Act  of  1935  represented 
a  compromise  between  equity  and  social  adequacy  within  a  system 
that  was  designed  to  build  at  least  a  part  of  the  actuarial  reserve  that 
would  be  necessary  to  fund  a  comparable  privately  oriented  program. 
But  amendments  to  the  Act  steadily  shifted  the  emphasis  more  in 


11.  Myers,  Social  Security,  p.  189. 

12.  Report  of  the  Consultant  Panel  on  Social  Security  to  the  Congressional  Re- 
search Service,  joint  committee  print  (Washington,  D.C.:  U.S.  Government 
Printing  Office,  1976),  p.  24. 
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the  direction  of  social  adequacy  by  weakening  the  relationship  be- 
tween benefits  and  contributions.  [Emphasis  added]13 

It  is  not  necessary,  nor  is  it  logical,  that  this  minimum  "social 
adequacy"  be  provided  entirely  through  the  social  security  retire- 
ment system.  There  are  a  number  of  ways  in  which  individuals 
may  provide  for  their  own  retirement,  including  employer  pension 
plans,  Keogh  plans,  individual  retirement  accounts,  private  an- 
nuities, individual  savings  accounts,  and  social  security.  Most  peo- 
ple have  viewed  social  security  from  the  beginning  as  a  means  by 
which  they  are  providing  for  their  own  retirement;  indeed,  the 
government  has  taken  great  pains  to  promote  that  notion.  If  we 
do  not  return  to  a  logical  and  fiscally  responsible  relationship  be- 
tween contributions  and  benefits,  the  entire  social  security  retire- 
ment system  will  lose  its  credibility.  If  an  individual  retiree's  re- 
tirement income  from  social  security  and  other  plans,  if  any,  is 
inadequate,  then  the  income  can  be  supplemented  by  the  variety 
of  local,  state,  and  federal  programs  mentioned  earlier. 

Presently  we  are  attempting  to  provide  a  major  part  of  the 
minimum  social  adequacy  through  the  social  security  retirement 
system,  via  a  benefit  structure  that  greatly  overweights  the  benefits 
at  the  low  end  of  the  scale.  The  minimum  monthly  benefit,  which 
had  increased  more  rapidly  than  other  social  security  benefits,  has 
been  frozen  at  $122  since  January  1979. 14  To  be  eligible  for  the 
minimum  benefit,  an  individual  must  have  had  one  quarter  of 
covered  employment  for  each  year  after  1950  that  he  or  she  was 
between  the  ages  of  21  and  62.  Thus,  an  individual  retiring  in  1981 
at  the  age  of  62  would  need  30  quarters  of  coverage  (lesser  of  1980 
minus  1950  or  ages  61  minus  21);  workers  retiring  in  1991  or  later 
will  need  only  40  quarters  of  coverage.15  Thus,  if  a  worker  retires 
after  having  earned  $260  per  quarter  (which  was  the  minimum  for 
one  quarter  of  coverage  in  1979;  for  years  prior  to  1979  this  min- 


13.  Report  of  the  Consultant  Panel  on  Social  Security,  p.  12.  It  should  be  noted 
that  the  income  transfer  is  not  from  the  affluent  but  largely  from  the  middle- 
income  wage  earner. 

14.  Controller  General  of  the  United  States,  Minimum  Social  Security  Benefit: 
A  Windfall  That  Should  Be  Eliminated  (Washington,  D.C.:  U.S.  General  Ac- 
counting Office),  pp.  1-3. 

15.  Ibid,  p.  2.  There  is  a  transitional  guarantee  for  those  persons  retiring  between 
1979  and  1983:  They  can  use  the  new  or  the  old  formula  to  maximize  their  social 
security  benefits. 
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imum  was  $50  per  quarter)  for  40  quarters,  and  if  the  FICA  tax 
rate  were  .0665  (the  1981  rate)  in  each  quarter,  the  FICA  tax 
withheld  would  total  $691.60  ($260  x  40  x  .0665)  for  the  ten-year 
period.  For  this  amount,  this  person  would  be  receiving  a  monthly 
minimum  benefit  of  $122,  or  $1,464  each  year  of  retirement. 

Attempting  to  provide  minimum  social  adequacy  through  the 
social  security  retirement  system  creates  various  social  and  financial 
problems.  When  welfare  is  provided  through  retirement  pay- 
ments, it  is  not  practical  to  subject  it  to  any  sort  of  need  test.  The 
absence  of  a  means  test  for  the  welfare  element  of  social  security 
causes  disproportionately  high  benefits  to  be  paid  to  many  indi- 
viduals who  have  substantial  incomes  from  other  sources.  Also,  it 
makes  it  possible,  and  often  financially  attractive,  for  government 
employees  to  accept  covered  employment  just  long  enough  to  qual- 
ify for  the  minimum  social  security  benefits. 

One  of  the  greatest  inequities  of  combining  welfare  with  social 
security  is  that  this  portion  of  federal  welfare  must  be  financed 
entirely  by  workers  covered  by  social  security,  whereas  welfare 
should  be  financed  from  the  general  revenues.  The  financial  impact 
of  combining  welfare  and  social  security  is  evidenced  by  Professor 
Wilbur  J.  Cohen's  testimony  that  benefits  received  but  not  paid 
for  by  the  beneficiaries  when  they  were  contributors  "approximates 
about  one-third  of  the  long-range  costs."16 

Thus,  we  strongly  recommend  that  there  be  no  "minimum 
benefit"  from  the  social  security  retirement  system,  but  that  all 
benefits  be  based  directly  on  the  individual  s  own  contributions 
to  the  system  and  length  of  employment.  If  such  benefits,  plus 
retirement  income  from  other  sources,  are  below  whatever  mini- 
mum society  establishes,  the  additional  benefits  should  be  pro- 
vided from  a  general  fund  welfare  program. 

Professor  Cohen  suggested  another  alternative  that  would  treat 
the  benefits  received  from  federal,  state,  or  local  public  retirement 
or  pension  plans,  which  are  supplementary  to  social  security,  as 
being  from  social  security.  Thus,  persons  covered  by  such  plans 
would  receive  the  higher  of  the  two  (if  only  two)  plans  but  not  both 
(unless  they  were  fully  and  continuously  covered  under  both 
plans).17  This  would  be  an  improvement  in  the  present  system 


16.  Wilbur  J.  Cohen,  former  HEW  Secretary,  in  testimony  before  the  Senate 
Finance  Subcommittee  on  Social  Security,  as  reported  in  the  B.N. A.  Daily  Report 
for  Executives  (June  16,  1977),  p.  J-4. 

17.  Cohen,  B.N.  A.  Daily  Report  for  Executives  (June  16,  1977),  p.  J-3. 
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relative  to  government  workers;  however,  we  believe  that  our  plan 
corrects  many  other  defects  and  is,  therefore,  preferable. 

The  Self-Supporting  Concept 

Many  persons  seek  to  keep  the  social  security  system  and  the 
general  revenue  system  separate.  Robert  J.  Myers,  testifying  as 
a  former  chief  actuary,  on  February  4,  1976,  stated  the  following: 

Finally,  let  me  turn  to  how  the  financing  problems  of  the  OASDI 
system  should  not  be  solved.  Some  people  have  proposed  the  solution 
of  injecting  a  governmental  subsidy  from  general  revenues  into 
OASDI  either  directly  or  else  indirectly  by  moving  some  of  the 
Hospital  Insurance  tax  rates  to  OASDI  and  then  injecting  a  govern- 
ment subsidy  into  HI.  This  approach  should  not  be  followed  for  a 
number  of  reasons. 

Introduction  of  a  government  subsidy  would  dilute  the  awareness 
of  the  public  as  to  the  cost  of  the  program,  because  many  would 
believe  that  somebody  other  than  themselves  would  be  providing 
this  financing. 

In  actual  fact,  the  general  revenues  taxation  necessary  to  produce 
the  government  subsidy  would  be  paid  by  virtually  the  same  people 
who  are  now  paying  the  payroll  taxes — and  very  likely  with  not  too 
great  a  difference  in  the  actual  incidence  of  the  taxes.  [Note:  Even 
if  this  latter  assumption  were  true,  it  totally  ignores  the  economic 
and  political  implications.] 

The  injection  of  general  revenues  into  the  time-tested  approach 
to  the  system  being  wholly  self-supporting  from  payroll  taxes  would 
erode  the  self-sustaining  concept  by  moving  in  the  direction  of  a 
welfare  concept.  In  turn,  this  could  lead  to  means  testing  for  benefits. 
Any  general  revenue  financing  in  OASDI  would  very  likely  lead  to 
a  lack  of  stability  in  the  benefit  protection  provided  because  of  the 
pressures  of  other  programs  that  can  only  be  financed  from  general 
revenues.18 

The  injection  of  general  revenues  into  the  social  security  system 
has  a  counterpart  that  is  almost  never  mentioned — the  inclusion 
of  general  fund  expenditures  (welfare)  in  social  security  benefits. 
To  be  consistent,  we  must  oppose  the  use  of  social  security  system 
revenues  to  finance  general  revenue  expenditures  (in  the  form  of 
welfare)  as  strongly  as  we  oppose  the  use  of  general  revenues  to 


18.  Robert  J.  Myers,  Statement  on  Behalf  of  the  American  Life  Insurance  As- 
sociation on  the  President's  Social  Security  Proposals  Before  the  Subcommittee 
on  Social  Security  of  the  House  Committee  on  Ways  and  Means,  February  4, 
1976,  pp.  3-4. 
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finance  the  social  security  system.  Welfare  programs  are  rightly 
expenditures  of  general  revenues,  not  payroll  taxes.  Thus,  welfare 
expenditures  should  be  removed  from  the  social  security  system 
or  paid  for  by  using  general  revenues  within  the  social  security 
system.  We  favor  the  former. 

The  social  security  system  is  termed  "self-supporting,"  a  con- 
cept for  which  there  are  at  least  three  possible  interpretations.  At 
one  extreme  would  be  an  actuarially  sound,  fully  funded  program 
comparable  to  a  commercial  annuity.  This  might  be  thought  of  as 
self-supporting  with  respect  to  each  separate  annuitant.  The  fund- 
ing feature  of  this  program  is  not  necessary,  feasible,  or  even  de- 
sirable for  social  security:  Full  funding  of  social  security  would 
completely  upset  the  entire  economy.  At  the  other  extreme,  the 
entire  social  security  system  is  said  to  be  self-supporting  for  any 
year  in  which  sufficient  payroll  taxes  are  collected  to  cover  that 
year's  payments  to  retirees.  A  third  concept,  which  combines  cer- 
tain features  of  each  of  the  others,  would  require  that  each  indi- 
vidual's benefits  be  actuarially  based  on  his  contributions  and  years 
of  service  but  would  not  require  the  funding,  which,  in  essence, 
means  that  current  contributions  would  still  be  available  for  pay- 
ment of  part  or  all  of  current  benefits. 

The  social  security  system  was  really  conceived  under  the  third 
concept,  since  the  system's  designers  expected  a  fairly  direct  cor- 
relation between  an  individual's  retirement  benefits  and  the 
amounts  of  that  individual's  contributions.  The  idea  was  sold  to  the 
public  on  that  basis,  and  the  government  has  carefully  maintained 
this  notion  of  "insurance."  One  of  the  greatest  advantages  of  an 
actuarial  correlation  between  contributions  and  benefits  is  the  dis- 
cipline it  would  place  on  Congress  in  considering  benefit  increases. 
Unfortunately,  Congress  has  moved  our  social  security  system  al- 
most entirely  away  from  this  actuarial  relationship,  even  while  it 
was  publicly  nurturing  the  idea  that  the  system  is  still  a  federal 
insurance  program.  Without  actuarial  discipline,  Congress  has 
elected  to  incorporate  an  ever  increasing  share  of  the  federal  wel- 
fare program  into  the  social  security  retirement  system. 

There  are  two  important  aspects  relative  to  the  self-supporting 
concept.  First,  an  actuarial  relationship  between  contributions  and 
benefits  would  not  preclude  the  use  of  general  revenue  funds  for 
the  payment  of  retirement  benefits.  In  fact,  the  absence  of  the 
funding,  which  would  be  a  part  of  a  commercial  system,  would 
require  the  use  of  general  revenue  funds.  In  essence,  the  general 
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revenue  funds  would  provide  the  interest  factor  that  would  be 
necessary  to  produce  the  actuarially  computed  benefits  because, 
in  a  very  real  sense,  the  government  has  "borrowed"  all  of  the 
retirement  contributions.  The  government  would  need  to  invest 
the  contributions  in  order  to  produce  actuarial  benefits,  and,  there- 
fore, general  revenues  should  pay  the  interest  on  such  borrowing. 
It  is  important  to  note,  however,  that  the  system  would  use  an 
actuarially  determined  amount  of  general  revenue,  and  this  would 
in  no  way  destroy  or  even  damage  the  concept  of  the  retirement 
system  as  an  insurance  program. 

Secondly,  Congress  apparently  intends  the  present  social  se- 
curity retirement  system  to  be  self-sustaining  as  a  system,  without 
the  use  of  general  revenue  funding.  The  fact  is  that  income  taxes 
and  social  security  contributions  have  been  so  intermingled  on 
both  the  revenue  and  expenditure  sides  that  today  it  is  almost 
impossible  to  determine  whether  the  retirement  system  is  even 
self-supporting  as  a  system.  Even  ignoring  for  the  moment  the 
well-publicized  shortfall  in  social  security  revenues,  the  self- 
supporting  nature  of  social  security  is  probably  more  fiction  than 
fact.  This  policy  statement  has  emphasized  that  the  social  security 
fund  contributes  to  the  general  fund  by  financing  a  major  share  of 
the  federal  welfare  program.  Also,  there  are  both  explicit  and  im- 
plicit transfers  from  the  social  security  fund  to  the  general  fund 
through  the  general  fund's  borrowing  activities.  The  present  trust 
fund  balance  is  invested  in  government  bonds,  which,  during  pe- 
riods of  rising  interest  rates,  pay  substantially  below  a  reasonable 
market  rate  of  interest.  Also,  as  was  pointed  out  earlier,  there  is 
an  implicit  benefit  to  the  general  fund  in  that  there  is  no  attempt 
to  provide  an  actuarial  funding  of  social  security  contributions. 

There  is  a  substantial  further  implicit  transfer  of  funds  from  the 
social  security  system  to  the  general  fund  in  that  the  employee's 
contributions  to  the  retirement  system  are  not  deductible  for  fed- 
eral income  tax  purposes.  Thus,  for  every  dollar  contributed  to  the 
social  security  system,  the  worker  is  also  paying  income  tax  to  the 
general  fund  at  his  highest  marginal  income  tax  rate.  This  double 
taxation  of  contributions  is  usually  excused  on  the  basis  that  benefits 
are  not  taxable.  The  double  taxation  of  contributions,  however,  is 
either  not  offset  at  all  or  is  offset  in  a  very  inequitable  fashion  by 
the  exclusion  of  social  security  benefits  from  income  taxation.  Due 
to  the  zero  bracket  amount  and  personal  exemptions,  the  exclusion 
is  meaningless  for  anyone  whose  entire  retirement  income  is  from 
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social  security.  Anyone  who  dies  before  retirement  will  have  suf- 
fered the  double  taxation  of  contributions  but  obviously  will  receive 
no  benefit  from  the  exclusion.  Millions  of  individuals  suffer  the 
double  taxation  of  benefits  at  a  relatively  high  marginal  rate  for 
thirty  or  forty  years  but  enjoy  the  exclusion  at  a  much  lower  rate 
for  a  much  shorter  period  of  time.  In  addition  to  these  inequities, 
the  time  value  of  money  indicates  that  the  cost  of  double  taxation 
is  considerably  greater  than  the  much  later  exclusion  benefit. 

Benefits  also  flow  in  the  other  direction  from  the  general  fund 
to  the  social  security  system.  The  refundable  earned  income  credit 
was  enacted  in  order  to  reduce  the  burden  of  the  FICA  tax  for  the 
very-low- wage  earners.  Thus,  workers  with  dependent  children 
and  incomes  below  $10,000  contribute  to  the  social  security  system 
but  receive  a  partial  or  full  offset  against  their  income  taxes. 

It  should  be  obvious  that  the  two  systems  (general  revenue 
and  social  security)  have  not  been  kept  separate.  In  fact,  the  1978 
income  tax  reductions  were  justified  in  part  as  necessary  to  at  least 
partially  offset  the  burden  of  the  increases  in  social  security  taxes. 
Adjusting  one  system  because  of  changes  in  the  other  intertwines 
the  two  systems  and  severely  damages  a  true  self-supporting 
concept. 

The  Means-Test  Concept 

A  means  test  may  be  applied  either  at  the  time  contributions 
are  made  or  at  the  time  benefits  are  received,  although  a  pure 
retirement  system  would  not  need  the  application  of  a  means  test 
at  either  stage.  The  social  security  retirement  system  has  a  form 
of  means  test  at  both  the  contribution  and  benefit  stages. 

Perhaps  the  best  example  of  a  hidden  means  test,  at  the  point 
of  contribution,  is  contained  in  the  $500  refundable  earned  income 
credit,  as  amended  in  1978. 19  While  credit  is  given  on  the  income 
tax  return,  its  justification  was  to  relieve  low-wage  earners  with 
dependent  children  of  some  of  the  heavy  burden  of  the  FICA  tax. 
If  a  person  had  a  steady  $5,000  salary  each  year,  and  if  there  were 
no  increases  in  real  wages  during  the  individual's  working  years, 
the  "average  indexed  monthly  wage"  would  be  $416.67.  In  the 
absence  of  an  indexing  factor  (explained  later),  this  would  produce 
a  retirement  benefit  of  $237.73,  giving  this  person  an  income  re- 
placement ratio  of  57.05  percent  ($237.73      $416.67).  It  should 


19.  I.R.C.  sec.  43. 
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be  noted  that  for  1981  the  $500  maximum  credit  exceeds  the 
$332.50  FICA  tax  on  $5,000  (6.65%  x  $5,000)  by  $167.50;  thus, 
an  individual  with  only  $5,000  in  annual  wage  income  is,  in  effect, 
relieved  of  the  entire  employee  FICA  tax  plus  $167.50  of  income 
tax  and  still  retains  all  of  the  heavily  weighted  benefits  for  low- 
income  wage  earners.  The  aggregate  effect  is  that  no  tax  has  been 
paid;  thus  there  can  be  no  earned  retirement  benefits,  only  welfare. 
This  may  be  most  desirable  for  low-income  wage  earners,  but  it 
should  be  recognized  that  their  social  security  benefits  are  welfare, 
funded  by  a  payroll  tax  on  other  workers,  not  a  paid-for  retirement 
package. 

As  discussed  elsewhere  in  this  study,  on  the  benefits  side  there 
is  a  very  real  means  test  applied  through  the  variable  replacement 
ratio,  which  gives  heavily  weighted  benefits  to  lower-income 
workers. 

The  Benefit  Structure 

In  articles  and  congressional  testimony,  many  persons  have 
restricted  most  of  their  recommendations  to  the  revenue  side  of 
the  system.  With  the  tremendous  growth  in  revenues,  however, 
it  appears  that  most  of  the  system's  problems  really  involve  the 
benefit  side.  Benefits  have  increased  faster  than  revenues,  even 
though  revenues  have  risen  faster  than  the  CPI. 

Before  presenting  benefit  structure  recommendations  for 
changing  the  retirement  system,  we  shall  review  both  the  pre- 1979 
and  the  post- 1978  computation  schemes  and  the  effects  of  signif- 
icant amendments  in  1972. 

The  Pre- 1979  Benefit  Formula 

Except  when  the  minimum  benefit  rules  apply,  retirement 
benefits  are  based  on  the  computation  of  an  average  monthly  tax- 
able wage.  For  years  prior  to  1979,  this  usually  covered  only  the 
nineteen  highest  years  of  taxable  wages  earned  since  1951.  (Starting 
in  1979,  the  number  of  years  included  increase  each  year.)  Once 
the  average  monthly  taxable  wage  for  years  prior  to  1979  was  de- 
termined, it  was  stratified  into  seven  predetermined  layers,  to 
which  specified  benefit  percentages  were  then  applied  in  calcu- 
lating the  primary  insurance  amount  (PI A).  The  benefit  percent- 
ages, as  of  June  1977,  varied  from  145.90  percent  on  the  lowest 
stratum  to  24.34  percent  on  the  highest.  The  percentages,  how- 
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ever,  did  not  decrease  uniformly,  as  one  might  have  expected  them 
to  do.  In  fact,  they  varied  somewhat  irrationally,  with  the  rate 
declining  through  the  first  three  strata  and  then  increasing  for  the 
fourth  layer,  followed  by  decreases  through  the  subsequent  strata. 
In  addition,  the  layers  or  strata  of  the  average  monthly  taxable 
wage  were  not  equal;  they  varied  in  an  irregular  pattern  from  $290 
to  $100.  This  is  demonstrated  in  the  table  below,  where  the  average 
benefit  percentage  is  46.42  percent  ($638.28  $1,375). 

Practically  speaking,  it  was  not  possible  for  an  individual  in 
1977  to  receive  the  indicated  maximum  benefit  of  $638.28.  As 


Effective  Benefit  Table  as  of  June  1977 


Strata  of  Average 
Monthly  Taxable  Wage 


First 

Second 

Third 

Fourth 

Fifth 

Sixth 

Seventh 


110 
290 
150 
100 
100 
250 
375** 


Percent* 

145.90 
53.06 
49.58 
58.30 
32.42 
27.02 
24.34 


Average  Monthly 
Benefit  or  Primary 
Insurance  Amount*** 

$160.49 
153.87 
74.37 
58.30 
32.42 
67.55 
91.28 


Total 


Total  taxable 
wages  in 
1977 


1,375 
X12 


$16,500 


$638.28 


*Each  percentage  increased  5.9  percent  over  the  previous  year,  when  the  highest  percentage 
was  137.77  and  the  lowest  percentage  was  22.98. 

** Increased  $100  over  the  previous  year.  When  this  $100  is  multiplied  by  twelve  months, 
it  equals  the  $1,200  increase  in  taxable  wages,  or  the  increase  from  $15,300  for  1976  to 
$16,500  for  1977.  For  1978  this  amount  increased  to  $17,700. 

***The  1977  benefit  formula  was  selected  so  that  the  effects  of  the  automatic  increases  in 
both  the  monthly  taxable  wage  base  and  the  percentage  figure  could  be  reflected. 

Note:  The  increases  in  benefit  percentages  (based  on  CPI)  and  in  taxable  wages  (based  on 
increases  in  average  wages)  are  the  results  of  the  1972  amendments  and  result  in  a  double 
adjustment  for  inflation  for  current  workers. 

Source:  U.S.,  Department  of  Health,  Education,  and  Welfare,  Social  Security  Administra- 
tion, Social  Security  Bulletin — Annual  Statistical  Supplement,  1974,  p.  19,  and  U.S.,  Con- 
gress, Senate,  Committee  on  Finance,  Staff  Data  and  Materials  Relating  to  Social  Security 
Financing,  95th  Cong.,  1st  sess.,  1977,  p.  5. 
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shown  above,  that  maximum  would  require  an  average  taxable 
wage  of  $16,500  per  year,  and,  for  all  years  prior  to  1977,  the 
maximum  taxable  amount  was  less  than  $16,500.  Thus,  no  indi- 
vidual retiring  in  1977  had  an  average  monthly  taxable  wage  equal- 
ling $1,375.  On  an  average  monthly  taxable  wage  of  $687.50  (one- 
half  of  the  maximum),  the  benefit  would  be  $459.19  ($110  x 
145.90%  +  $290  x  53.06%  +  $150  x  49.58%  +  $100  x  58.3% 
+  $37.50  X  32.42%).  If  an  average  monthly  taxable  wage  of  the 
full  $1,375  were  possible,  the  second  $687.50  of  wages  would  have 
generated  an  additional  benefit  of  only  $179.09  [($100  -  $37.50) 
x  32.42%  +  $250  x  27.02%  +  $375  X  24.34%]  or  $638.28  - 
$459. 19.  This  is  about  39  percent  of  the  benefit  generated  by  the 
first  half  of  taxable  wages. 

Significant  1972  Amendments 

Two  important  changes  were  made  in  the  benefit  structure  in 
1972.  Under  the  first,  benefits  are  adjusted  automatically  for  in- 
creases of  3  percent  or  more  in  the  CPI.  This  was  the  cause  of  the 
5.9  percent  increase  in  the  benefit  percentage  noted  in  the  table. 
For  1979  the  increase  was  9.9  percent,  and  for  1980  the  increase 
is  for  14.3  percent.  Under  the  second  change,  there  is  an  automatic 
increase  in  the  maximum  taxable  wage  (to  the  nearest  $300  mul- 
tiple) as  average  taxable  wages  rise  (based  on  taxable  wages  of  the 
first  quarters  of  the  two  prior  years).  This  automatic  increase  is  also 


reflected  in  the  table  as  an  increase  in  the  maximum  taxable  wage 


base  from  $15,300  to  $16,500  ($17,700  as  of  January  1,  1978). 


While  automatic  adjustments  due  to  changes  in  the  CPI  are 
desirable,  the  dual  benefit  was  not  justified  for  many  current  work- 
ers. Wages  rise  in  response  to  inflation,  and  as  taxable  wages  in- 
1  crease,  the  related  future  social  security  benefits  also  expand. 
Then,  when  the  benefit  percentages  also  increased  in  response  to 
the  CPI,  there  was  a  dual  benefit.  This  was  discussed  thoroughly 
by  many  persons,  and  suggestions  were  made  for  uncoupling  this 
unintended  dual  benefit.20  James  B.  Cardwell  stated 


The  trustees  note  that  about  half  of  the  long-term  financing  deficit 
can  be  eliminated  by  correcting  the  overindexing  of  benefits  that 


20.  See  Colin  D.  Campbell,  Over-Indexed  Benefits — The  Decoupling  Proposals 
for  Social  Security,  and  Robert  S.  Kaplan,  Financial  Crises  in  the  Social  Security 
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arises  from  the  1972  legislation  creating  automatic  cost-of-living  in- 
creases. The  overindexing  has  the  long-range  effect  of  raising  social 
security  benefits  to  levels  at  which  they  would  replace  a  far  greater 
percentage  of  a  worker's  final  earnings  than  they  now  do.  In  some 
cases,  future  benefits  would  even  exceed  pre-retirement  earnings.21 

Decoupling  or  stabilization  of  replacement  ratios  was  a  significant 
part  of  the  Social  Security  Amendments  of  1977. 


The  Post-1978  Benefit  Formula 

Starting  January  1,  1979,  the  seven-strata  formula  was  replaced 
by  one  using  only  three  strata.22  For  1979  these  strata  were  sched- 
uled as  follows:23 


Averaged  Indexed  Benefit 

Monthly  Earnings  Percentage 

First                          $180  90 

Next                          905  32 

Excess  over               1,085  15 


Thus,  the  new  three-strata  formula  removed  the  illogical  increase 
in  the  benefit  percentage  in  the  fourth  stratum  of  the  pre- 1979 
formula,  and  it  also  reduced  the  benefit  percentage  for  the  first 
stratum  to  below  100  percent  (permanently  for  current  workers 
and  temporarily  for  retirees).  The  new  structure,  with  initial  benefit 
percentages  ranging  from  90  percent  down  to  15  percent,  does 
nothing  to  improve  the  logical  actuarial  relationship  between  total 
contributions  and  benefits  received. 


System.  Both  are  1976  Domestic  Affairs  Studies  of  the  American  Enterprise 
Institute  for  Public  Policy  Research,  Washington,  D.C.  See  also  1976  Annual 
Report  of  the  Board  of  Trustees  of  the  Federal  Old-Age  and  Survivors  Insurance 
and  Disability  Insurance  Trust  Funds,  p.  118;  and  Reports  of  the  Advisory  Coun- 
cil on  Social  Security,  as  reprinted  in  the  B.N. A.  Daily  Report  for  Executives  J 
Special  Supplement  (March  7,  1975),  pp.  8-10. 

21.  "Briefing  Notes  for  James  B.  Cardwell,  Commissioner  of  Social  Security" 
(Press  briefing  May  24,  1976,  on  reports  of  the  trustees  of  the  social  security  trust 
funds),  B.N. A.  no.  101  (May  24,  1976),  p.  X-l. 

22.  For  an  analysis  of  the  1977  changes,  see  Colin  D.  Campbell,  The  1977 
Amendments  to  the  Social  Security  Act  (Washington,  D.C:  American  Enterprise 
Institute  for  Public  Policy  Research,  1978). 

23.  Social  Security  Amendments  of  1977,  Pub.  L.  95-216,  sec.  201(a). 
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The  new  formula  is  largely  a  response  to  the  need  for  decou- 
pling. Benefits  are  now  based  on  average  indexed  monthly  earn- 
ings. To  be  indexed,  each  prior  year's  taxable  wage  is  multiplied 
by  the  ratio  of  the  average  covered  wages  of  all  workers  for  "the 
year"  (two  years  before  the  worker  reached  age  62)  to  the  average 
covered  wages  of  all  workers  in  the  year  being  indexed.  For  ex- 
ample, if  the  average  covered  wages  were  $6,000  in  1960  and 
$18,000  two  years  before  the  retiring  worker  reached  age  62,  and 
if  he  had  covered  wages  of  $5,000  in  1960  (the  year  being  indexed), 
the  $5,000  would  be  increased  to  $15,000  for  purposes  of  calculating 
the  average  indexed  monthly  earnings.  Thus,  as  wages  rise  each 
year,  the  average  indexed  monthly  earnings  for  each  past  year  will 
also  rise.  (This  increases  future  benefits  but  does  not  increase  the 
amount  contributed.) 

In  addition,  as  covered  wages  rise,  the  amounts  in  the  three 
strata  will  also  increase.  For  example,  if  covered  wages  increase 
10  percent,  the  three  strata  for  the  following  year  would  be  in- 
creased by  10  percent.  This  was  done  so  that  persons  would  not 
be  pushed  into  higher  strata,  where  the  benefit  percentages  are 
lower. 

Thus,  the  strata  can  change  annually  for  current  workers  while 
the  benefit  percentages  remain  unchanged.  The  average  indexed 
monthly  earnings  for  retired  workers  will  already  have  been  de- 
termined and  will  not  change,  but  their  benefit  percentages  will 
increase,  as  under  the  1972  amendments,  in  response  to  increases 
in  the  CPI.  The  separate  treatment  of  current  workers  and  retired 
workers  resulted  from  the  elimination  of  the  double  indexing  error 
in  the  1972  amendments. 

In  addition  to  these  changes,  the  maximum  taxable  wage  is 
scheduled  to  increase  from  $17,700  in  1978  to  $29,700  in  1981. 
Also,  the  combined  employer  and  employee  rate  is  scheduled  to 
increase  from  12.1  percent  in  1978  to  13.3  percent  in  1981.  The 
combined  maximum  tax  payment  will  increase  from  $2,142  to 
$3,950.  This  is  an  84.4  percent  increase  in  the  maximum  tax  pay- 
ment in  this  three-year  period. 

The  large  increase  in  taxable  wage  base  means  increases  in 
future  benefits,  which  probably  will  result  in  less  private  savings. 
The  increased  benefits,  when  combined  with  the  expected  de- 
creases in  the  worker-to-retiree  ratio,  will  also  cause  the  system 
to  operate  in  a  deficit  position  at  the  turn  of  the  century;  but  this 
increase  in  tax  revenue  was  expected  to  keep  the  system  solvent 
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until  then.  Unfortunately,  with  higher- than-anticipated  inflation 
and  unemployment,  the  social  security  retirement  system  appar- 
ently needs  another  $25  billion  between  1980  and  1984. 24  Thus, 
this  huge  tax  increase  will  not  get  the  system  through  1984,  let 
alone  through  the  turn  of  the  century. 

Changing  Birth  Rates  and  Unemployment 

Even  with  the  enacted  form  of  decoupling,  there  are  still  long- 
run  problems  in  funding  of  social  security  benefits  due  to  changing 
demographics.  This  is  based  on  assumptions  of  continued  low  birth 
rates,  which  will  not  be  completely  offset  by  such  other  factors  as 
more  women  entering  the  work  force,  increased  numbers  of  im- 
migrants, later  retirements,  and  so  forth.  Regardless  of  the  relative 
size  of  the  birth  rates  in  different  decades,  it  is  unjust  to  force  one 
generation,  because  they  happen  to  have  been  born  in  a  period 
of  declining  birth  rates,  to  pay  more  for  their  ultimate  retirement 
than  preceding  or  succeeding  generations.  If  our  primary  recom- 
mendation were  adopted  and  benefits  were  based  actuarially  on 
contributions,  this  would  not  present  a  problem.  If  such  an  actuarial 
relationship  is  not  established,  however,  we  recommend  that  any 
time  the  ratio  of  employed-to-retired  falls  below  a  fixed  level — 
perhaps  three  workers  for  each  retired  person — general  fund  rev- 
enues should  be  used  to  make  up  the  shortfall. 

Unearned  benefits,  inflation,  changing  birth  rates,  and  un- 
employment have  been  principal  causes  of  the  gloomy  predictions 
for  social  security.  Therefore,  we  also  recommend  use  of  general 
revenues  to  replace  the  FICA  taxes  (less  reduced  benefits)  lost  due 
to  excessive  unemployment.  High  unemployment  levels  provide 
no  justification  for  increases  in  payroll  taxes;  it  seems  only  fair  that 
under  the  current  system  the  loss  of  social  security  funds  due  to 
excessive  unemployment,  say  something  above  5  percent  to  6  per- 
cent, be  made  up  out  of  general  revenue. 

The  short-term  problem  is  caused  by  combined  inflation  and  un- 
employment. Since  social  security  benefits  are,  by  law,  tied  to  the 
Consumer  Price  Index,  the  relatively  high  rates  of  inflation  of  the 
past  two  years  have  caused  higher  expenditures  for  social  security 
benefits  than  can  be  supported  by  the  present  tax  structure,  while 


24.  B.N.  A.  Daily  Report  for  Executives  (January  21,  1980),  p.  LL-1. 
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the  high  levels  of  unemployment  have  meant  less  income  to  the  trust 
funds  through  the  payroll  tax.25 

Potential  Impact  on  Employment 

It  has  long  been  assumed  that  only  individuals  pay  taxes.  In 
other  words,  all  corporate  taxes  are  ultimately  borne  by  individual 
investors,  suppliers,  consumers,  or  workers.  There  is  no  reason  to 
believe  that  the  employer  portion  of  the  social  security  tax  is  dif- 
ferent. When  a  corporation  incurs  this  cost,  it  is  passed  on  to 
someone.  Both  the  employee's  gross  wages  (which  include  the 
employees'  share  of  the  FICA  tax)  and  the  employer's  share  of 
FICA  are  included  in  the  employer's  cost  of  doing  business.  Both 
are  included  in  the  total  labor  cost  and,  if  the  employer  is  a  taxable 
entity,  are  deductible  for  federal  income  tax  purposes.  Thus,  if  the 
employer  is  a  taxable  entity,  a  portion  of  any  FICA  tax  increase 
may  be  passed  on  to  the  government  through  the  tax  deduction, 
but  the  remainder  must  be  recovered  from  customers  through 

;  price  increases  or  compensated  for  by  reduced  payments  to  other 
parties,  such  as  the  stockholders,  suppliers,  or  workers  themselves. 

I  If  the  employer  is  a  nonprofit  entity,  the  entire  FICA  tax  must  be 
passed  on,  or  levels  of  operation  must  be  reduced. 

This  increased  cost  of  labor  may  normally  result  in  higher  wage 
demands  and  prices,  as  well  as  increased  unemployment.  In  our 
current  economic  situation,  the  government  should  avoid  any  ad- 
ditional FICA  tax  that  would  tend  to  spur  both  unemployment  and 

;  inflation.  In  fact,  a  reduction  in  such  a  tax  in  stagflation  periods 
would  be  highly  desirable. 

Where  business  sets  prices  by  a  fixed  percentage  mark-up  over  costs, 
a  rise  in  payroll  taxes  will  raise  the  prices  of  goods  and  services  in 
the  short  run  because  employers  will  view  such  tax  increases  as 
increases  in  their  labor  costs.  Increases  in  payroll  taxes  may,  there- 
fore, contribute  to  inflation.  In  addition,  since  the  rise  in  prices 
reduces  consumer  real  income,  total  consumer  demand  will  decline 
in  real  terms  and  this  will  reduce  production  and  employment.  There- 
fore, rising  payroll  taxes  may  be  one  source  of  stagflation,  as  the 
simultaneous  presence  of  inflation  and  high  unemployment  has  come 
to  be  called. 


25.  "Briefing  Notes  for  James  B.  Cardwell,"  p.  2.  This  statement  was  made  in 
1976,  before  even  more  severe  increases  in  inflation  and  unemployment  hit  the 
system;  thus,  it  is  even  more  true  in  1980. 
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Computer  simulation  studies  conducted  by  the  staff  compared 
the  effect  of  a  rise  in  employer  payroll  taxes  with  an  equal  increase 
in  the  personal  income  tax.  The  simulations  showed  that  the  payroll 
tax,  if  shifted  forward,  reduced  employment  by  twice  as  much  as  an 
equivalent  increase  in  the  personal  income  tax.  Moreover,  the  payroll 
tax  increase  raises  the  rate  of  inflation  in  the  short  run,  whereas  the 
income  tax  increase  tends  to  lower  it.26 


In  the  manufacturing  sector,  there  is  necessarily  a  balance 
between  the  cost  of  equipment  and  the  cost  of  labor.  While  it  is 
absolutely  necessary  to  have  capital  to  employ  labor  in  our  econ- 
omy, it  is  possible  to  replace  labor  with  equipment.  This  substi- 
tution of  one  for  the  other  should  be  made  whenever  the  after-tax 
cost  of  one  is  lower  than  that  of  the  other. 

There  are  other  areas  in  our  economy,  however,  that  are  highly 
labor  intensive,  where  substitution  of  equipment  is  not  really  fea- 
sible; examples  include  professional  firms  of  attorneys  and  CPAs 
and  also  nonprofit  organizations,  such  as  state  and  local  govern- 
mental units,  hospitals,  and  universities.  The  last  group,  univer- 
sities, has  had  great  difficulty  in  coping  with  inflation,  and  as  a 
consequence,  their  employees'  real  wages  have  been  decreasing. 
In  addition,  for  any  increase  in  the  FICA  tax  there  must  be  an 
equal  increase  in  revenues  just  to  break  even,  since  there  is  no 
income  tax  benefit  from  a  deduction  of  the  employer's  half  of  the 
FICA  tax  or  from  the  expected  increases  in  employee  wages.  Thus, 
any  increase  in  social  security  taxes  to  meet  rising  welfare  costs 
within  the  social  security  system  is  extremely  detrimental  to  the 
entire  covered  nonprofit  sector  of  our  economy.  It  should  also  be 
noted  that  the  use  of  an  income  tax  credit  to  reduce  employers' 
social  security  costs  (one  of  the  Carter  administration  proposals) 
does  nothing  for  the  nonprofit  sector  unless  it  is  a  totally  refundable 
credit. 

As  stated  before,  welfare  obligations  should  not  be  financed 
with  a  regressive  payroll  tax;  welfare  is  an  obligation  for  general 
revenue  sources.  While  we  should  not  put  general  revenues  into 
the  social  security  system,  we  should  likewise  not  put  general  fund 
obligations  into  that  system.  But  this  is  exactly  what  we  are  doing — 
paying  for  welfare  with  a  regressive  tax  on  labor — and  its  impli- 


26.  U.S.,  Congress,  Senate,  Committee  on  the  Budget,  Economic  Recovery  and 
Financing  of  Social  Insurance,  committee  print  (Washington,  D.C.:  U.S.  Gov- 
ernment Printing  Office,  1977),  pp.  5-6. 
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cations  for  the  well-being  of  most  of  our  not-for-profit  institutions, 
state  and  local  governments,  and,  generally,  labor-intensive  in- 
dustries may  be  very  serious. 

The  Use  of  General  Revenues  in  the  Social  Security 
Retirement  System 

If  the  system  we  have  outlined  had  always  been  in  existence, 
it  would  seldom  need  any  assistance  from  the  general  revenue 
fund;  there  would  exist  a  significant  fund  from  which  to  pay  re- 
tirement obligations.  The  system  should  be  self-supporting  except 
when  certain  extraneous  factors  affect  either  benefits  or  financing. 

1.  Because  these  funds  are  loaned  to  general  revenue  and  because 
of  the  pay-as-we-go  system  of  intergenerational  transfers,  the 
payroll  tax  fund  could  become  insufficient  whenever  a  high 
level  of  unemployment  exists  for  an  extended  period  of  time. 
In  this  case,  it  is  recommended  that  general  fund  revenues  be 
used  to  supplement  or,  in  other  words,  to  make  up  the  shortfall 
in  current  payroll  tax  revenue.  In  fact,  this  could  be  viewed 
not  as  tapping  general  revenues  but,  instead,  as  the  general 
fund  repayment  of  borrowed  payroll  tax  revenues  if  the  ben- 
eficiaries' payments  were  based  on  their  contributions. 

2.  Again,  due  to  the  intergenerational  transfer  system,  demo- 
graphic changes  can  cause  a  shortfall  in  current  payroll  tax 
revenues.  Thus,  it  is  recommended  that  if  the  ratio  of  workers 
to  retired  persons  falls  below  a  fixed  point,  for  example  three- 
to-one,  that  the  shortfall  in  payroll  tax  revenue  be  made  up 
from  general  revenues. 

3.  Our  recommendations  would  require  the  general  fund  to  reim- 
burse the  payroll  retirement  fund  for  the  real  rate  of  return 
plus  the  inflation  factor.  Since  price-level-adjusted  total  con- 
tributions require  an  inflation  adjustment  plus  a  real  rate  of 
return,  this  amount  should  be  charged  to  the  general  fund  for 

I  its  use  of  these  funds  even  when  the  Treasury  could  borrow 
at  a  lesser  rate.  The  appendix  contains  some  examples  of  our 
suggested  computation  of  the  price-level-adjusted  total 
contribution. 

Any  major  reform  of  the  social  security  system  should  include 
a  re-examination  of  at  least  two  other  characteristics  of  the  present 
arrangement.  From  the  very  inception  of  social  security,  contri- 
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butions  have  been  extracted  only  from  earned  income.  This  was 
justified  on  the  assumption  that  investment  income  would  continue 
after  retirement.  This  justification  has  limited  validity.  One  of  the 
fundamental  concepts  of  social  security  has  been  a  forced  savings 
program  under  which  individuals  are  expected  to  provide  at  least 
a  basic  floor  of  protection  for  themselves.  This  would  be  better 
fulfilled  if  all  income  contributed  to  such  "forced  savings."  Thus, 
if  society  determines  that  a  certain  floor  of  retirement  income, 
disability  protection,  survivorship  benefits,  and  health  care  is  es- 
sential for  every  individual,  persons  with  only  investment  income, 
as  well  as  workers,  should  provide  that  floor  of  protection  for  them- 
selves. Also,  wage  earners  with  some  investment  income  might  be 
expected  to  save  part  of  their  total  income.  To  the  extent  that 
investment  income  does  continue  through  periods  of  disability  or 
into  retirement,  it  would  simply  supplement  the  basic  floor  of 
protection. 

Another  characteristic  of  the  present  system,  the  benefit  re- 
ductions due  to  income  earned  after  retirement,  has  been  subjected 
to  vigorous  criticism  within  Congress  and  elsewhere.  Many  people 
consider  it  strange  and  highly  inequitable  that  retirees  who  desire 
to  supplement  their  social  security  pensions  with  part-time  em- 
ployment find  those  pensions  reduced  or  eliminated  when  em- 
ployment income  reaches  a  fairly  modest  level.  For  this  earned 
income  to  reduce  retirement  benefits  and  still  be  subject  to  double 
taxation  (FICA  and  income  tax)  does  seem  to  constitute  a  gross 
inequity.  An  editorial  in  one  of  the  nation's  largest  newspapers 
labeled  this  the  "most  serious  inequity  of  social  security"  and  sum- 
marized the  widely  held  popular  notion  of  social  security  as  follows: 


Americans  perceive  social  security,  for  which  large  sums  are  extracted 
from  their  paychecks,  as  the  nation's  primary  pension  plan.  They  see 
it  as  something  they  have  earned,  not  as  charity.  They  feel  that  their 
earnings  after  retirement  should  not  impair  their  vested  interest  in 
that  pension  plan. 

If  our  primary  recommendation  were  adopted  and  benefits 
were  truly  based  on  contributions,  the  notion  expressed  above 
would  be  accurate,  and  there  should  be  no  earnings  offset  against 
those  benefits.  This  is  another  problem  of  social  security  that  is 
compounded  by  the  fact  that  substantial  welfare  has  been  incor- 
porated into  the  social  security  retirement  system.  Under  our  pres- 
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ent  arrangement,  which  combines  earned  benefits  with  welfare, 
it  is  unfair  to  reduce  the  earned  benefits  at  any  level  of  income 
and  unfair  to  continue  the  welfare  benefits  for  those  with  substantial 
incomes  from  any  source — earnings  or  investments. 

Even  with  today's  mixed  bag,  it  would  be  possible  at  the  time 
each  individual  reaches  social  security  retirement  age  to  compute 
the  price-level-adjusted  total  contributions  by  and  for  that  indi- 
vidual. Also,  the  pension  justified  by  that  total  contribution  figure 
could  be  calculated.  Earnings  after  retirement  should  never  reduce 
this  earned  retirement  income.  However,  social  security  benefits 
above  this  amount  (really  welfare)  should  be  offset  by  both  earnings 
and  investment  income. 
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APPENDIX 

Price-Level-Adjusted  Total  Contributions 

The  following  examples  show  the  computation  of  the  total  contri- 
butions from  which  to  calculate  monthly  retirement  benefits  for  any  given 
individual  under  various  lengths  of  working  lifetimes  and  various  inflation 
rates.  In  each  case,  it  is  assumed  that  both  the  employee  and  the  employer 
contribute  $700  annually  to  the  system  and  that  these  amounts  earn  a 

Example  1 


Years  of  work 

10 

20 

30 

40 

Inflation  rate 
Real  rate  of  return 

-0- 

3% 

-0- 

3% 

-0- 

3% 

-0- 

3% 

Total 

3% 

3% 

3% 

3% 

Future  value  of  annuity 

of  $1  at  3% 
Annual  employee 

retirement 

contribution 

$11.46388 
700 

$26.87037 
700 

$47.57542 
700 

$75.40126 
700 

Equal  amount  for 
employer's 
contribution 

$ 

8,025 
8,025 

$ 

18,809 
18,809 

$  33,303 
33,303 

$  52,781 
52,781 

Base  from  which  to 
calculate  retirement 
benefits  (price-level- 
adjusted  total 
contributions) 

$ 

16,050 

$ 

37,618 

$  66,606 

$  105,562 

Example  2 

Years  of  work 

10 

20 

30 

40 

Inflation  rate 
Real  rate  of  return 

7% 
3 

7% 
3 

7% 
3 

7% 
3 

Total 

10% 

10% 

10% 

10% 

Future  value  of  an 

annuity  of  $1  at  10% 
Combined  annual 

employee/employer 

retirement 

contribution 

$15.93742 
1,400 

$57.27500 
1,400 

$164.4940 
1,400 

$442.5926 
1,400 

Base  from  which  to 
calculate  retirement  * 
benefits 

$ 

22,312 

$ 

80,185 

$  230,292 

$  619,630 
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real  rate  of  return  of  3  percent.  These  examples  are  intentionally  over- 
simplified in  that  they  are  based  on  a  constant  annual  contribution  and 
on  uniform  rates  of  inflation. 

Because  it  is  progressively  more  difficult  to  retain  a  real  rate  of  return 
as  inflation  increases,  we  recommend  a  one-tenth  reduction  in  the  real 
rate  of  return  (.3  percent)  for  every  full  percentage  point  of  inflation  up 
to  10  percent.  Thus,  with  inflation  rates  at  10  percent  or  above,  there 
would  be  a  zero  real  rate  of  return.  Reworking  example  2  under  this 
assumption  produces  the  following  results. 


Years  of  work   10   20   30   40 

Inflation  rate  7.0%  7.0%  7.0%  7.0% 

Real  rate  of  return  3.0  3.0  3.0  3.0 
Adjustment  to  real  rate 

ofreturn  -2.1  -2.1  -2.1  -2.1 


Total  7.9%  7.9% 


Rounded  to  8.0%  8.0%  8.0%  8.0% 

Future  value  of  an 

annuity  of  $1  at  8%         $14.48656      $45.76196      $113.2832  $259.0565 
Combined  annual 
employee/employer 
retirement 

contribution  1,400  1,400  1,400  1,400 

Base  from  which  to 
calculate  retirement 

benefits  $    20,281      $    64,067      $  158,596      $  362,679 


34 


542 


Mr.  Pickle.  Thank  you.  You  are  recognized,  Mr.  Wheeler. 

Mr.  Wheeler.  Thank  you.  I  just  summarized  for  both  of  us, 
Congressman  Pickle.  In  order  to  save  time  we  tried  to  present  our 
position  in  one  5-minute  period  instead  of  two. 

Mr.  Pickle.  First  let  me  say  both  of  you  gentlemen  are  from  the 
University  of  Michigan. 

Mr.  Wheeler.  Yes. 

Mr.  Skadden.  That  is  correct. 

Mr.  Pickle.  Prof.  Wilbur  Cohen  at  the  University  of  Texas,  as  I 
recall,  came  from  the  University  of  Michigan.  Is  that  correct? 

Mr.  Wheeler.  That  is  correct.  He  was  dean  of  the  School  of 
Education. 

Mr.  Pickle.  Are  your  recommendations  similar  to  those  espoused 
by  Mr.  Cohen? 

Mr.  Wheeler.  Quite  different. 
Mr.  Pickle.  Quite  different? 
Mr.  Wheeler.  Yes,  sir. 

Mr.  Pickle.  I  will  make  a  copy  of  your  testimony  available  to  Mr. 
Cohen.  I  observe  that  they  are  a  little  different,  but  he  is  very 
knowledgeable. 

Mr.  Wheeler.  He  has  experience  with  the  system. 

Mr.  Pickle.  He  is  an  expert  in  the  country.  I  am  glad  to  have 
your  statement. 

Let  me  ask  you,  Mr.  Skadden,  when  you  say  that  you  want  to  be 
sure  that  the  benefits  that  have  been  paid  for  by  each  individual, 
you  want  to  be  certain  that  they  get  back  in  ratio  to  what  they 
have  actually  contributed,  are  you  recommending  a  straight  insur- 
ance program  or  are  you  primarily  aiming  at  the  minimum  benefit 
problem? 

Mr.  Skadden.  We  are  recommending  that  social  security  be 
much  more  similar  to  a  straight  insurance  program  than  it  is 
today.  It  would  still  differ  by  the  absence  of  any  funding  require- 
ment. It  would  still  differ  from  most  commercial  insurance  policies 
by  the  adjustment  for  inflation  and,  in  addition,  the  real  rate  of 
return,  but  the  contributions  and  payout  direct  link,  tieup,  would 
be  similar  and  would  be  actuarial  as  insurance  plans  are. 

We  think  the  system  needs  a  built-in,  unavoidable  discipline  that 
relates  the  contributions  and  the  benefits. 

Mr.  Pickle.  And  if  you  had  a  minimum  benefit  based  on  what 
they  have  actually  contributed,  this  might  be  indirectly  an  encour- 
agement for  universal  coverage? 

Mr.  Skadden.  We  think  it  would  be  a  very  definite  encourage- 
ment for  universal  coverage  because  of  the  inflation  adjustment. 

Mr.  Pickle.  I  thank  you  very  much. 

Before  I  go  on,  there  is  one  other  thing.  You  have  recommended 
that  the  family  or  the  estate  of  the  deceased  without  any  surviving 
spouse  would  receive  a  lump  sum  distribution. 

Do  you  know  what  the  cost  of  that  approach  would  be? 

Mr.  Wheeler.  We  have  not  made  a  revenue  impact  of  that.  We 
recommended  that  on  equity  grounds  really.  When  you  stop  and 
think  about  it,  here  is  an  individual  who  has  paid  taxes,  say,  for  40 
years  of  his  working  life  who  dies  shortly  before  he  reaches  retire- 
ment age.  He  has  paid  income  taxes  on  those  FICA  taxes  at  the 
highest  marginal  income  tax  brackets  for  40  years,  and  then  upon 
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death  we  levy  the  equivalent  of  100-percent  tax  and  take  away  his 
benefits. 

Personally  I  am  not  even  sure  it  is  constitutional.  It  strikes  me 
as  just  being  wrong. 

Mr.  Pickle.  I  raise  that  question  not  for  purposes  of  arguing  or 
debating  it  

Mr.  Wheeler.  I  do  not  have  a  revenue  impact. 

Mr.  Pickle  [continuing].  But  to  inquire  about  the  cost  because 
there  is  inequity  to  it.  Of  course,  the  whole  principle  of  social 
security,  since  it  is  a  social  insurance  program,  is  that  some  put  in 
and  never  get  anything  and  others  put  in  very  little  and  get  a  lot, 
and  that  is  the  way  the  system  works. 

Mr.  Wheeler.  If  I  could  go  back  to  the  idea  of  the  revenue 
estimate,  we  could  provide  that.  We  do  have  the  Social  Security 
Administration's  model  for  computation  of  benefits  on  the  comput- 
er at  the  University  of  Michigan. 

I  think  we  are  probably  one  of  the  few  outside  of  the  Social 
Security  Administration  that  have  access  to  it,  and  we  do  have  the 
mortality  tables.  We  could  compute  a  revenue  estimate  of  that 
provision  for  you.  We  do  not  have  it  in  our  study. 

Mr.  Pickle.  Submit  that  for  us.  I  think  it  would  be  interesting  to 
have. 

Mr.  Wheeler.  We  will  do  that. 
Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  to  follow  up  along  similar  lines,  you 
say  you  are  not  touching  anything  but  retirement,  but  if  we  go 
toward  an  insurance  concept,  which  I  must  say  I  applaud  you  for 
because  I  personally  think  it  is  the  direction  we  have  got  to  take, 
what  would  you  do  about  survivorship  benefits,  for  which  no  premi- 
um is  paid  today  under  the  current  law? 

Mr.  Skadden.  We  would  think  that  each  facet  of  the  present 
total  social  security  system,  while  logically  administered  by  a 
single  agency,  should  be  financed  as  separate  programs,  and  the 
survivorship  benefits,  the  medicare  benefits  and  so  on,  are  essential 
and  should  be  financed  on  their  own,  and  we  would  suggest  that 
the  principles  of  tying  together  the  benefits  and  the  contributions 
in  those  programs  would  be  similar  to  the  retirement  program. 

We  have  just  not  included  those  in  our  study  to  date. 

Mr.  Archer.  What  I  am  getting  at  is  that  a  single  person  with  no 
anticipation  of  ever  having  any  survivors  is  paying  the  same  premi- 
um as  a  married  person  with  ten  children  today. 

Mr.  Skadden.  Yes. 

Mr.  Archer.  How  do  we  get  at  that? 

Mr.  Skadden.  The  actuarial  likelihood  of  the  single  individual's 
death  versus  the  head  of  a  family's  death  should  be  taken  into  the 
actuarial  computation  to  tie  the  contributions  and  the  benefits. 

I  think  most  commercial  plans  would  have  a  survivorship  factor 
in  them.  It  could  be  tied  together  as  part  of  the  tie-in  between 
,  contributions  and  benefits.  I  think  the  survivorship  should  contin- 
ue to  be  a  part  of  the  program  definitely. 

Mr.  Wheeler.  In  effect,  I  think  what  we  are  saying  is  that  a  part 
of  the  premium,  if  you  will,  should  be  set  aside  as  a  cost  of  survi- 
vorship, and  the  remaining  part  of  the  premium  for  retirement, 
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and  then  the  retirement  benefits  based  on  the  retirement 
premium. 

Mr.  Archer.  Let  me  take  a  situation  of  a  single  woman  who  is 
unable  to  have  children,  who  is  in  the  work  force,  and  is  paying 
into  the  program.  Would  you  still  have  her  pay  a  premium  for 
survivorship? 

Mr.  Wheeler.  No.  All  of  her  contributions  I  think  should  go 
toward  her  retirement  package. 

In  other  words,  those  people  who  have  the  opportunity  to  receive 
the  benefits  of  survivorship  ought  to  be  the  ones  paying  for  it. 

Mr.  Archer.  Thank  you  very  much. 

Mr.  Skadden.  Another  feature  of  our  recommendation,  however, 
is  important  there  and  that  is  that  the  contributions  would  come 
back  to  the  estate  at  death,  so  even  if  a  person  had  paid  in  a 
survivorship  factor  that  was  not  necessary,  that  would  still  come 
back. 

It  is  not  lost  to  the  estate. 

Mr.  Pickle.  Are  there  any  other  questions  by  other  members? 
We  thank  both  of  you  gentlemen. 

Mr.  Bailey.  As  a  University  of  Michigan  graduate,  there  is  an 
idiomatic  expression  that  relates  to  a  private  humor  between  two 
people  called  an  inside  joke,  and  I  don't  know  how  to  describe  the 
counterpart,  but  "Go  Blue." 

Mr.  Skadden.  Thank  you.  We  won  last  night  as  a  matter  of  fact. 

Mr.  Pickle.  I  thank  both  of  you  gentlemen  very  much. 

Mr.  Pickle.  Now  we  will  have  a  panel  consisting  of  Phyllis 
Schlafly,  Elaine  Donnelly,  Georgianna  McGuire,  Onalee  McGraw, 
Connaught  Marshner,  Judith  Finn,  Phyllis  Graham,  and  Therese 
Todd. 

If  they  will  come  forward  and  take  any  seat  at  the  witness  table 
and  we  will  just  proceed  in  the  order  of  the  names  on  my  list  here. 
Do  you  all  have  seats? 

Let's  identify  each  one  of  the  panelists. 

Phyllis  Schlafly,  president  of  the  Eagle  Forum;  Elaine  Donnelly, 
Livonia,  Mich.;  Onalee  McGraw,  Ph.  D.,  education  consultant,  Heri- 
tage Foundation. 

Ms.  McGraw.  Representing  myself,  sir. 

Mr.  Pickle.  Connaught  Marshner,  representing  the  Free  Con- 
gress Research  and  Education  Foundation. 

Mrs.  Marshner.  No,  sir;  this  morning  I  am  representing  the 
National  Pro-Family  Coalition. 

Mr.  Pickle.  Therese  Todd,  do  you  represent  the  Pro-Family  also? 

Mrs.  Todd.  Pro-Family  Lobby  of  Minnesota. 

Mr.  Pickle.  Judith  Finn  from  Oak  Ridge,  Tenn. 

Phyllis  Graham  did  not  show. 

We  have  all  persons  identified  here.  We  are  very  happy  to  have 
you  here.  We  will  be  glad  to  receive  your  testimony. 

We  will  start  with  Mrs.  Schlafly.  Do  you  have  a  written  state- 
ment? I  see  you  do.  Do  you  all  have  written  statements  for  the 
committee? 

That  is  fine.  Then  each  one  of  you  may  proceed.  To  all  of  you  I 
will  say  that  we  will  include  all  of  your  statements  in  the  record; 
that  is,  the  main  statement,  prepared  statement,  but  not  necessar- 
ily all  of  the  attachments  to  the  statement. 
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We  will  start  off  by  recognizing  now  Mrs.  Schlafly. 

STATEMENT  OF  PHYLLIS  SCHLAFLY,  PRESIDENT,  EAGLE 

FORUM 

Mrs.  Schlafly.  Thank  you,  Mr.  Chairman.  Thank  you  for  saying 
you  will  put  my  entire  statement  in  the  record,  and  I  will  summa- 
rize it  in  the  interests  of  time. 

I  am  a  wife  and  mother  of  six  children  and  the  volunteer  nation- 
al president  of  Eagle  Forum,  a  national  profamily  organization. 

I  live  in  Alton,  111.  I  am  here  to  speak  in  favor  of  the  social 
security  benefits  paid  to  dependent  wives  and  widows.  These  bene- 
fits are  the  way  our  society  honors  the  homemaking  child-caring 
contribution  of  the  dependent  wife  and  mother. 

These  benefits  have  been  part  of  the  social  security  system  for 
more  than  40  years,  but  are  now  under  attack  from  the  so-called 
feminist  movement  and  from  witnesses  before  this  subcommittee 
this  year. 

Last  month  Rita  Ricardo  Campbell  of  the  Hoover  Institution 
testified:  "I  again  recommend  that  over  a  30-year  period  there  be  a 
phaseout  of  the  retired  spouse's  secondary  benefit  and  a  phaseout 
of  the  surviving  spouse's  secondary  benefit." 

To  substitute  for  this  radical  liquidation  of  the  dependent  wife's 
lifetime  coverage,  Mrs.  Campbell  tosses  mothers  a  crumb  from  the 
table.  For  each  of  the  first  two  children  born  to  a  woman,  there  be 
given  2  or  3  years  of  earnings  credit  toward  a  social  security 
benefit. 

Mrs.  Campbell  admits,  that  by  the  years  2000  to  2010,  women 
who  have  relatively  large  families — she  means  more  than  two  chil- 
dren— would  be  totally  without  social  security  benefits. 

Mrs.  Campbells'  plan  would  to  give  no  credit  at  all  for  caring  for 
children  over  the  age  of  2  or  3  years,  and  no  credit  at  all  from  date 
of  birth  for  caring  for  all  children  after  the  second  child  in  a 
family. 

This  insensitive  attitude  toward  motherhood  is  really  incredible 
to  read  in  the  transcript  of  her  testimony. 

Mrs.  Campbell  is  quite  frank  in  her  objective,  she  rejoices  in  the 
increase  in  the  number  of  women  in  the  paid  labor  force,  and  she 
wants  to  induce  the  rest  of  women  to  move  into  the  labor  force  as 
rapidly  as  possible. 

In  a  previously  published  article  she  wrote: 

The  current  system  discourages  women  from  working  outside  the  home.  It  may  be 
in  the  area  of  inducing  a  higher  labor  force  participation  rate  by  women  that  long- 
term  solutions  may  be  successfully  sought. 

The  social,  economic,  financial  and  political  implications  of  Mrs. 
Campbell's  revolutionary  proposal  are  vast.  Her  argument  assumes 
that  society  has  no  interest  in  how  much  time  a  mother  spends 
caring  for  her  babies,  or  if  indeed  she  spends  any  time  at  all,  and 
she  assumes  that  children  no  longer  need  a  mother's  care  after  the 
age  of  2  or  3. 

Those  pushing  the  elimination  of  the  wife's  benefit  in  social 
security  are  trying  to  make  the  dependent  wife  obsolete  in  our 
society,  but  babies  in  the  1980's  are  no  different  from  babies  in  the 
1930's,  and  they  won't  be  any  different  in  the  year  2000.  They  need 
a  mother's  care  just  as  much. 
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When  a  wife  and  mother  spends  her  time  in  the  home,  rearing 
children  who  are  moral,  law-abiding,  industrious,  educated,  emo- 
tionally well  adjusted,  and  capable  of  forming  strong  families  of 
their  own,  she  makes  the  greatest  of  all  career  contributions  to  a 
healthy  society  and  to  the  future  of  our  Nation. 

Public  policy  should  encourage  mothers  to  care  for  their  own 
children. 

In  addition,  dependent  wives  are  the  greatest  financial  asset  the 
social  security  system  has.  This  is  because  social  security  is  a  pay- 
as-we-go  system.  Today's  benefits  are  paid  from  today's  taxes.  To- 
morrow's benefits  will  be  paid  from  taxes  on  tomorrow's  crop  of 
young  workers. 

By  bearing  and  nurturing  six  children  who  have  grown  into 
educated  and  well-adjusted  citizens  who  will  pay  decades  upon 
decades  of  taxes  into  the  social  security  system,  I  have  done  vastly 
more  for  the  social  security  system  than  any  worker  who  pays 
taxes  into  the  system  all  his  or  her  life. 

Economists  generally  agree  that,  when  women  enter  the  labor 
force,  they  have  fewer  children  than  they  otherwise  would  have. 
The  American  birthrate  is  already  below  maintenance  level,  and  if 
it  drops  much  lower  there  will  be  no  financial  future  for  the  social 
security  system  because  there  will  not  be  enough  young  workers  to 
pay  the  costs. 

Economists  also  agree  that  the  elimination  of  the  wife's  benefit 
would  cause  an  increase  in  the  number  of  wives  seeking  employ- 
ment. 

From  1960  to  1977,  the  number  of  women  in  the  labor  force 
increased  8.7  million  and  the  number  of  persons  unemployed  in-  i 
creased  3  million.  The  costs  of  dealing  with  the  unemployment 
problem  have  contributed  mightily  to  inflation  which  in  turn  in- 
duces more  wives  to  enter  the  labor  force. 

It  should  be  remembered  that  social  security  treats  female  work- 
ers exactly  like  male  workers;  because  of  Supreme  Court  decisions 
and  statutory  changes,  there  is  no  sex  discrimination  against 
women  in  social  security. 

Actually  the  female  worker  gets  more  for  her  tax  dollars  than 
the  male  worker  because  she  lives  longer. 

Since  the  start  of  the  social  security  system,  no  class  of  beneficia- 
ries has  ever  been  legislated  out  of  the  system.  To  eliminate  the 
wife's  benefits  now  would  cause  a  massive  loss  of  confidence  not 
only  in  social  security,  but  in  our  Government  itself.  It  would  be 
political  suicide  for  any  politician  who  espoused  this  antifamily 
idea. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 

?  li 

Statement  of  Phyllis  Schlafly,  President,  Eagle  Forum 

'  01 

My  name  is  Phyllis  Schlafly,  a  wife  and  mother  of  six  children,  and  the  volunteer 
national  president  of  Eagle  Forum,  a  national  pro-family  organization.  I  live  in  i  a 
Alton,  Illinois. 

My  testimony  speaks  in  support  of  the  Social  Security  benefits  paid  to  dependent 
wives  and  widows.  Such  benefits  have  been  part  of  the  Social  Security  system  for 
more  than  40  years,  but  are  now  under  attack  from  the  so-called  feminist  movement 
and  by  previous  witnesses  before  this  Subcommittee  in  1981. 

Dependent  wives  as  a  class  are  the  greatest  financial  asset  the  Social  Security 
system  has.  Since  Social  Security  is  a  pay-as-we-go  system  (i.e.,  today's  benefits  are 
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paid  from  today's  taxes;  tomorrow's  benefits  will  be  paid  from  tomorrow's  taxes),  the 
Social  Security  retirement  benefits  which  will  be  received  by  today's  workers  are 
wholly  dependent  on  tomorrow's  crop  of  young  workers  paying  into  the  system. 

The  paramount  reason  for  the  future  financial  problems  facing  Social  Security  is 
the  dramatic  decline  in  the  American  birth  rate  over  the  last  few  years.  The  U.S. 
birth  rate  is  now  below  population  maintenance  level. 

By  bearing  and  nurturing  six  children,  who  have  grown  into  educated  and  well- 
adjusted  citizens  who  will  pay  decades  upon  decades  of  taxes  into  the  Social  Security 
system,  I  have  done  vastly  more  financially  for  the  Social  Security  system  than  any 
worker  who  pays  taxes  into  the  system  all  his  or  her  life.  In  the  normal  course  of 
events,  my  four  sons  can  be  expected  to  pay  taxes  into  the  Social  Security  system 
for  40  to  50  years  each,  and  my  two  daughters  for  10  to  20  years  each.  That  is  many 
times  the  financial  value  of  a  male  or  female  worker  who  pays  taxes  into  the  system 
all  his  or  her  life. 

In  addition  to  this  financial  contribution  to  the  Social  Security  system  made  by 
the  dependent  wife  and  mother,  the  benefits  to  society  from  her  career  lifestyle  are 
tremendous  and  real,  even  though  they  are  difficult  to  calculate  in  dollars.  When  a 
wife  and  mother  spends  her  time  in  the  home  rearing  children  who  are  moral,  law- 
abiding,  industrious,  educated,  emotionally  well-adjusted,  and  capable  of  forming 
strong  families  of  their  own,  she  makes  the  greatest  of  all  contributions  to  a  healthy 
society  and  to  the  future  of  our  nation. 

The  dependent  wife  and  mother — who  cares  for  her  own  children  in  her  own 
home — performs  the  most  socially  necessary  and  useful  role  in  our  society.  The 
future  of  America  depends  on  our  next  generation  being  morally,  psychologically, 
intellectually,  and  physically  strong. 

Our  public  and  tax  policy  should  encourage  strong  families  and  should  encourage 
mothers  to  care  for  their  own  children.  It  would  be  a  tragic  mistake  for  Congress 
ever  to  adopt  any  public  or  tax  policy  which  encourages  mothers  to  assign  child-care 
to  others  and  enter  the  labor  force.  Such  a  policy  would  clearly  be  anti-family  and 
against  the  best  interests  of  our  nation.  What  is  particularly  relevant  here  is  that 
such  a  policy  would  deal  a  fatal  blow  to  the  long/term  financial  integrity  of  our 
Social  Security  system  and  to  its  ability  to  serve  our  national  needs. 

For  more  than  40  years,  the  payment  of  Social  Security  benefits  to  dependent 
wives  and  widows  has  been  official  and  tangible  recognition  of  the  value  of  their 
lifestyle  to  their  families,  to  society,  and  to  the  financial  solvency  of  the  system.  The 
wife's  benefit  performs  exactly  the  same  necessary  function  as  it  did  in  the  1930s. 

But  now  a  few  aggressive  groups  of  women,  with  good  jobs  plus  the  ability  to 
speak  and  write,  have  ganged  up  to  ask  Congress  to  take  away  the  dependent  wife's 
and  widow's  benefits.  I  use  the  expression  "ganged  up"  because  that's  exactly  what 
it  is.  The  list  of  the  400  persons  who  gave  advice  to  the  Social  Security  Administra- 
tion in  connection  with  its  publication  of  the  1979  book  called  Social  Security  and 
the  Changing  Roles  of  Men  and  Women  included  most  radical  feminist  leaders  but 
not  a  single  dependent  wife. 

As  this  Subcommittee  knows,  the  Changing  Roles  report  proposed  three  alterna- 
tive plans  for  the  radical  restructuring  of  Social  Security,  all  of  which  would 
eliminate  the  dependent  wife's  benefit.  Under  Plans  A  and  B,  the  dependent  wife 
would  then  be  given  one-half  of  her  husband's  benefit — plus  a  lot  of  jargon  to 
deceive  her  into  believing  that  she  would  be  better  off  with  a  cut  of  about  $100  a 
I  month  in  retirement  benefits.  Under  Plan  C,  the  husband  of  the  dependent  wife 
i  would  be  forced  to  pay  double  Social  Security  taxes  (at  least  $1,000  per  year  in 
.  additional  taxes)  in  order  for  his  dependent  wife  to  receive  the  same  benefits  she 
gets  now. 

When  the  Changing  Roles  proposals  were  presented  to  the  public  in  hearings  all 
across  the  United  States  in  1979,  they  simply  didn't  sell.  The  public  reacted  with 

*  indignation  to  this  attempt  to  punish  the  dependent  wife  and  the  traditional  family. 
In  addition,  both  the  Quadrennial  Advisory  Council  on  Social  Security  and  the 
National  Commission  on  Social  Security  flatly  refused  to  recommend  Plan  A,  B,  C, 
or  any  plan  to  wipe  out  the  dependent  wife's  or  widow's  benefits.  Now  we  hear  that 

j  1981  witnesses  before  this  Subcommittee  have  recommended  wiping  out  the  depend- 
I  ent  wife's  and  widow's  benefits. 

Thus,  Rita  Ricardo  Campbell  urged  "a  phase-out  of  the  retired  spouse's  secondary 

*  benefit  .  .  .  [and]  a  phase-out  of  the  surviving  spouse's  secondary  benefit."  (Her 
1  terminology  is  synonomous  with  my  use  of  the  terms  "dependent  wife's  benefit"  and 
1  "widow's  benefit.")  When  we  analyze  Mrs.  Campbell's  testimony,  we  see  that  she 
i  gave  no  logical  arguments  at  all  for  her  radical  and  shocking  proposal. 

H  1.  Mrs.  Campbell  uses  "epithet  argument"  by  smearing  the  dependent  wife's 
'  benefit  as  part  of  the  "burden  of  the  welfare-type,  benefit  payments." 


548 

But  the  fact  is  that  the  dependent  wife's  benefit  is  not  a  welfare  payment  at  all, 
and  never  has  been.  The  dependent  wife's  benefit  represents  our  40-year  public 
policy  of  recognizing  the  value  to  society  and  to  Social  Security  of  the  wife/ mother 
in  the  home.  The  real  "welfare  benefits"  in  Social  Security  are  the  weighted 
benefits  paid  to  low-income  workers  who  do  not  pay  nearly  enough  taxes  to  justify 
the  retirement  benefits  they  receive;  but  Mrs.  Campbell  does  not  propose  to  elimi- 
nate the  weighted-benefit  formula. 

2.  Mrs.  Campbell  says  that  her  proposal  "recognizes  the  major  socioeconomic 
changes  of  the  last  30  year;  the  revolutionary  increase  in  the  number  of  women  in 
the  paid  labor  force." 

But  the  fact  that  millions  of  wives  have  entered  the  labor  force  is  no  argument  at 
all  for  taking  away  benefits  from  those  who  remain  in  the  home!  A  dependent  wife 
needs  her  benefit  today  for  exactly  the  same  reasons  that  the  dependent  wife's 
benefit  was  put  into  the  system  40  years  ago.  The  movement  of  so  many  wives  out 
of  the  home  into  the  labor  force  makes  it  more  important  than  ever  before  that 
public  policy  encourage  mothers  to  stay  in  their  homes  and  care  for  their  children. 

Looking  at  the  cost  of  paying  the  dependent  wife's  benefit,  Mrs.  Campbell's 
argument  cuts  against  her  conclusion,  and  not  for  it.  The  fact  that  millions  of 
women  have  moved  into  the  labor  force  means  that  the  dependent  wife's  benefits 
cost  less  and  less  with  each  passing  year.  If  it  is  true,  as  Mrs.  Campbell  alleges,  that 
by  the  year  2000  practially  all  women  will  be  in  the  labor  force  (which  I  do  not 
believe),  then  the  dependent  wife's  benefit  would  have  a  near-zero  cost  long  before 
the  end  of  Mrs.  Campbell's  proposed  "phase-out"  period. 

It  is  obvious  that  Mrs.  Campbell's  proposal  is  designed  to  provide  deliberate 
incentives  to  propel  all  women  into  the  paid  labor  force  as  soon  as  possible.  In  her 
previously  published  article  "The  Problems  of  Fairness,"  she  makes  this  clear:  "The 
current  system  .  .  .  discourages  women  from  working  outside  of  the  home  ...  It 
may  be  in  the  area  of  inducing  a  higher  labor  force  participation  rate  by  women 
.  .  .  that  long-run  solutions  may  be  successfully  sought."1 

3.  Mrs.  Campbell's  proposal  is  so  insensitive  toward  motherhood  that  the  tran- 
script of  her  testimony  is  almost  incredible  to  read.  After  urging  the  elimination  of 
the  wife's  and  widow's  benefits,  she  offers  a  miserly  crumb  to  the  dependent  wife — 
"two  or  three  years  of  earnings  credit"  for  "each  of  the  first  two  children  born  to  a 
woman."  That  means  no  credit  at  all  for  caring  for  children  over  the  age  of  two  or  1 
three  years,  and  no  credit  at  all  from  date  of  birth  for  caring  for  all  children  after 
the  second  child  in  a  family. 

On  the  following  page,  Mrs.  Campbell  admits  that  by  the  years  2000-2010,  under 
her  plan,  "women  who  have  relatively  large  families"  will  be  totally  without  Social  i 
Security  coverage.  It  is  obvious  that  she  would  define  "relatively  large"  as  more  1 
than  two  children. 

Her  argument  assumes  that  society  has  no  interest  in  how  much  time  a  mother 
spends  caring  for  her  babies,  or  if,  indeed,  she  spends  any  time  at  all.  This  is  an  \ 
unacceptable  assumption  for  American  policy. 

4.  Mrs.  Campbell  tries  to  make  her  proposal  palatable  by  setting  a  long  phase-out  I 
period:  30  years  for  the  wife's  benefit  and  50  years  for  the  widow's  benefit. 

However,  to  any  mother  who  cares  about  her  daughter's  future,  it  is  no  argument  1 
at  all  to  say,  "Don't  worry;  the  policy  won't  hurt  you — it  will  only  hurt  your 
daughter."  Mothers  want  their  daughters  to  have  at  least  as  many  opportunities  as  P 
we  had,  and  we  are  not  willing  to  accept  a  public  policy  which  denies  the  daughter's  & 
right  to  choose  the  career  of  fulltime  wife  and  mother. 

The  typical  feminist  complaint  against  the  wife's  benefit  is  that  "it  isn't  fair"  for  J 
a  dependent  wife  to  receive  as  large  a  Social  Security  benefit  as  the  working  * 
woman.  This  argument  depends  on  your  scale  of  values.  The  feminists  believe  that, 
by  definition,  the  dependent  wife  isn't  worth  much  because  she  isn't  paid  in  cash  S 
wages.  On  most  people's  scale  of  values,  however,  the  dependent  wife  is  worth  just  L 
as  much  as  the  working  wife.  If  she  nurtures  two  children  to  adulthood,  she  is  i 
worth  a  great  deal  more  to  Social  Security.  In  relation  to  the  long-term  financial  j 
integrity  of  Social  Security,  she  is  worth  much,  much  more  if  she  nurtures  more  [< 
than  two  well-adjusted  children  to  adulthood. 

The  feminists  have  no  legitimate  complaint  because,  in  fact,  female  workers  are 
treated  exactly  like  male  workers — which  is  what  the  feminists  have  been  asking 
for.  As  we  all  know,  because  of  Supreme  Court  decisions  and  statutory  changes, 
there  is  no  sex  discrimination  against  women  in  Social  Security.  Actually,  the  j 
female  worker  gets  more  for  her  tax  dollars  than  the  male  worker  because  she  lives 

longer,  i  „ 


1  Published  in  "The  Crisis  in  Social  Security:  Problems  and  Prospects,"  Michael  J.  Boskin, 
Ed.,  Institute  for  Contemporary  Studies,  San  Francisco,  1977,  p.  186. 
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It  is  in  the  best  long-term  interests  of  female  workers  as  well  as  male  workers  for 
public  policy  to  encourage  the  dependent  wife  to  care  for  her  own  children  rather 
than  to  induce  her  to  enter  the  labor  force.  Economists  generally  agree  that  (1) 
when  women  enter  the  labor  force,  they  have  fewer  children  than  they  otherwise 
would  have,  and  (2)  the  elimination  of  the  wife's  benefit  would  cause  an  increase  in 
the  number  of  wives  seeking  employment.  Therefore,  the  social  and  economic  costs 
of  artificially  inducing  more  millions  of  wives  into  the  labor  market  could  be 
tremendous. 

There  is  no  future  for  the  Social  Security  system  at  all  if  the  American  birth  rate 
drops  much  lower  than  it  is  now.  From  1960  to  1977,  the  number  of  women  in  the 
labor  force  increased  8.7  million  and  the  number  of  persons  unemployed  increased  3 
million.  The  costs  of  dealing  with  the  unemployment  problem  have  contributed 
mightily  to  inflation,  which  in  turn  induces  more  wives  to  enter  the  labor  force. 

To  eliminate  the  dependent  wife's  benefit  would  strike  a  mortal  blow  to  women's 
economic  ability  to  choose  a  traditional  family  lifestyle  because  it  would  impose 
such  financial  penalties  upon  it.  But  eliminating  the  dependent  wife's  benefit  would 
not  give  the  working  woman  any  increased  benefit.  Why,  then,  is  a  little  group  of 
highly  educated  working  women,  all  with  their  own  PIAs,  trying  so  hard  to  wipe  out 
the  dependent  wife  who  is  in  her  nursery  or  kitchen  and  may  not  have  the  skills  to 
defend  herself?  Motivation  is  a  difficult  question,  but  after  reading  the  literature  on 
the  subject,  I  conclude  there  are  two  reasons:  (1)  the  belief  that  it  is  a  social  good  to 
move  all  (or  most)  wives  and  mothers  into  the  labor  force  (and  assign  child-care  to 
"professionals,"  such  as  in  government  centers),  and  (2)  envy  that  the  Social  Secu- 
rity system  values  the  dependent  wife  as  much  as  the  working  woman. 

The  feminist  movement  is  trying  to  make  the  dependent  wife  obsolete.  But  she  is 
not  obsolete.  Babies  in  the  1980s  are  no  different  from  babies  in  the  1930s;  they  need 
mother-care  just  as  much.  We  should  applaud  and  encourage  the  wife  who  chooses 
to  give  her  children  fulltime  care.  That  decision  involves  significant  financial  sacri- 
fice since  families  with  dependent  wives  have  family  income  about  one-third  lower, 
on  the  average,  than  when  the  wife  is  in  the  labor  force. 

The  Social  Security  system  is  beautifully  and  wisely  designed  to  accommodate 
women's  different  careers  and  lifestyles.  The  dependent  wife's  benefit  serves  those 
in  the  1980s  who  make  homemaking  their  primary  career  just  as  it  served  wives  in 
the  1930s.  No  woman  is  forced  to  accept  the  dependent  wife  status  or  benefit. 

In  addition  to  the  social  and  economic  implications  of  this  issue,  the  political 
implications  should  also  be  mentioned.  Social  Security  affects  more  people  in  Amer- 
ica than  any  other  governmental,  religious,  social,  economic,  or  academic  institu- 
tion. At  the  grassroots  level,  no  single  issue  is  so  compelling.  It  is  difficult  to  think 
of  any  proposal  so  unpopular,  so  volatile,  or  so  politically  dangerous  to  any  Presi- 
dent or  Congressman  espousing  it,  as  a  proposal  to  eliminate  the  wife's  and  widow's 
benefits  in  Social  Security.  Since  the  start  of  Social  Security,  no  class  of  benefici- 
aries has  ever  been  legislated  out  of  the  system.  Even  a  serious  discussion  of  this 
feminist  proposal  by  this  Subcommittee  would  cause  a  loss  of  confidence  in  Social 
Security.  It  would  be  like  the  Ways  and  Means  Committee  discussing  whether  the 
U.S.  Government  should  close  the  banks  because  they  don't  have  enough  funds  to 
pay  their  depositors. 

The  proposal  to  eliminate  the  wife's  and  widow's  benefits  should  be  identified  as 
what  it  is:  a  radical  feminist  proposal  to  punish  the  woman  who  chooses  to  be  a 
dependent  wife  so  she  can  care  for  and  nurture  her  own  children;  an  anti-family 
proposal  which  would  put  such  financial  penalties  on  the  traditional  family  lifestyle 
that  it  would  tend  to  drive  it  out  of  existence;  a  financially  costly  proposal  which 
would  further  reduce  the  birth  rate  and  tend  to  bankrupt  Social  Security;  an 
economically  risky  proposal  which  would  increase  unemployment;  and  a  foolish 
proposal  which  would  result  in  high  social  costs  in  terms  of  neglected  and  institu- 
tionalized children. 

Mr.  Pickle.  Thank  you,  Mrs.  Schlafly.  You  always  give  a  very 
stimulating  and  very  learned  discussion  of  this  issue  and  we  appre- 
ciate your  views. 

Now,  we  will  have  Elaine  Donnelly  proceed. 

STATEMENT  OF  ELAINE  DONNELLY,  LIVONIA,  MICH. 

Mrs.  Donnelly.  Thank  you  for  the  opportunity  to  speak  on 
social  security.  I  will  summarize  my  statement. 

I  am  a  full-time  homemaker,  a  political  activist  who  has  opposed 
the  equal  rights  amendment  for  almost  9  years,  and  a  former 
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member  of  the  Women's  Policy  Advisory  Board  which  was  chaired 
by  Mary  Louise  Smith  during  the  Reagan /Bush  Presidential  cam- 
paign. 

Unlike  the  equal  rights  amendment,  which  I  consider  to  be  an 
issue  of  the  past,  the  proposed  changes  in  social  security  that  you 
are  considering  constitute  a  real  issue  of  the  future.  Social  security 
changes  made  today  will  affect  more  women  in  the  future  than  any 
other  women's  issue  being  publicly  debated  today. 

This  Congress  is  being  asked  to  make  radical  changes  in  the 
system  which  reflect  an  allegedly  new  set  of  values  and  objectives. 
Since  so  much  is  at  stake  here,  it  is  important  to  examine  this  new 
value  system  and  determine  if  its  assumptions  and  philosophical 
premises  are  true,  sound,  and  consistent  with  the  attitudes  of 
women  in  the  eighties. 

First  of  all,  Congress  is  being  told  by  leaders  and  allies  of  the  so- 
called  women's  movement  that  because  of  the  changing  roles  of 
men  and  women,  the  economic  supports  that  were  built  into  the 
social  security  system  back  in  1939  for  the  benefit  of  traditional 
families  just  aren't  needed  any  more. 

Every  major  proposal  that  has  been  put  forward  to  make  the 
system  more  equitable  would  eliminate  the  spouse  benefit,  as  if 
that  benefit  were  as  obsolete  as  high-button  shoes. 

It  is  true  that  the  labor  force  participation  of  married  women  has 
increased  dramatically  from  14  percent  in  1940  to  47  percent  in 
1978. 

However,  it  does  not  follow  that  since  there  are  more  women 
workers,  the  proportion  of  women  who  are  economically  dependent 
upon  their  husbands  has  decreased. 

For  example,  in  1977  the  average  two-earner  family  had  a  family 
income  of  about  $20,000,  of  which  about  25  percent  was  provided  by 
the  wife.1  Interestingly  enough,  the  average  ratio  of  a  wife's  contri- 
bution in  a  two-income  family,  about  $1  dollar  for  every  3  that  the 
husband  earns,  has  remained  the  same  since  the  1930's  when  the 
spouse  benefit  was  first  instituted.  Women  who  are  earning  about 
25  percent  of  their  family's  income  should  not  be  considered  finan- 
cially independent. 

Please  don't  take  action  to  eliminate  the  social  security  spouse 
benefit  on  the  mistaken  assumption  that  they  are. 

Second,  it  has  often  been  said  that  it  is  demeaning  for  social 
security  to  treat  women  as  dependents.  This  argument  reflects  a 
value  system  which  implies  that  a  woman's  work  isn't  worth  any- 
thing unless  she  gets  paid  for  it. 

I  feel  it  would  be  a  tragic  mistake  to  translate  that  doctrinaire 
feminist  attitude  into  public  policy,  or  to  pursue  the  suggestion  of 
social  security  adviser  Rita  Ricardo  Campbell  that  is  one  way  to 
increase  social  security  revenues  might  be  in  the  area  of  inducing  a 
higher  labor  force  participation  rate  by  women.2 

This  argument  reminds  me  of  a  prediction  made  back  in  1974  by 
Economics  Prof.  Mack  A.  Moore  of  Georgia  Tech  University: 


1  Howard  Hayghe  "Working  Wives  Contribution  to  Family  Income  in  1977",  "Monthly  Labor 
Review"  October  1979,  as  cited  Judith  B.  Finn  in  "The  Treatment  of  Women  Under  Social 
Security — a  Critique  of  the  Proposed  Reforms"  December  1980. 

2  Campbell,  Rita  Ricardo,  "Social  Security:  Promise  and  Reality",  Hoover  Institute  Press, 
Stanford  1977. 
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Under  the  banner  of  human  resource  utilization,  the  exploiters  cannot  afford  for 
women  to  waste  their  time  in  such  unproductive  activities  as  raising  children  unless 
monetary  transactions  are  involved*  *  *They  (women)  must  be  kept  busy  producing 
taxes  in  order  to  finance  the  rising  demand  for  public  spending*  *  * 

It  distresses  me  that  in  the  debate  over  proposed  social  security 
changes,  it  is  being  said  that  the  homemaker's  spouse  benefit  is 
somehow  unfair  to  career  working  women. 

The  revolutionary  idea  that  homemakers  should  not  receive 
social  security  benefits  unless  their  husbands  pay  taxes  on  the 
assumed  economic  value  of  the  wife's  work  was  included  in  the 
Department  of  HEW's  1979  report  entitled  '  'Social  Security  and  the 
Changing  Roles  of  Men  and  Women." 

Some  people  are  persistently  asking  that  the  spouse  benefit, 
which  is  actually  used  by  fewer  women  every  year,3  be  replaced  by 
a  sweeping  earnings  sharing  plan  which  would  cut  benefits  for 
traditional  families  by  at  least  19  percent. 

The  fallacy  behind  all  of  these  suggested  reforms  is  that  they 
ignore  the  question  of  who  is  going  to  raise  the  next  generation  of 
children — children  who,  as  Mrs.  Schlafly  has  said,  if  they  are 
raised  to  be  responsible  citizens,  will  be  needed  to  work  and  pay 
taxes  into  the  social  security  system  of  the  future. 

In  the  long  run,  any  policy  change  that  would  force  more  women 
into  the  work  force,  while  making  it  even  harder  for  women  to 
afford  the  luxury  of  having  children  and  raising  them  full-time, 
would  spell  financial  disaster  for  social  security  in  the  long  run. 

No  one  is  saying  that  women's  place  is  in  the  home  if  she  doesn't 
want  to  be  there.  On  the  contrary,  the  spouse  benefit  provides 
young  families  with  a  choice  regarding  the  wife's  lifestyle.  Without 
penalizing  those  who  choose  two  paychecks  as  the  best  way  to  meet 
their  families'  needs,  it  helps  provide  income  support  in  retirement 
to  those  who  choose  to  forego  a  second  income  while  their  children 
are  growing  up. 

Can  we  honestly  say  that  women  would  be  better  off  if  we 
replaced  the  present  freedom  of  choice  policy  with  one  of  economic 
coercion  to  force  more  women  into  the  work  force? 

Those  who  feel  that  it  is  unfair  that  the  worker's  benefit  is  not 
added  on  top  of  the  wife's  benefit  should  note  that  most  Govern- 
ment programs  treat  unearned  benefits — designed  to  achieve  a 
social  adequacy  objective — in  the  same  way.  For  example,  unem- 
ployment benefits,  which  serve  a  socially  useful  function,  are  not 
available  to  all  workers. 

People  who  never  find  themselves  in  need  of  unemployment 
benefits  can't  demand  a  refund  on  their  taxes;  nor  can  they 
demand  that  their  unused  unemployment  benefits  be  given  to  them 
by  the  Government  anyway. 

The  spouse  benefit  has  served  a  socially  useful  function  for  over 
40  years.  It  should  not  be  sacrificed  because  of  the  mistaken  poli- 
tics of  envy. 

In  summary,  I  believe  that  the  majority  of  women  in  the  eighties 
would  prefer  limited,  carefully  considered  remedies  for  the  prob- 
lems of  women  who  need  help  rather  than  sweeping  reforms  that 
would  cause  more  problems  than  they  solve. 


3  Flowers,  Marilyn  R.,  "Women  and  Social  Security:  An  Institutional  Dilemma,"  American 
Enterprise  Institute  for  Public  Policy  Research,  Washington,  D.C.  1979. 
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The  firm  rejection  of  the  proposed  equal  rights  amendment  indi- 
cates that  women  are  not  willing  to  give  up  their  most  important 
rights  just  because  so-called  women's  leaders  insist  that  they 
should. 

In  the  decade  of  the  eighties,  women  will  insist  that  changes  in 
the  laws  that  affect  women  and  families  be  more  realistic,  less 
doctrinaire,  less  disdainful  of  traditional  values,  and  more  helpful 
to  women  in  the  long  run. 

For  the  sake  of  future  generations,  I  hope  that  this  is  the  ap- 
proach you  will  take  with  regard  to  social  security.  Thank  you. 

Mr.  Pickle.  Thank  you,  Mrs.  Donnelly. 

Now  we  will  hear  from  Georgianna  McGuire. 

STATEMENT  OF  GEORGIANNA  S.  McGUIRE,  WASHINGTON,  D.C. 

Mrs.  McGuire.  Mr.  Chairman,  members  of  the  subcommittee, 
thank  you  for  inviting  me  to  speak  this  morning.  I  am  here  to  ask 
that  you  vote  against  the  administration's  proposed  elimination  of 
social  security  benefits  for  full-time  students  18  to  21. 

The  proposed  4-year  phaseout  will  eliminate  promised  benefits 
for  those  children  who  are  not  yet  of  college  age  but  whose  parent 
is  already  dead.  It  will  have  a  profound  impact  on  families  for 
whom  it  is  too  late  to  buy  insurance  that  will  replace  a  worker's 
earnings.  I  know.  I  head  one  of  those  families. 

My  husband  was  killed  in  1975.  His  immediate  survivors  were 
Eric  and  Matthew,  7  and  6,  and  me,  36.  Although  his  death  was 
sudden,  we  were  prepared  financially.  He  and  I  were,  and  I  remain, 
financially  responsible  and  concerned  for  the  future  of  our  chil- 
dren. 

In  1971,  when  the  children  were  2  and  3  years  old,  we  had 
planned  for  their  protection  in  case  of  our  deaths. 

We  had  done  this  methodically,  consulting  a  Government  publi- 
cation, "Social  Security  Information  for  Young  Families."  We  fol- 
lowed its  recommendations.  We  had  requested  our  statements  of 
earnings  from  the  Social  Security  Administration  and  had  taken 
those  statements  to  a  social  security  office  for  estimates  of  benefits 
that  would  accrue  to  our  children  in  case  of  his  death.  We  then  sat 
down  and  projected  what  it  would  cost  to  raise  those  two  children 
through  4  years  of  college. 

Using  our  projections  of  those  costs  and  using  the  estimates  of 
social  security  benefits,  we  calculated  the  amount  of  insurance 
which,  with  my  earnings,  would  be  necessary  to  raise  those  two 
children  through  college. 

We  then  bought  a  $100,000  term  life  insurance  policy  which, 
with  his  Howard  Universtiy  group  life  policy  of  $28,000,  my  earn- 
ings and  social  security,  we  thought  would  insure  continuity  in  our 
plans  for  the  children,  including  4  years  of  college. 

I  should  point  out  that  in  this  amount  of  insurance  coverage  we 
were  atypical.  Social  security  records  indicate  that  only  60  percent 
of  survivor  families  get  any  sort  of  lump  sum  insurance.  Of  this  60 
percent  families  headed  by  "current"  widows  received  a  median 
amount  "exceeding  $12,000,"  and  those  headed  by  remarried 
widows  received  a  median  amount  "exceeding  $15,000.' 

We  planned  their  protection  on  the  basis  of  Government  publica- 
tions. 
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Let  me  read  a  few  of  those  to  you.  I  went  back  and  pulled  them 
out  of  the  file. 

From  the  first  one,  the  basic  one,  ' 'Social  Security  Information 
for  Young  Families,,,  and  I  quote: 

Social  Security  is  valuable  financial  protection  to  the  young  family.  Benefits  may 
be  payable  not  only  to  a  worker,  but  also  to  certain  other  members  of  his  family. 
This  steady  monthly  income  does  much  to  ease  the  financial  burden  that  results 
from  the  disablement,  death  or  retirement  of  the  worker. 

Dependents  and  survivors  eligible  for  benefits  include  unmarried  children  under 
18  or  between  18  and  21  if  they  are  full-time  students. 

From  another  brochure,  "Your  Social  Security  Earnings  Re- 
cords:" 

Provides  insurance  protection  to  replace  part  of  the  earnings  a  family  has  lost  due 
to  retirement,  disability  or  death. 

From  the  "Social  Security  Handbook  Fourth  Edition  1969": 

A  surviving  child  is  entitled  to  child's  insurance  benefits  if  the  child  is  under  age 
18  or  age  18  through  21  and  a  full-time  student. 

And  again,  "Social  Security  Information  for  Young  Families": 

Social  Security  survivors'  and  disability  case  benefits  can  mean  that  the  financial 
burden  will  be  greatly  eased.  .  .  that  children  can  complete  their  education. 

Good  planning  requires  that  responsible  members  of  the  family  understand  in 
advance  when  benefits  would  be  payable  and  have  some  idea  of  what  the  amount  of 
the  benefits  would  be  and  how  to  apply  for  them. 

Gentlemen,  the  insurance  companies  paid  my  husband's  death 
benefits.  Insurance  companies  cannot  reduce  benefits  after  death  to 
reduce  costs.  In  this  respect  social  security  survivor's  benefits 
should  be  no  different. 

The  current  proposal  to  phase  out  over  4  years  student  benefits 
will  have  a  direct  and  devastating  effect  on  those  children  whose 
parents  did  advance  planning  and  who  are  counting  on  those  bene- 
fits. 

To  eliminate  these  benefits  for  noncollege  age  students  whose 
parent  is  already  dead  is  a  breach  of  the  social  security  between 
the  Government  and  its  citizens,  between  the  Government  and  me 
and  my  children. 

To  quote  Mrs.  Schlafly  in  another  context,  "No  class  of  benefici- 
aries has  ever  been  legislated  out  of  the  social  security  system 
before." 

Both  the  Carter  and  the  Reagan  administrations  have  proposed 
elimination  of  these  benefits.  President  Carter  asked  the  1979  Advi- 
sory Council  on  Social  Security  financing  and  benefits  to  consider 
his  proposal.  The  Council  majority  recommended  continuation  of 
those  benefits. 

The  National  Commission  on  Social  Security  also  addressed  this 
issue.  Its  final  report  is  due  next  Thursday,  but  in  a  summary 
issued  on  January  11,  1981,  it  too  recommended  that  the  benefits 
be  continued. 

Both  of  these  study  groups  have  considered  elimination  of  stu- 
dent benefits  in  the  context  of  financing,  and  both  have  recom- 
mended continuation. 

For  the  current  administration  to  ignore  these  reasoned  recom- 
mendations is  cavalier. 

For  the  administration  to  go  a  step  further  and  say,  as  did 
Secretary  Schweiker  a  week  ago,  that  other  public  programs  have 
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been  enacted  or  substantially  expanded  since  1965,  when  this 
amendment  went  in,  is  misleading  in  light  of  the  current  proposals 
to  cut  $1  billion  in  Pell  grants  and  the  guaranteed  student  loan 
program,  which  are  the  two  major  financial  assistance  programs. 

I  am  asking  that  postsecondary  student  benefits  be  continued  in 
their  current  form  for  those  child  beneficiaries  now  on  the  rolls. 

Thank  you. 

[The  prepared  statement  and  subsequent  letter  follow:] 

Statement  of  Georgianna  S.  McGuire,  Washington,  D.C. 

Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for  inviting  me  to 
speak  this  morning.  I  am  Georgianna  McGuire  and  I  am  here  to  ask  that  you  vote 
against  the  Administration's  proposed  elimination  of  Social  Security  benefits  for  full 
time  students  18  through  21.  The  proposed  four-year  phase-out  will  eliminate  prom- 
ised benefits  for  those  children  who  are  not  yet  of  college  age  but  whose  parent  is 
already  dead.  It  will  have  a  profound  impact  on  families  for  whom  it  is  too  late  to 
buy  insurance  that  will  replace  a  worker's  earnings.  I  know.  I  head  one  of  those 
families. 

My  husband  was  killed  in  1975.  His  immediate  survivors  were  Eric  and  Matthew, 
seven  and  six,  and  me,  36.  Although  his  death  was  sudden,  we  were  prepared 
financially.  He  and  I  were — and  I  remain — financially  responsible  and  concerned  for 
the  future  of  our  children.  In  1971,  when  the  children  were  two  and  three  years  old, 
we  had  planned  for  their  protection  in  case  of  our  deaths. 

We  had  done  this  methodically,  consulting  a  government  publication,  Social  secu- 
rity information  for  your  families.1  We  had  requested  our  Statements  of  Earnings 
from  the  Social  Security  Administration  and  had  taken  those  statements  to  a  Social 
Security  office  for  estimates  of  benefits  to  survivors  based  on  our  earnings  records. 
We  had  projected  what  it  would  cost  to  raise  and  educate  two  children  through 
college. 

Using  our  projections  of  child-rearing  costs  and  the  estimated  benefits  from  Social 
Security,  we  calculated  the  amount  of  insurance  which,  with  my  earnings,  would 
make  up  the  difference.  We  then  bought  a  $100,000  term  life  insurance  policy  for 
my  husband.  We  expected  that  this,  along  with  a  Howard  University  group  life 
policy  of  $28,000,  Social  Security  benefits  and  my  salary  would  insure  continuity  in 
our  plans  for  the  children,  including  four  years  of  college. 

We  planned  their  protection  on  the  basis  of  Social  Security  publications  and  their 
government-backed  assurances: 

' 'Social  security  is  valuable  financing  protection  to  the  young  family.  Benefits 
may  be  payable  not  only  to  a  worker,  but  also  to  certain  other  members  of  his 
family.  This  steady  monthly  income  does  much  to  ease  the  financial  burden  that 
results  from  the  disablement,  death  or  retirement  of  the  worker. 

"Dependents  and  survivors  eligible  for  benefits  include: 

Unmarried  children  under  18  or  between  18  and  21  if  they  are  full  time  students 

"2 

"[Social  Security]  provides  insurance  protection  to  replace  part  of  the  earnings  a 
family  has  lost  due  to  retirement,  disability  or  death."  3 

"A  surviving  child  is  entitled  to  child's  insurance  benefits  if:  .  .  . 
C.  The  child  is: 

1.  Under  age  18;  or 

2.  Age  18  through  21  and  a  full-time  student;  .  .  .4 

"Social  security  survivors'  and  disability  case  benefits  can  mean  that  the  financial 
burden  will  be  greatly  eased  .  .  .  that  children  can  complete  their  education  .  .  ."5 

"Good  planning  requires  that  responsible  members  of  the  family  understand  in 
advance  when  benefits  would  be  payable  and  have  some  idea  of  what  the  amount  of 
the  benefits  would  be  and  how  to  apply  for  them."  6 

The  insurance  companies  paid  my  husband's  death  benefits.  Insurance  companies 
cannot  reduce  benefits  after  an  insured's  death  to  reduce  costs.  In  this  respect  Social 


1  U.S.  Department  of  Health,  Education  and  Welfare,  Social  Security  Administration.  "Social 
security  information  for  young  families,"  April  1971. 

2  Ibid.,  p.  13. 

3  U.S.,  Department  of  Health,  Education  and  Welfare,  Social  Security  Administration.  "Your 
social  security  earnings  record,"  March  1971,  p.  3. 

4  U.S.,  Department  of  Health,  Education  and  Welfare,  Social  Security  Administration,  "social 
security  handbook,"  fourth  edition,  February  1969,  p.  80. 

5  "Social  security  information  for  young  families,   ibid.,  p.  1. 

6  Ibid.,  p.  5. 
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Security  survivors'  benefits  should  be  no  different.  The  current  proposal  to  phase 
out  postsecondary  students'  benefits  over  four  years  will  have  a  direct  and  devastat- 
ing effect  on  those  children  whose  parents  did  advance  planning  and  counted  on 
those  benefits.  To  eliminate  these  benefits  for  non-college  age  children  whose  parent 
is  already  dead  is  a  breach  of  the  social  contract  between  the  government  and  its 
citizens. 

Both  the  Carter  and  the  Reagan  administrations  have  proposed  elimination  of 
these  benefits.  President  Carter  asked  the  1979  Advisory  Council  of  Social  Security 
Financing  and  Benefits  to  consider  his  proposal.  In  its  final  report,  the  Council 
majority  recommended  the  continuation  of  student  benefits.  The  National  Commis- 
sion on  Social  Security  also  addressed  this  issue.  Although  the  Commission's  final 
report  is  not  yet  available  to  the  public,  a  summary  issued  on  January  11,  1981, 
recommends  that  the  benefits  be  continued. 

Both  study  groups  have  considered  elimination  of  student  benefits  in  the  context 
of  financing  and  both  have  recommended  continuation.  For  the  current  Administra- 
tion to  ignore  these  reasoned  recommendations  is  cavalier.  For  the  Administration 
to  go  a  step  farther  and  attempt  to  justify  these  cuts  by  saying,  as  Secretary 
Schweiker  did  a  week  ago  before  the  House  Ways  and  Means  Committee,  that  other 
public  programs  have  been  enacted  or  substantially  expanded  since  1965  to  provide 
financial  assistance  for  students  is  misleading  in  light  of  the  Administration's 
current  proposal  to  cut  $1  billion  in  Pell  Grants  and  Guaranteed  Student  Loans. 

I  ask  that  postsecondary  students'  benefits  be  continued  in  their  present  form  for 
all  child  beneficiaries  now  on  the  Social  Security  rolls. 

Thank  you. 

Washington,  D.C.,  March  21,  1981. 

Congressman  J.  J.  Pickle, 
Cannon  Building, 
Washington,  D.C. 

Dear  Congressman  Pickle:  I  am  writing  in  response  to  your  comment  at  the 
March  13  hearing  of  the  Subcommittee  on  Social  Security.  You  asked  that  witnesses 
"keep  in  touch."  Because  I  saw  a  ray  of  hope  in  your  earlier  statement  to  Mr. 
Stockman  about  the  possible  need  to  adjust  the  four  year  phaseout,  I  am  following 
up  on  my  own  March  6  testimony. 

Congressman  Pickle,  someone  has  to  stand  up  and  say  that  a  four  year  phaseout 
is  wrong.  It  is  unjust,  it  breaks  a  promise,  it  penalizes  those  children  who  are  not 
yet  of  college  age  but  whose  parent  is  already  dead  or  disabled  or  has  retired. 
Families  have  planned  for  and  counted  on  those  benefits  to  help  their  children 
attend  college,  business  or  vocational  schools.  Parents  made  their  required  Social 
Security  contributions  with  the  assurance  that  in  the  case  of  parental  death,  disabil- 
ity or  retirement,  the  benefits  would  be  available  to  their  children  who  were 
qualified  to  go  on  to  postsecondary  education.  Social  Security  is  a  contributory 
program  and  under  the  Old  Age,  Survivors  and  Disability  Insurance  program, 
workers  believe  that  they  are  contributing  toward  families'  protection. 

Someone  must  speak  out  with  the  voice  of  common  sense  and  justice  and  see  that 
the  proposal  is  modified  to  meet  the  financial  commitment  to  millions  of  Social 
Security  child  beneficiaries.  To  be  told,  as  I  was  by  one  Senator's  staff  person,  that  I 
have  "time  to  plan"  since  my  sons  are  11  and  13,  is  an  insult.  I  am  supporting  these 
children;  there  is  no  money  to  divert.  My  husband  and  I  did  plan.  We  bought  what 
!  we  thought  was  an  ample  amount  of  insurance  coverage  which,  with  my  earnings, 
savings,  the  children's  earnings  and  Social  Security  student  benefits,  would  see  the 
I    children  through  college. 

There  are  4.9  million  children  who  are  current  Social  Security  child  beneficiaries. 
Of  these,  3.7  million  are  infants  through  17.  Social  Security  records  show  that  since 
1965  one  third  of  the  eligible  beneficiaries  have  gone  on  for  postsecondary  schooling. 
This  means  that  about  1.3  million  of  these  youngsters  will  do  the  same.  However, 
when  they  reach  18,  the  benefits  toward  which  their  working  parents  contributed 
I    and  which  those  parents  had  assured  would  be  available  will  be  gone. 

Why  can't  the  financial  commitment  be  kept  to  these  children?  Of  course  it  will 
cost  more  than  the  Reagan  Administration's  short-sighted  proposal,  but  the  costs 
will  decrease  annually  simply  because  there  are  fewer  one  and  two  year  old  child 
I  beneficiaries  than  there  are  15  and  16  year  olds.  (See  Attachment  I.)  I  as  an 
1  individual  cannot  work  with  the  Social  Security  Administraion  to  project  actual 
costs,  but  I  have  been  assured  by  staff  people  at  the  Office  of  Statistics  and 
Research,  Social  Security  Administration,  that  the  Baltimore  staff  and  computers 
can  do  this  fairly  easily. 

The  prevailing  myth  seems  to  be  that  a  group  of  college  students  have  discovered 
a  government  giveaway  that  they  don't  truly  need  and  that  there  are  existing 
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financial  aid  programs  that  will  provide  for  those  who  are  in  dire  need.  Let  me 
point  out  that  in  order  to  be  eligible  for  these  benefits,  most  of  the  current  Social 
Security  child  beneficiaries,  age  1  through  21,  have  "qualified"  by  the  death  or 
disability  of  a  parent,  hardly  a  stroke  of  good  luck.  Old  Age,  Survivors  and  Disabil- 
ity Insurance  is  predicated  on  the  assumption  that  a  family  needs  this  protection  in 
the  event  of  the  loss  of  earnings  of  the  primary  worker.  This  insurance  helps  to  give 
the  family  choices  it  would  have  had  if  the  primary  breadwinner  were  still  support- 
ing the  family. 

Both  the  1979  Advisory  Council  on  Social  Security  Fianncing  and  Benefits  and  the 
National  Commission  on  Social  Security  recognized  the  contributory  and  entitle- 
ment aspects  of  this  program  when  they  recommended  continuation.  It  now  appears 
that  this  proposal  is  rolling  through  because  Social  Security  families  are  a  disperse 
group  with  no  central  lobbying  organization  and  no  advocates  in  high  places.  How- 
ever, we  are  spread  across  the  country  and  there  are  many  of  us.  (See  Attachment 
II.)  As  word  spreads  of  this  broken  promise,  there  will  be  a  widespread  negative 
reaction. 

The  question  is  a  fundamental  one.  Can  a  change  in  administration  or  political 
philosophy  allow  the  elimination  of  promised  benefits  to  a  currently  eligible  class  of 
citizens?  If  benefits  can  be  canceled  for  one  group  of  Social  Security  beneficiaries 
this  year,  which  group  will  be  singled  out  next  year? 

I  ask  that  you  and  your  colleagues  consider  the  effect  of  the  elimination  of  these 
benefits  which  are  basic  and  promised  benefits,  and  then  act  to  ensure  that  the 
government  keep  its  past  promise  to  us. 

Thank  you. 

Yours  truly, 

Georgianna  S.  McGuire. 
Appendix  I. — Social  security  child  beneficiaries,  1978 


Number  of 

Children's  ages  at  entitlement:  children 

0   9,404 

1   25,762 

2   36,043 

3   48,236 

4   61,208 

5   76,472 

6   97,299 

7   125,758 

8   154,011 

9.   175,009 

10   200,283 

11   233,917 

12   275,101 

13   326,793 

14   388,803 

15   436,971 

16   487,353 

17   542,561 


Total  0  to  17   3,700,984 

Disabled  children  18  and  over   419,896 

Students  18  to  21   817,492 


Total  .   4,938,372 


Source:  Social  Security  Bulletin,  Annual  Statistical  Supplement,  1978. 

SOCIAL  SECURITY  CHILD  BENEFICIARIES  UNDER  AGE  18 

[June  1980] 


Number  of  children  of  workers  who  are- 
State  Total   

Deceased         Retired  Disabled 


Total   3,502,249      1,931,909       357,017  1,213,323 


Alabama 
Alaska... 


84,948  46,249  10,066  28,633 
5,419  3,837  657  925 
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SOCIAL  SECURITY  CHILD  BENEFICIARIES  UNDER  AGE  18— Continued 

[June  1980] 


Number  of  children  of  workers  who  are- 
State  Total   

Deceased         Retired  Disabled 


Arizona  

  43,693 

24,937 

4,817 

13,939 

Arkansas  

  51,461 

23,763 

6,515 

21,183 

California  

  290,208 

159,212 

30,616 

100,380 

Colorado  

  32,208 

19,960 

2,471 

9,777 

Connecticut  

  32,900 

19,868 

2,846 

10,186 

Delaware  

  8,750 

5,236 

689 

2,825 

District  of  Columbia  

  8,988 

6,281 

832 

1,875 

Florida  

  149,136 

79,344 

16,196 

53,396 

Georgia  

  107,339 

60,447 

8,026 

38,866 

Hawaii  

  15,211 

6,702 

5,568 

2,941 

Idaho  

  12,762 

7,707 

1,350 

3,705 

Illinois  

  147,198 

93,703 

12,608 

40,887 

Indiana  

  78,902 

46,125 

6,505 

26,272 

Iowa  

  32,490 

19,597 

3,156 

9,737 

Kansas  

  26,142 

16,224 

2,482 

7,436 

Kentucky  

  74,935 

35,766 
47,206 

7,355 

31,814 

Louisiana  

  89,852 

7,903 

34,743 

Maine  

  17,374 

9,065 

1,578 

6,731 

Maryland  

  52,093 

34,173 

4,274 

13,646 

Massachusetts  

  66,385 

38,820 

.5,185 

22,380 

Michigan  

  137,966 

79,589 

11,216 

47,161 

Minnesota  

  42,138 

25,856 

4,808 

11,474 

Mississippi  

  66,816 

33,757 

9,038 

23,976 

Missouri  

  77,168 

42,305 

7,142 

27,721 

Montana  

  11,627 

6,868 

1,153 

3,606 

Nebraska  

  17,702 

11,066 

1,530 

5,166 

Nevada  

  10,893 

6,916 

1,046 

2,931 

New  Hampshire  

  11,044 

6,524 

959 

3,561 

New  Jersey  

  93,682 

54,944 

2,199 

31,539 

New  Mexico  

  27,600 

14,866 

3,051 

9,683 

New  York  

  238,446 

129,405 

21,852 

87,189 

North  Carolina  

  101,553 

60,278 

8,188 

33,087 

North  Dakota  

  7,911 

4,705 

1,146 

2,060 

Ohio  

  150,653 

84,442 

11,763 

54,448 

Oklahoma  

  45,340 

25,027 

4,088 

16,225 

Oregon  

  31,626 

18,238 

3,053 

10,335 

Pennsylvania  

  155,287 

90,782 

12,612 

51,893 

Rhode  Island  

  12,144 

6,647 

839 

4,658 

South  Carolina  

  62,191 

37,436 

4,542 

20,213 

South  Dakota  

  9,368 

5,818 

1,118 

2,432 

Tennessee  

  85,134 

44,469 

8,412 

32,253 

Texas  

  216,958 

129,242 

24,165 

63,551 

Utah  

  15,572 

10,287 

1,424 

3,861 

Vermont 

7  021 

3,719 

634 

2,668 

Virginia  

  78,203 

44^252 

6,954 

26^997 

Washington  

  46,430 

27,169 

4,430 

14,831 

West  Virginia  

  44,495 

19,305 

4,924 

20,266 

Wisconsin  

  58,382 

32,718 

6,048 

19,616 

Wyoming  

  5,097 

3,550 

423 

1,124 

American  Samoa  

  1,225 

531 

419 

275 

Guam  

  1,140 

735 

230 

175 

Puerto  Rico  

  151,589 

37,854 

25,826 

87,909 

Virgin  Islands  

  1,924 

1,154 

446 

324 

Abroad  

  49,530 

27,233 

14,599 

7,698 

Source:  Social  Security  Administration,  Office  of  Statistics  and  Research. 


Mr.  Pickle.  Now  we  recognize  Onalee  McGraw. 
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STATEMENT  OF  ONALEE  McGRAW,  PH.  D.,  EDUCATION 
CONSULTANT,  HERITAGE  FOUNDATION,  WASHINGTON,  D.C. 

Mrs.  McGraw.  Thank  you,  Mr.  Chairman. 

My  name  is  Onalee  McGraw  and  I  am  wife  and  mother  of  three 
school-age  children.  I  reside  in  McLean,  Va. 

I  am  employed  as  an  education  consultant  to  the  Heritage  Foun- 
dation in  Washington,  D.C. 

My  testimony  reflects  knowledge  gained  from  10  years  of  policy 
analysis  and  research  and  activity  on  family  issues,  and  I  am 
testifying  as  an  individual.  I  wish  to  thank  the  committee  for  the 
opportunity  to  speak  to  the  question  of  proposed  changes  in  social 
security  benefits  as  they  relate  to  the  homemaker  and  the  family. 

The  focus  of  my  brief  testimony  is  on  the  implications  of  chang- 
ing social  security  in  any  way  that  would  reduce  the  homemakers' 
benefits.  The  current  system  contributes  to  the  strength  of  the 
family  by  benefiting  those  who  choose  to  be  homemakers  in  single 
income  families.  The  homemaker's  benefit  should  be  preserved. 

Serious  consideration  must  be  given  to  the  contribution  made  by 
the  single  income  family  and  the  homemaker's  contribution  to 
society  as  a  whole  in  raising  children  to  be  healthy  and  productive 
members  of  that  society. 

There  can  be  no  doubt  that  high  inflation  and  high  taxation 
rates  have  brought  or  forced  many  married  women  into  the  work 
force.  Such  Government  policies  have  encouraged  the  movement  of 
women  into  the  work  force,  and  reflect  the  assumption  that  this 
movement  must  inevitably  increase,  with  the  blessing  and  encour- 
agement of  the  Federal  Government. 

These  Government  policies  reflect  the  influence  of  the  feminist 
movement  which  has  claimed  to  speak  in  so  many  instances  for  the 
interests  and  policy  preferences  of  virtually  all  women.  Suffice  to 
say,  the  election  results  demonstrated  conclusively  that  this  is  not 
and  was  not  the  case. 

The  current  social  security  system  which  allows  greater  return 
on  taxes  paid  into  social  security  for  one-earner  families  should  not 
be  changed.  One  of  the  great  fallacies  today  is  that  economic  issues 
can  be  separated  from  social  issues  relating  to  the  family.  The 
argument  for  retaining  the  homemaker's  benefit  in  social  security 
illustrates  the  interlocking  nature  of  the  two  issue  areas. 

Just  recently  a  study  from  the  University  of  Michigan  showed 
that  drug  use  occurs  most  often  among  youths  who  spend  the  least 
time  supervised  by  adults,  either  at  home,  in  church,  or  in  school. 

Youngsters  who  get  poor  grades,  are  frequent  truants,  and  spend 
little  time  at  home,  are  most  often  associated  with  drug  use. 

This  research,  which  appears  in  the  January  1981  issue  of  the 
American  Journal  of  Public  Health,  confirms  that  the  kinds  of 
young  people  most  at  risk  tend  to  remain  much  the  same,  while 
the  kinds  and  amounts  of  substances  used  shift  somewhat  from 
year  to  year. 

Other  research  indicates  that  lack  of  parental  supervision  is  a 
primary  factor  in  the  incidence  of  juvenile  delinquency,  suicide, 
poor  school  performance,  and  adolescent  pregnancy. 

One  of  the  most  serious  problems  our  society  faces  is  that  many 
in  the  upcoming  generation  of  young  people  are  not  receiving  the 
irreplaceable  nurturing  in  the  family  that  produces  self-sustaining, 
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self-disciplined,  adjusted,  and  productive  individuals.  Scores  of  stud- 
ies confirm  the  above  study  and  show  the  overriding  importance  of 
strong  family  life  in  the  formation  of  successful  functioning  indi- 
viduals. 

Frequently  these  facts  are  turned  around  and  feminist  critics  of 
the  profamily  movement  suggest  that  profamily  people  consider 
working  mothers  as  somehow  unequal,  inadequate  and  not  really 
in  genuine  families.  The  charge  is  made  that  profamily  people 
believe  that  the  only  family  that  counts  is  the  mother/ home- 
maker/father  breadwinner  model.  Nothing  could  be  further  from 
the  truth  because  there  are  many  married  women  who  are  strongly 
concerned  for  the  family  who  are  also  working. 

Indeed,  as  a  recent  study  showed,  most  married  women  are  work- 
ing for  the  money  and  the  great  majority  would  quit  tomorrow  if  it 
were  not  for  that  need. 

Syndicated  columnist  Joan  Beck  has  asked,  "Would  mothers  of 
young  children  be  willing  to  work  full  time  outside  the  home  if 
they  knew  it  would  lower  their  youngsters'  intelligence  measur- 
ably?" 

Beck  says  this  question  is  one  the  women's  movement  will  have 
to  face  because  there  is  evidence  in  studies  to  show  that  the  quality 
of  happy  home  life  is  much  more  closely  related  to  mental  test 
scores  than  socioeconomic  status. 

Finally,  I  would  cite  the  evidence  of  the  importance  of  full-time 
mothering,  particularly  for  younger  children,  of  psychiatrist  Selma 
Fraiberg. 

Fraiberg,  in  her  landmark  book,  "Every  Child's  Birthright:  In 
Defense  of  Mothering,"  documents  and  affirms  the  vital  role  played 
by  mothers  in  the  continuous  loving  care  for  their  children  in  the 
crucial  early  years,  and  the  terrible  psychic  damage  done  to  chil- 
dren who  suffer  deprivation  of  mothering. 

Should  we  not  have  the  courage  to  reaffirm  the  unique  and 
irreplaceable  contribution  made  by  homemakers?  Isn't  it  time  we 
recognized  the  contribution  that  families  and  the  core  values  they 
engender  make,  not  only  to  their  own  children,  but  to  the  health 
and  well-being  of  our  society  as  a  whole? 

Instead  of  funding  Government  programs  to  help  families  and 
individuals  cope  with  family-related  breakdowns  and  needs,  we 
should  reaffirm  the  family-sustaining  public  good  exemplified  in 
the  homemakers'  benefit  in  social  security. 

Thank  you. 

Mr.  Pickle.  We  thank  you  very  much,  Mrs.  McGraw. 
Now  we  will  recognize  Connaught  Marshner. 

STATEMENT  OF  CONNAUGHT  MARSHNER,  FAMILY  POLICY  DI- 
VISION, FREE  CONGRESS  RESEARCH  AND  EDUCATION  FOUN- 
DATION; AND  NATIONAL  PRO-FAMILY  COALITION 

Mrs.  Marshner.  Mr.  Chairman,  I  will  summarize  my  remarks  as 
I  go  along.  I  am  Connaught  Marshner,  director  of  the  family  policy 
division  of  the  Free  Congress  Research  and  Education  Foundation. 

"Family  policy"  means  different  things  to  different  people.  At 
the  Free  Congress  Foundation  it  is  not  an  ivory  tower  pursuit,  but 
a  practical  monitoring  of  the  effects,  both  deliberate  and  indeliber- 
ate, on  families  by  Government  programs  and  policies.  We  focus  on 
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significant  trouble  spots  affecting  families  and  seek  to  educate  the 
public  about  the  Government's  role  in  those  programs. 

Our  foundation  is  shortly  publishing  Judith  Finn's  monograph, 
"The  Treatment  of  Women  Under  Social  Security."  However,  be- 
cause I  may  express  views  here  that  are  in  support  of  or  opposition 
to  specific  legislative  proposals,  I  am  testifying  this  morning  in 
another  capacity,  that  of  chairman  of  the  National  Profamily  Co- 
alition, a  grassroots  action  network  concerned  about  public  policies 
affecting  families. 

Let  me  begin  by  enunciating  a  principle  which  should  guide  the 
development  of  social  security  reforms:  Children  of  a  retired 
worker  should  be  encouraged  to  contribute  to  the  support  of  their 
parents.  Fortunately,  society  still  expects  parents  to  be  responsible 
for  the  care  and  support  of  their  children. 

This  personal  responsibility  maintains  in  both  directions,  howev- 
er— a  point  the  current  social  security  system  has  ignored.  Oh, 
perhaps  one  can  argue  that  it  is  implied  that  the  wages  of  the 
children  will  be  taxed  to  support  the  parents.  But  I  am  talking 
about  a  personal  commitment,  an  emotional  involvement  in  that 
support.  Charity  exists  only  with  the  personal  commitment,  the 
personal  sacrifice,  the  personal  gift — compulsion  from  Government 
is  not  nor  ever  can  be  a  satisfaction  of  the  human  need  to  practice 
charity. 

Of  course,  the  high  inflation  rate,  the  steadily  decreasing  stand- 
ard of  living,  the  constantly  declining  value  of  a  dollar,  all  contrib- 
ute to  make  it  difficult  to  practice  private  charity  toward  one's 
family  members — or  toward  anyone  else  for  that  matter. 

Legislation  has  been  proposed  to  take  some  of  the  "bite"  out  of 
this  personal  responsibility,  however.  The  Hansen  bill,  H.R.  311, 
which  has  been  referred  to  this  committee,  recognizes  that  charity 
begins  at  home  and  that  the  government  ought  to  make  it  easier. 

Hansen's  bill  proposes  establishment  of  a  special  category  of  tax- 
free  savings,  the  parental  IRA  account,  which  workers  could  estab- 
lish to  save  money  during  their  own  productive  years  to  contribute 
to  their  parents'  old  age.  We  already  have  IRA's  for  workers,  and 
for  their  spouses,  which  is  a  step  in  the  right  direction,  but  the 
sentiment  behind  the  Hansen  bill  says:  Let's  expand  this  incentive 
to  include  caring  for  one's  parents.  Selfishness  ought  not  be  pro- 
moted by  Government  for  filial  duty  is  not. 

Mr.  Chairman,  I  ask  permission  to  submit  for  the  record  some 
expanded  information  about  the  parental  IRA  plan,  as  introduced 
by  Congressman  Hansen  as  part  of  H.R.  311,  the  Family  Protection 
Act,  and  also  to  submit  a  striking  essay  by  Dr.  Hans  Sennholz, 
"Social  Security:  Is  Reform  Possible?"  which  discusses  the  need  for 
the  principle  of  filial  duty  to  be  incorporated  in  the  social  security 
system. 

I  have  those  two  documents  here. 

Mr.  Pickle.  We  will  be  happy  to  receive  those  documents  and 
decide  whether  to  include  them  in  the  record,  but  they  will  certain- 
ly be  referred  to  and  made  a  part  of  this  hearing. 

Mrs.  Marshner.  Thank  you. 

I  stated  that  charity  begins  at  home.  That  means  parents  loving 
and  sharing  with  their  children,  as  later,  at  a  different  stage  of  life, 
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it  means  grown  children  loving  and  sharing  with  their  parents. 
Whence  comes  this  loving  and  sharing? 

Psychologists  will  tell  you,  as  Dr.  McGraw  has  already  indicated, 
that  the  foundation  of  a  productive  personality  is  a  stable  forma- 
tive period,  a  lengthy  time  of  bonding  between  child  and  a  single, 
constant,  loving  mother  (or  mother  substitute)  who  is  intensely 
involved  with  the  child.  It  is  through  such  a  relationship  that 
proper  adjustment  to  the  world  occurs,  that  possibility  of  produc- 
tive maturity  is  established,  that  self-worth  is  developed.  It  is 
through  a  sense  of  self-worth  that  social  responsibility  develops. 
Every  economic  policy  in  this  country  is  based  on  the  assumption 
that  most  of  our  citizens  desire  to  be — and  are  capable  of  being — 
productive  members  of  society. 

The  banking  industry,  for  example,  assumes  that  people  will 
want  to  save  money  and  will  want  to  acquire  mortgages  for  their 
family's  sake,  and  will  want  to  save  money  for  their  children's 
college  education.  What  the  banking  industry  assumes  here  is  that 
people  will  have  a  strong  sense  of  social  responsibility. 

To  take  another,  example,  labor-management  relations  assume 
that  workers  want  job  stability,  and  opportunity  for  advancement 
so  that  they  can  better  support  their  families.  I  could  go  on  and  on. 

The  point  is,  when  you  get  down  to  looking  at  the  very  funda- 
mental, basic,  often  unconscious,  assumptions  of  our  business, 
labor,  finance,  and  even  national  defense  communities,  you  find  the 
assumption  that  citizens  will  have  strong  attachments  to  each 
other  and  will  have  a  sense  of  responsibility.  That  is  a  very  proper 
assumption. 

What  I  am  telling  you  is  that  those  strong  attachments  and 
sense  of  responsibility  will  not  exist  without  the  mother-child  rela- 
tionship I  mentioned  earlier. 

The  ability  to  hold  strong  attachments  and  to  have  a  sense  of 
responsibility  will  exist  only  if  nurtured  during  childhood  by  a 
single,  constant,  loving  mother. 

Having  said  that,  let  me  point  out  that  proposed  reforms  of  the 
social  security  system  will  seriously  diminish  the  chances  of  this 
and  subsequent  generations  of  children  ever  to  have  that  period  of 
nurturance.  The  reforms  which  would  diminish  or  eliminate  home- 
makers'  benefits  under  social  security  would  add  one  more  pres- 
!  sure  to  keep  mothers  in  the  workplace  rather  than  with  their 
j  children. 

Thanks  to  inflation,  taxes,  and  declining  standard  of  living,  it  is 
already  difficult  enough  for  mothers  to  be  mothers — as  I  believe 
most  want  to  be.  The  situation  is  already  unhealthy  enough; 

"  surely,  Mr.  Chairman,  your  committee  does  not  want  to  add  one 
more  antifamily  pressure  to  the  already  large  constellation  of  such 
pressures  created  by  Government  policy. 

Out-of-home  or  other  alternative  care  may  endanger  the  child 
socially,  emotionally,  and  behaviorally,  and  other  ways  as  well.  For 

I  centuries,  civilized  societies  pitied  the  poor  orphans  who  were  con- 
signed to  out-of-home  care,  who  were  deprived  of  their  mothers. 
The  social  security  system  was  created  initially  so  that  widows 
would  be  able  to  stay  home  with  their  children  to  prevent  the 
harm  that  policymakers  knew  would  otherwise  come  to  them. 
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Why  have  policymakers  now  changed  their  perception  of  human 
nature?  Human  nature  has  not  changed.  Children  still  need  the 
constant,  loving  interaction  with  a  mother  to  build  the  foundation 
of  emotional  security  which  will  enable  them  to  become  productive 
members  of  society.  Failure  to  build  such  a  foundation  is  not  a 
victimless  situation:  all  of  society  suffers  from  the  loss  of  human 
potential. 

I  began  my  remarks  with  the  observation  that  the  principle  of 
filial  duty  ought  to  guide  social  security  reform.  I  commend  that 
principle  to  your  attention.  I  also  commend  to  your  attention  the 
underlying  assumption  that  your  reform  proposals  undoubtedly  all 
have — namely,  that  a  stable  social  order  exists  and  is  desirable. 

I  urge  you  to  consider  that  a  stable  social  order  will  continue  to 
exist  only  so  long  as  the  nurturance  of  children  continues  to  be 
what  is  psychologically  essential  to  the  human  makeup:  the 
lengthy  period  of  interaction  with  a  single,  constant,  loving  mother. 
I  urge  you  to  make  no  reforms  in  social  security  which  will  have 
the  effect  of  depriving  future  generations  of  that  psychologically 
essential  nurturance.  Nothing  less  than  continued  existence  of  a 
stable  social  order  is  at  stake  in  your  reforms. 

Thank  you. 

[Attachments  to  the  prepared  statement  follow:] 
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[Addendum  to  Marshner's  testimony,  Mar.  6,  1981] 

Parental  Support  Account 


WHAT  THE  PROVISION  WGULZ  20 

This  provision  would  encourage  taxpayers  to  save  money  for  their  parents' 
old  age  support,  and  also  for  the  support  of  handicapped  relatives ,' as  defined  in 
Section  152  of  Internal  ?.e-.-anue  Code.     The  section  establishes  a  trust  account 
procedure,  with  the  saxi=u=  allowable  deduction  being  $1500  per  year,  per  benefi- 
ciary.    The  limitations  are  similar  to  an  Individual  Retirement  Account,  with 
the  amount  paid  out  considered  income  the  the  user  in  the  year  in  which  the  distribu- 
tion is  received. 


NEED  FOR  THE  PROVISION 

I.     Destitution  and  Near-2estitutior.  of  the  Elderly 

For  the  year  197  2-72.  the  average  before- tax  income  of  an  over-65  person 
was  $6,291.50,  half  the  interne  of  persons  all  other  ages.     Public  assistance, 
social  security,  welfare,  ar.d  private  pensions  accounted  for  42%  of  this  amount. 1 
The  government  in  one  form  or  another  provides  for  some  357=  of  the  needs  of  the 
elderly.     This  should  net  be  necessary.     It  is  a  heavy  burden  on  taxpayers. 
Futhermore,   it  is  the  traditional  teaching  about  family  responsibilities  that 
children  have  a  personal  responsibility  to  support  parents  in  their  old  age. 

II.     Dutv  of  the  Children  -.:  Care  r'^r  r.tH 

The  Individual  Retirement  Accounts  presently  existing  under  law  are  well 
and  good,  as  far  as  they  go.     Hut  many  people,  busily  occupied  with  supporting 
and  raising  a  family,   are'ursble  to  save  even  the  S1500  allowed  to  them  ($1750  in 
the  case  of  a  married  couple    per  year.     These  parents,  who  devote  the  most 
productive  years  of  their  live;  to  earning  and  spending  on  their  children,  are 
entitled  to  something  in  return.     If  the  children,  when  grown,  could  save  seme  of 
their  own  income,    tax-free,  in  a  trust  account  for  their  parents'  retirement,  even 
if  it  were  only  for  a  few  years  that  the  grown  children  had  the  extra  money  to 
put  into  the  savings,   then  their  parents  would  be  better  off  for  thair  old  age. 
Futhermore,   the  family  ties  of  mutual  support  would  be  strengthened. 


REASONS  SUPPORTING  THE  PROVISION 

— The  Social  Security  System  is  in  precarious,  indeed  desparate,  shape. 
Taxpayers  who  really  are  concerned  about  their  parents  need  to  be  able  to  do 


1.     Senate  Special  Committe  on  the  Aging,  p.  xxxii,  Developments  in  Aging:   1973 , 
Report  Nc.   96-55,  96th  Congress,  1st  Session. 
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something  to  help  personally  plan  for  their  retirement  years.    The  government, 
since  it  has  allowed  the  Social  Security  System  to  get  into  such  bad  shape,  ought 
to  do  what  it  can  to  encourage  citizens  to  look  elsewhere  for  old  age  relief. 

— This  provision  could  strengthen  family  unity  over  the  course  of  several  genera- 
tions.    If  people  knew  that  they  would  be  receiving  part  of  their  old  age  support 
from  their  children,  they  would  not  be  as  prone  to  pride  and  independence  as 
they  sometimes  ara;  they  would  tend  to  have  a  more  patient  and  tolerant  attitude 
toward  their  children,  with  mare  inter-generational  communication  all  through  the 
life  cycle.     This  shift  in  attitude  and  behavior  would  have  to  come  very,  very 
gradually,  but  it  would  be  a  shift  for  the  better. 

COST  OF  THE  PROVISION 

The  savings  made  possible  under  the  Parental  Support  Account  would  help  to 
generate  income  while  they  were  being  saved;  when  used  as  income  by  the  beneficiary, 
the  money  would  be  taxable  by  the  government. 

There  will  be  an  initial  revenue  loss  to  the  government  because  of  savings 
under  this  provision7  but  there  will  also  be  some  long-term  return  to  the 
government,  either  in  expenditures  not  made  or  in  direct  tax  revenue-    The  human 

good  factor  would  be  considerable. 
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SOCIAL  SECURITY-IS  REFORM  POSSIBLE? 

by  Hans  F.  Sennholz* 


Charitable  acts  which  sooth  the  human  heart,  heal 
painful  wounds,  and  give  relief  to  distress,  stay  with 
us  forever.  To  many  of  its  ardent  supporters,  the 
Social  Security  System  seems  to  rest  on  this  pillar  of 
social  living.  But,  unfortunately,  they  are  confusing 
charity  with  politics,  benevolence  with  power,  and 
sharing  with  taking.  Thoughts  of  charity  probably 
never  occurred  to  the  founders  of  the  Social  Security 
Systems  that  have  come  into  existence  since  the 
1880's.  The  German  system,  which  pointed  the  way 
to  all  others,  was  born  in  a  play  of  power  that  was 
intended  to  redirect  the  allegiance  of  the  working 
classes  from  Marxism  to  nationalism.  The  American 
Social  Security  System,  which  was  one  of  the  last  in 
the  Western  world,  was  born  as  a  full-employment 
measure  during  the  Great  Depression.  Charity  as  a 
benevolent  act  called  for  by  religious  or  moral  con- 
cern, had  no  part  in  its  inauguration,  either. 

THE  TRANSFER  SYSTEM  -  AN 
IRONIC  FAILURE 

But  no  matter  what  we  may  think  of  the  motive 
powers  that  gave  birth  to  the  Social  Security  Systems 
of  the  past,  we  cannot  deny  that  today's  American 
version  is  the  greatest  political  transfer  system  ever 
devised.  In  1981  it  is  estimated  that  the  United  States 
Social  Security  System  will  pay  3135  billion  to  19.8 
million  retired  workers,  2.9  million  disabled  workers 
and  their  13.2  million  dependents  and  survivors. 
More  than  100  million  workers  and  their  employers 
are  expected  to  pay  $130  billion  in  payroll  taxes  to 
cover  these  costs. 

Ironically,  in  most  of  its  endeavors,  the  transfer 
state  accomplishes  the  very  opposite  of  what  it  sets 
out  to  achieve.  The  Social  Security  System,  with  all 
its  political  intentions,  is  probably  the  most  spectacu- 
lar failure  of  them  all.  Bom  during  the  Great  Depres- 
sion, it  was  originally  intended  to  be  a 
full-employment  measure,  as  mentioned  above. 
Social  security  would  retire  older  workers,  thereby 


opening  up  more  jobs  for  younger  workers.  But  the 
unemployment  problem  it  was  intended  to  solve,  is 
still  with  us,  with  all  its  urgency  and  severity.  This  is 
so  even  though  Social  Security  is  now  received  by 
nearly  all  senior  Americans.  So,  Social  Security  has 
failed  utterly  as  an  employment  measure.  Millions  of 
Americans  walking  the  streets  in  idleness  and  dejec- 
tion are  testimony  to  that. 

The  System  was  intended  to  endow  every  person 
with  the  right  to  a  minimum  income  upon  retirement, 
lest  he  should  become  dependent  upon  his  family  and 
others.  But,  undoubtedly,  it  has  weakened  the  will  to 
independence,  and  has  subjected  most  retirees  to 
dependence  upon  the  discretion  and  benevolence  of 
politicians. 

Politicians  determine  the  conditions  of  eligibility. 
They  define  the  concepts  of  "covered  employment," 
retirement  age,  limits  of  earned  income,  the  tax  rates 
on  covered  workers  and  employers,  ceilings  on  taxa- 
ble wages,  etc.  They  define  the  rights  of  a  covered 
worker's  dependents  to  additional  benefits.  In  other 
words,  there  is  not  a  single  phase  of  our  Social  Secur- 
ity program  that  does  not  depend  on  the  politicians' 
notions  of  social  justice  and  economic  adequacy. 

Though  the  promise  of  Social  Security  to  create 
full-employment  has  turned  out  to  be  a  false  one,  and 
though  Social  Security  recipients  are  now  dependent 
upon  the  impersonal  welfare  state  for  sustenance, 
still  Social  Security  seems  to  have  wide-spread  sup- 
port. Why  is  Social  Security  favored  by  so  many? 


•Dr.  .-wnnhniz  la  one  of  the  clearest  voices  of  economics  today.  In  more  than  400 
publications  and  five  books  he  has  discussed  all  aspects  of  the  American  financial  and 
economic  ailemma.  In  public  lectures  and  speeches  throughout  the  country  he  is  continu- 
ally reaching  college  youth  and  professional  organizations  expounding  the  virtue  of 
balanced  budgets,  honest  money  and  individual  self-reliance.  Since  1956  Hans  Sennholz 
has  been  Professor  of  Economics  and  Chairman  of  the  Economics  Department  at  Grove 
City  College.  Grove  City.  I'j.  His  most  recent  book  11979)  is  The  Age  of  Inflation. 
-Copyright.  Public  Policy  Educational  Fund.  Inc. 
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SOCIAL  SECURITY  -  PUBLIC  ASSISTANCE 
OR  EARNED  BENEFITS?  • 

Some  simply  revere  Social  Security  because  it  was 
a  product  of  the  New  Deal.  They  regard  Social 
Security  as  an  ancient  political  cow,  that  is,  as 
sacred.  Others  cite  personal  examples  to  "prove"  that 
Social  Security  is  irreplaceable.  "Where  would  Aunt 
Lucy  be  today  without  Social  Security?"  they  may 
gravely  say. 

Nevertheless,  the  most  common  argument  is  more 
aggressive  than  these  sentiments.  Say  Social  Secur- 
ity recipients,  current  and  future,  "I  paid  in,  I  contrib- 
uted, therefore  I  deserve  benefits."  Such  a  statement 
discloses  probably  the  mo3t  common  misconception 
about  Social  Security.  Most  recipients  apparently 
sincerely  believe  that  they  are  drawing  out  in  benef- 
its what  they  actually  paid  in  from  their  pay  checks. 
But,  of  course,  the  connection  between  benefits 
received  and  former  payments  is  a  very  weak  one. 

Simple  calculation  easily  ascertains  that  many 
present  beneficiaries  withdraw  in  several  months 
what  they  contributed  since  the  initiation  of  the  Sys- 
tem. After  they  have  received  the  equivalent  of  their 
own  contribution,  the  '  right"  to  old-age  income 
obviously  constitutes  the  right  to  support  by  the  state 
and  ultimately  by  his  tax-paying  fellowmen.  The 
term  "insurance",  in  this  respect,  means  public 
assistance. 

A  simple  example  may  illustrate  the  case.  Let  us 
assume  that  a  married  person  who  regularly  paid  his 
payroll  taxes  since  the  initiation  of  the  System 
retired  after  twenty  years  of  coverage,  on  January  1, 
1957.  Let  us  also  assume  that  he  contributed  the  max- 
imum payable  under  the  law.  From  1937  through 

1949,  he  contributed  1  percent  on  $3,000  annual 
income,  $30  per  year,  or  a  total  of  $390  in  13  years.  In 

1950,  he  paid  1V2  percent  on  $3,000  or  $45.  From  1951 
through  1953,  his  payment  amounted  to  l'/2  percent 
on  $3,600  or  $72.  In  1955  and  1956,  his  taxes 
amounted  to  2  percent  on  $4,200  or  a  total  of  $168. 
Altogether  he  paid  no  more  than  $837  during  the  first 
20  years  of  coverage.  If  we  add  an  equal  amount  of 
"employer  contribution",  which  actually  came  out  of 
his  pay,  his  total  contribution  to  the  System 
amounted  to  $1,674. 

In  1957,  this  payment  entitled  a  retiring  couple  to 
receive  $162.80  in  monthly  benefits,  which  since  then 
have  been  raised  to  $516  per  month.  In  other  words, 
in  1957  they  received  in  ten  months  and  eight  days 
the  equivalent  of  their  total  contributions.  His  life 
expectancy,  however,  amounted  to  approximately  13 
years,  hers  to  18  years.  If  they  are  still  alive  today, 
twenty-three  years  later,  they  are  collecting  every 
three  months  and  eight  days  what  they  paid  in  since 
the  beginning!  Their  total  benefits  have  exceeded 
$50,000  on  total  contributions  of  $1,674  or  30  times 
more  than  they  paid  in. 

Take  a  more  recent  example  calculated  by  U.S.  News 
and  World  Report.  Assume  that  a  married  person 
retired  on  January  1,  1980.  His  wife  also  is  65.  If  he 
paid  the  maximum  tax  since  the  program  started  in 
1937,  Social  Security  took$ll,202.97inpavro// taxes. 


His  employer  also  paid  that  sum.  He  received  no 
interest  on  his  contribution,  but  he  did  get  a  form  of 
life  insurance.  In  the  first  year  of  retirement,  he  will 
get  back  in  benefits  $11,154.90,  almost  as  much  as  he 
paid  in  during  the  past  43  years.  And  the  benefits  will 
keep  coming,  probably  in  higher  checks,  as  long  as  he 
lives.  He,  too,  will  receive  more  than  he  and  his 
employer  paid  in. 

But  how  is  it  economically  feasible  that  the  Social 
Security  Administration  can  pay  many  times  more 
in  benefits  than  it  actually  receives  in  contributions? 
Part  of  the  answer  is  that  for  many  years  it  merely 
extended  the  compulsory  coverage  to  an  ever- 
widening  circle  of  tax-payers.  As  long  as  additional 
millions  of  workers  were  added  to  the  rolls,  workers 
who  were  taxed  but  remained  ineligible  for  payments 
because  they  had  not  yet  reached  retirement  age,  the 
means  for  the  beneficiaries'  support  were  secured. 
But,  at  the  same  time,  the  System  created  more  and 
more  future  liabilities  in  order  to  stay  solvent  for  the 
moment.  Moreover,  both  the  tax  rates  and  the  taxa- 
ble income  of  the  working  population  were  raised 
sharply,  which  managed  to  yield  the  revenue  needed 
for  current  outlays.  At  the  present,  payroll  taxes 
again  are  falling  short  of  the  benefits.  And,  accord- 
ing to  the  Social  Security  Administration  itself,  the 
actuarial  deficit,  or  unfunded  liability,  amounts  to 
more  than  $2. 1  trillion,  which  forebodes  much  higher 
payroll  taxes  in  the  future. 

A  TRANSFER  SYSTEM  BUILDS  ON  VICTIMS 

The  Social  Security  System,  as  so  many  other 
redistribution  programs,  divides  society  into  two  dis- 
tinct classes-the  beneficiaries  and  the  victims.  This 
ominous  development  should  not  surprise  us.  If  it  is 
true  that  the  first  generation  has  received  a  multiple 
of  benefits  over  its  contributions,  the  following  gener- 
ations must  bear  the  burden  of  debt  and  receive  less 
than  they  pay  in.  The  Social  Security  System  is  prom- 
oting consumption  and  benefits  for  the  present  gen- 
eration at  the  expense  of  future  generations.  On  a 
massive  scale,  it  redistributes  income  and  wealth 
from  young  taxpayers  to  the  older  beneficiaries,  so 
that  today  the  young  are  victims  and  the  elderly 
beneficiaries. 

Physicians,  dentists,  attorneys,  corporate  execu- 
tives and  other  professional  people,  together  with 
independent  businessmen,  almost  invariably  belong 
to  the  class  of  victims.  This  occurs  because  of  the 
"earnings  limits"  from  age  65  to  72.  In  spite  of  their 
accumulated  contributions,  workers  lose  their  rights 
to  a  portion  of  their  monthly  benefits  if  they  continue 
to  earn  $417  in  monthly  fees.  Only  when  they  reach 
an  age  of  72  are  they  entitled  to  their  full  benefits, 
even  when  earning  income.  It  should  be  obvious  that 
any  physician  who.  at  age  65,  is  on  his  feet  and  in 
possession  of  his  faculties  is  earning  more  than  $417 
per  month  or  $5,000  per  year.*  But  how  many  are 
can  expect  to  live  long  enough  to  collect  what  they 
paid  in  during  a  long  professional  career. 

•Income  limits  apply  only  to  "earninizs".  So  called  unearned  income  -  pensions,  divi- 


567 


The  Social  Security  program  taxes  the  professional 
class  in  order  to  support  lower-income  retirees.  But 
even  among  the  latter,  it  injures  the  active  and  dili- 
gent who  prefer  to  continue  to  work  after  65.  The 
laborer,  too,  loses  his  right  to  full  monthly  benefits  if 
he  should  earn  more  than  $417.  He  loses  $1.00  in 
benefits  for  each  additional  $2.00  earned  over  $5,000 
per  year.  In  other  words,  to  many  workers  after  65  it 
is  more  profitable  to  work  only  part  time,  merely 
earning  the  permissible  wage  that  does  not  deprive 
them  of  their  benefits.  Many  others,  especially  the 
unskilled  and  untrained,  do  not  work  at  all  because 
the  potential  labor  income  is  too  small  when  com- 
pared with  Social  Security  benefits.  In  both  cases,  the 
System  supports  and  encourages  the  inactivity  of 
less  productive  workers  with  funds  that  are  taken 
from  active  professional  people.  These  continue  to  be 
taxed,  regardless  of  age,  as  long  as  they  are  render- 
ing services  and  earning  labor  incomes. 

In  1980,  employees  were  paying  taxes  on  the  first 
$25,900  of  wages  at  a  rate  of  6.13  percent,  amounting 
to  $1,587.67.  Bearing  in  mind  that  the  employer's 
contributions  actually  are  fringe  benefits  that  are 
earned  by  employees,  their  total  tax  liabilities 
amount  to  $3,175.34.  In  1981  and  1982,  maximum 
wages  subject  to  taxation  will  go  up  to  $29,700  and 
$31,800  respectively,  which  means  that  the  maxi- 
mum tax  is  scheduled  to  rise  about  33  percent  from 
$3,175.34  in  1980  to  $4,261.20  in  1982.  In  short,  the 
Social  Security  System  is  extracting  an  ever  larger 
share  of  income  from  the  working  population.  It 
redistributes  earned  income  from  one  social  class  to 
another,  and  thereby  breeds  hostility  and  conflict.  It 
encourages  idleness  rather  than  fruitful  activity,  pol- 
itical dependence  rather  than  self-reliance,  spending 
rather  than  thrift.  And,  above  all,  it  has  incurred  a 
two  trillion  dollar  deficit  which  it  is  now  loading  on 
the  backs  of  future  generations. 

NEEDED  REFORMS 

In  the  coming  years  and  decades  the  Social  Secur- 
ity System  will  undergo  many  changes  and  altera- 
tions. No  system  can  forever  live  beyond  its  means 
and  shift  an  ever  growing  burden  of  debt  to  future 
generations.  Sooner  or  later  the  victim  generations 
may  resent  the  shifting  and  endeavor  to  lighten  their 
load  through  realistic  reductions  in  benefits  or  out- 
right repudiation  of  inherited  tax  liabilities  via  infla- 
tion or  other  default  devices. 


tributions  made  during  the  productive  years,  the 
recipient  should  undergo  a  means  test.  A  millionaire 
who  has  received  an  amount  equal  to  his  contribu- 
tions should  receive  no  more.  A  poor  retiree  who  is 
lacking  the  means  of  support  should  continue  to 
draw  his  benefits.  But  they  should  be  truthfully 
called  "Social  Security  assistance." 

3.  Parent  and  Child  -  When  Social  Security  assist- 
ance seems  to  be  called  for,  the  children  of  a  retired 
worker  should  be  given  an  opportunity  to  contribute 
to  the  support  of  their  parents.  As  the  parents  are 
responsible  for  their  children,  so  are  children  respon- 
sible for  their  parents.  No  Social  Security  System 
should  eradicate  this  moral  law  and  Biblical  com- 
mandment. 

4.  Conscientious  Objectors  -  The  System  should  not 
violate  the  religious  and  moral  principles  of  conscien- 
tious objectors.  Even  in  such  a  vital  matter  as 
national  defense,  American  society  has  always 
respected  the  principles  of  those  Americans  who 
refused  to  bear  arms  or  participate  in  military  ser- 
vice. The  same  respect  should  be  accorded  to  all  reli- 
gious and  moral  objectors  to  Social  Security. 

5.  Relief  for  Young  Workers  -  To  grant  relief  to  the 
primary  victims  of  the  System  and  abate  the  frantic 
shifting  of  burdens  to  future  generations,  we  should 
seek  to  protect  our  youth  by  limiting  its  losses.  To  this 
end  it  is  proposed  that  no  worker  should  Deforced  to 
contribute  more  than  twice  the  amount  he  would  pay 
to  a  private  insurer  for  identical  coverage  and 
benefits. 

The  financial  dilemma  of  the  Social  Security  Sys- 
tem is  giving  rise  to  numerous  reform  proposals. 
Many  turn  out  to  be  new  concoctions  of  the  same  old 
redistribution  medicine,  prescribing  new  victims  for 
old  beneficiaries.  These  proposals  however,  begin 
with  truth  and  information,  which  are  the  seeds  for  a 
true  reform.  Reformation  is  a  work  of  time.  A 
national  institution,  however  wrong  and  harmful  it 
may  be,  cannot  be  totally  changed  at  once.  We  must 
rebuild  and  regenerate  the  moral  awareness  that  will 
slowly  bring  people  to  adopt  what  would  offend  them 
if  it  were  introduced  by  legislation  and  force. 
February,  1981 


There  can  be  no  genuine  reform  of  the  Social  Secur- 
ity System  until  we  become  aware  of  the  truth  of  its 
massive  redistribution.  To  this  end  the  following 
reforms  are  offered: 

1.  Information  to  Recipients  -  To  restore  a  common- 
place truth  and  realism,  every  recipient  of  Social 
Security  benefits  should  be  informed  of  the  nature 
and  source  of  his  benefits.  Every  check  should  carry  a 
stub  that  reveals  the  dollar  amount  contributed  to  the 
System  by  him  and  his  employer  and  the  cumulative 
amount  of  benefits  received  by  him  as  of  that  check, 

2.  Means  Test  Applied  -  When  the  total  benefits 
received  in  retirement  by  a  recipient  exceed  the  con- 
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Mr.  Pickle.  The  next  panelist  is  Judith  Finn  of  Oak  Ridge. 

STATEMENT  OF  JUDITH  FINN,  OAK  RIDGE,  TENN. 

Mrs.  Finn.  Good  morning.  I  am  Judith  Finn.  I  am  a  homemaker 
from  Oak  Ridge,  Tenn.  I  was  trained  as  an  economist  and  political 
scientist  and  I  worked  for  several  years  doing  public  policy  re- 
search and  teaching  political  science  before  I  became  a  mother  5 
years  ago. 

I  became  interested  in  the  treatment  of  women  under  social 
security  when  I  heard  former  Secretary  of  HEW  Califano  on  the 
news  saying  how  the  proposals  in  the  "Changing  Roles  Report" 
would  improve  the  treatment  of  women— by  cutting  the  benefits 
for  the  one-income  family  by  19  percent. 

I  got  a  copy  of  that  report  and  began  what  turned  out  to  be  a 
lV2-year  thorough  evaluation  of  the  proposed  reforms  of  the  social 
security  system  with  respect  to  the  treatment  of  women.  This 
research  is  now  being  published  as  a  monograph  by  the  Free  Con- 
gress Research  and  Education  Foundation  here  in  Washington. 

The  main  conclusion  of  my  research  is  that  the  dependent  wife's 
benefit  should  be  retained,  even  in  the  face  of  the  necessity  which  I 
recognize  to  cut  the  total  costs  of  social  security.  I  am  grateful  for 
this  opportunity  to  summarize  the  results  of  my  research  here 
today. 

So  many  of  the  proposed  reforms  for  the  treatment  of  women 
under  social  security  have  in  common  the  elimination  of  the  wife's 
benefit  that  considerable  attention  was  given  to  the  arguments 
both  political  and  in  the  academic  literature  against  the  wife's 
benefit.  Most  of  the  arguments  are  specious  and  none  provides  an 
adequate  rationale  for  the  elimination  of  the  benefit. 

In  my  written  statement,  which  I  am  submitting,  I  summarize 
these  arguments  and  refute  each  one,  and  I  refer  you  to  that,  since 
you  haven't  seen  a  lot  of  this  material  before. 

These  arguments  are  also  inadequate  to  determine  whether  the 
benefit  should  be  eliminated  or  retained,  so  it  was  necessary  to 
properly  evaluate  the  wife's  benefit  in  terms  of  its  original  purpose 
and  intended  functions  and  their  applicability,  usefulness,  and  cost 
today. 

Benefits  for  wives'  and  widows'  were  added  to  social  security  in 
1939  to  strengthen  protection  for  families— in  direct  recognition  of 
the  family  as  the  basic  unit  of  our  society  and  of  the  value  of 
mothering  and  homemaking. 

In  my  study,  I  found  that  the  wife's  benefit  is  still  performing  its 
original  function  of  providing  economic  security  in  retirement  for 
the  one-income  family  and  for  the  two-income  family  with  a  sec- 
ondary earner  who  is  primarily  a  homemaker.  It  continues  to 
guarantee  a  minimum  benefit  to  wives  whether  they  work  inside  or 
outside  the  home. 

The  most  important  reason  that  the  wives'  and  widows'  benefits 
should  be  retained  is  that,  totally  apart  from  the  income  effects  of 
this  benefit  cut  on  traditional  families  where  the  wife  has  been 
primarily  a  homemaker,  it  would  have  severe  adverse  effects  on 
the  society  as  a  whole.  That  is,  the  elimination  of  these  benefits 
would  induce  many  mothers  who  would  otherwise  choose  to  stay  at 
home  and  take  care  of  their  own  children  to  enter  the  labor  force. 
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This  assertion  is  not  a  matter  of  disagreement  among  economists. 
Indeed  some  like  Rita  Ricardo-Campbell  have  even  argued  that  it 
would  be  a  good  thing  for  the  long-run  solution  to  social  security 
financing.  But  my  careful  review  of  social  science  research  that 
bears  on  this  question  indicates  that  it  would  not  be  a  good  thing.  I 
have  documented  this  conclusion  in  my  written  statement,  and 
here  I  will  briefly  summarize  the  harmful  effects  of  inducing  more 
mothers  into  the  labor  force  by  eliminating  the  wives'  and  widows' 
benefits. 

Most  importantly,  inducing  mothers  into  the  labor  force  who 
would  otherwise  have  chosen  to  stay  at  home  will  adversely  affect 
the  quality  of  child  care  and  child  development.  Research  in  the 
field  of  child  development  documents  the  importance  of  children 
being  cared  for  by  their  mothers — or  mother  figures — in  the  home 
for  proper  development. 

A  review  of  the  work  of  research  psychologists  concludes  that  the 
trend  toward  more  and  earlier  out-of-family  care  is  without  any 
systematic  research  basis  and  has  negative  social,  emotional,  and 
cognitive  effects  on  children  as  a  result  of  mother-child  discontinu- 
ity. 

They  also  conclude  that  the  strength  and  quality  of  attachment 
or  bonding  is  principally  determined  by  the  amount  and  kind  of 
care  given  by  the  mother — or  mother  figure  *  They  stress  the  impor- 
tance of  full-time  child  and  parent  involvement  in  the  home  and  its 
related  activities. 

The  results  from  the  developmental  psychology  literature  on  the 
importance  of  mothers'  influence  on  child  development  are  bol- 
stered by  the  results  of  human  capital  studies  by  economists.  They 
have  proven  that  parental  time  inputs  are  positively  related  to 
child  development  as  measured  by  the  child's  educational  attain- 
ment and  subsequent  earnings.  Further,  time  budget  studies  docu- 
ment the  fact  that  parents  spend  less  time  with  their  children 
when  the  mother  is  working  outside  the  home. 

It  might  be  argued  that  these  research  results  should  be  ques- 
tioned because  they  conflict  with  our  experience.  We  all  know 
working  mothers  whose  children  have  turned  out  just  great. 

However,  the  research  results  I  am  referring  to  are  based  on 
averages  and  cannot  be  refuted  by  citing  individual  cases  which  are 
exceptions.  Further,  it  is  worth  noting  that  the  extent  to  which 
parental  time  inputs  to  their  children  decline  when  mothers  work 
outside  the  home  varies  with  the  educational  level  of  the  mother. 

College-educated  mothers  have  been  shown  to  reduce  their  child- 
care  time  by  only  about  25  percent  when  they  go  to  work  in  paid 
employment — while  high-school-educated  mothers  show  much 
larger  reductions  in  child-care  time.  Since  most  of  us  have  had  the 
advantages  of  a  college  education  and  spend  most  of  the  time  in 
the  company  of  similarly  educated  people,  it  would  be  dangerous  to 
generalize  on  this  subject  from  observation  of  the  people  around  us. 
Thus  the  negative  effect  would  be  the  greatest  on  those  children 
who  need  the  most  help;  that  is,  those  whose  parents  have  below- 
average  levels  of  education  and  spend  comparatively  less  time  on 
child  care  in  the  first  place. 

The  second  adverse  effect  of  inducing  greater  labor  force  partici- 
pation by  married  women  through  eliminating  wives'  and  widows' 
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benefits  is  that  it  would  worsen  the  already  difficult  financial 
situation  projected  for  social  security  during  the  second  and  third 
decades  of  the  21st  century.  This  is  so  because  there  is  a  negative 
relationship  between  fertility  and  labor  force  participation.  A  de- 
cline in  the  birth  rate  would  mean  a  decline  in  the  number  of 
future  contributors  to  the  pay-as-you-go  social  security  system,  an 
effect  that  would  offset  some  of  the  savings  projected  by  the  elimi- 
nation of  these  dependents'  benefits. 

The  third  adverse  effect  is  that  if  the  Government  adopts  policies 
which  induce  more  married  women  into  the  labor  force,  it  will 
exacerbate  the  problem  of  high  youth  unemployment  and  create 
increased  pressures  for  the  kind  of  monetary  and  fiscal  policies 
which  have  contributed  heavily  to  the  high  rate  of  inflation  we 
suffer  today. 

No  economist  would  deny  that  the  unemployment  problem  has 
been  made  more  difficult  by  the  continual  increase  in  the  propor- 
tion of  women  who  are  working  or  looking  for  work.  The  social 
programs  which  have  been  designed  to  help  combat  the  unemploy- 
ment problems  of  the  disadvantaged,  like  CETA,  cost  billions  annu- 
ally and  contribute  to  our  current  high  rate  of  inflation.  Without 
denying  that  all  women  who  wish  to  work  have  the  right  to  com- 
pete freely  and  equally  in  the  labor  market,  it  must  be  concluded 
that  our  social  security  policy  should  not  induce  full-time  home- 
makers  to  enter  the  labor  force. 

In  closing,  I  note  that  I  am  appearing  here  not  as  a  political 
activist  but  as  a  researcher.  Each  of  my  assertions  if  fully  docu- 
mented in  the  written  statement  I  have  filed  with  your  committee. 

The  fact  that  these  research  results  have  not  previously  been 
introduced  into  the  discussion  of  the  treatment  of  women  under 
social  security  is,  in  my  mind,  a  curious  omission.  I  suspect  it  is 
related  to  the  fact  that  most  homemakers  are  not  researchers. 

Further,  it  seems  that  those  paid  to  provide  you  with  guidance 
on  this  subject  have  mixed  their  values  about  preferred  lifestyle 
with  their  research — otherwise  the  omission  is  inexplicable. 

Thank  you. 

Mr.  Pickle.  Thank  you,  Mrs.  Finn. 
[The  prepared  statement  follows:] 
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Statement  of  Judith  Finn 


Many  critics  of  social  security  have  recommended  the  elimination  of 
secondary  benefits  for  dependent  wives  and  widows.    Most  recently,  Rita 
Ricardo-Campbell  called  for  their  gradual  phase  out  over  thirty  years,  when 
she  testified  before  this  Committee  a  few  weeks  ago.    In  this  statement 
the  arguments  against  the  wives  and  widows  benefits  are  evaluated  and  found  to 
be  inadequate  to  justify  the  elimination  of  these  benefits.    In  addition  the 
historical  justification  for  the  dependent  wife*s  and  widow's  benefits  is 
presented,  and  the  benefits  are  evaluated  in  terms  of  their  intended  functions 
and  their  applicability  and  usefulness  today.    The  remainder  of  this  statement 
identifies  the  adverse  effects  of  eliminating  the  benefits  for  dependent 
wives  and  widows.    By  inducing  more  married  women  to  work  outside  the  home  this, 
change  would  have  an  adverse  effect  on  child  development,  would  decrease 
fertility  and  thereby  worsen  the  long-run  financial  position  of  social  security, 
and  would  exacerbate  unemployment  problems. 

THE  WIFE'S  BENEFIT:    ATTACKED  AND  DEFENDED 

Five  arguments  used  to  justify  the  elimination  of  the  wife's  benefit 
will  be  presented  and  then  each  in  turn  will  be  evaluated. 

Changing  Roles  of  Women 

The  argument  most  frequently  made  to  justify  the  elimination  of  the 
wife's  benefit  is  that  the  structure  of  our  society  is  changing,  women's  roles 
are  changing,  and  social  security  law  has  not  been  adapted  to  reflect  these 
changes.    Social  security  worked  well  in  the  1930s  and  still  works  well  for 
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the  traditional  family  in  a  life-long  marriage,  where  the  husband  is  the 
breadwinner  and  the  wife  a  homemaker  (dependent  wife)  caring  for  their 
children  [38,  p.  79].    But,  it  is  argued,  this  family  pattern  is  no  longer 
typical.    The  labor  force  participation  of  married  women  has  increased  from 
14  percent  in  1940  to  47  percent  in  1978,  and  the  incidence  of  divorce  has 
increased  from  one  out  of  every  six  marriages  in  1940  to  one  in  two  today. 
There  have  also  been  changes  in  the  way  society  in  general  thinks  about  the 
role  of  women,  and  changes  in  the  values,  expectations,  and  the  institution  of 
marriage,  due  in  large  part  to  the  increasing  labor  force  participation  of 
women  [38,  p.  79  and  1,  p.  90]. 

Both  the  HEW  Changing  Roles  Report  and  the  1979  Advisory  Council  contend 
that  there  is  a  growing  perception  that  married  women  should  not  be  treated  as 
dependents  under  social  security  because  so  many  of  them  work  in  paid  jobs  and 
are  not  financially  dependent  on  their  husbands.    They  also  argue  that  women 
are  increasingly  recognized  as  equal  partners  in  marriage,  which  is  viewed  as 
an  interdependent  economic  relationship  where  each  spouse  renders  services  of 
an  economic  value  to  the  family  [1,  pp.  90-91  and   37  summary  p.  2].  These 
critics  conclude  that  social  security  should  be  changed  so  that  it  accommo- 
dates the  diversity  of  roles  and  work  patterns  of  men  and  women  in  today's 
society. 

Nearly  all  these  critics  agree  that  the  wife's  benefit  should  be 
eliminated  in  response  to  these  changes.    It  is  argued  that,  whereas  the  wife': 
benefit  responded  quite  reasonably  to  the  mores  as  well  as  the  practicalities 
of  another  era,  today  "the  allocation  of  noncontri butory  benefits  seems  quite 
arbitrary,  and  the  tax  burden  associated  with  those  benefits  weighs  heavily  on 
the  large  and  growing  portion  of  the  work  force  that  does  not  receive  them" 
[23    p.  840].    Critic  Marilyn  Flowers  says  that  the  wife's  benefit  is  increas- 
ingly unpopular  because  of  the  increasing  labor  force  participation  by  women 
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and  the  increasing  number  of  women  becoming  entitled  to  social  security 
retirement  benefits  on  their  own  earnings  records  (-65  percent  of  those 
becoming  eligible  in  1970).    Thus  she  suggests  it  is  "not  surprising  that  the 
reform  proposals  have  been  of  the  type  which  would  alter  the  relative  alloca- 
tion of  retirement  benefits  in  favor  of  households  in  which  both  the  husband 
and  wife  have  significant  earnings  histories"  [15,  p.  18]. 

The  Elimination  of  Dependency 

Another  frequent  argument  for  the  limitation  of  the  wife's  benefit  is 
that  all  individuals  should  have  coverage  "in  his  or  her  own  right"  rather 
than  as  dependent  spouses  of  covered  workers.    These  arguments  express  a  con- 
sensus that  dependency  is  demeaning,  and  that  assuming  a  homemaker  to  be 
economically  dependent  upon  her  husband  is  to  demean  her.    However,  there  is 
no  consistent  rationale  for  this,  widespread  objection.    It  apparently  means 
different  things  to  different  critics.    Some  object  to  the  "whole  structure  of 
dependents'  benefits"  under  social  security,  an  argument  which  encompasses 
rather  than  adds  anything  to  all  the  other  ones  against  the  wife's  benefit. 
They  object  to  dependency  because  it  is  the  existence  of  the  wife's  benefit 
which  causes  the  alleged  inequities  [38,  pp.  141-142  and  Congressional  Record, 
House  of  Representatives,  Oct.  26,  1977,  pp.  11554-5].    Munnell  argues  that 
awarding  benefits  on  a  family  basis  while  taxing  on  an  individual  basis 
creates  inequities  [25  ,  p.  44]. 

Others  object  to  the  dependency  provisions  on  the  grounds  that  they  are 
no  longer  a  reflection  of  reality.    The  HEW  Changing  Roles  Report  argues  that, 
because  47  percent  of  married  women  are  in  the  labor  force,  married  women  are 
not  economically  dependent  on  their  husbands.    Secretary  Califano  said  in  his 
press  release  on  the  HEW  Changing  Roles  Report  that  since  nearly  90  percent  of 
all  women  work  for  pay  at  some  period  of  their  lives,  "it  is  simply  not  fair 
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or  realistic  for  social  security  to  treat  those  women  as  adult  dependents  who 
had  never  worked  when  they  reach  retirement  age.  Hf  the  program  is  to  main- 
tain the  public  support  upon  which  it  depends,  women  must  have  better  access 
to  benefits  in  their  own  right"  [9  ,  p.  7]. 

Other  critics  object  to  the  dependency  provisions  of  social  security  on 
the  grounds  that  homemakers  make  an  economic  contribution  to  their  families. 
According  to  the  1979  Advisory  Council,  it  is  this  recognition  that  women  are 
important  contributors  to  the  economic  well-being  of  the  family,  whether  they 
work  inside  or  outside  the  home,  which  produces  the  desire  that  women  be 
entitled  to  benefits  in  their  own  right,  not  simply  or  primarily  as  economic 
dependents  of  their  spouses  [1,  p.  91  and  37,  p.  35]. 

Discourages  Labor  Force  Participation  by  Married  Women 

Rita  Ricardo  Campbell  is  concerned  that  the  wife's  benefit  discourages 
women  from  working  outside  the  home.    She  argues  that  the  loss'  of  economic 
product  to  society  because  of  the  penalties  imposed  by  the  tax  system,  and 
especially  by  social  security  taxes  on  married  women,  will  become  more  crit- 
ical as  the  ratio  of  beneficiaries  to  workers  increases.    The  need  for  more 
revenues  to  finance  social  security  benefits  will  have  to  come  from  the  taxes 
on  relatively  fewer  workers.    "It  may  be  in  the  area  of  inducing  a  higher 
labor  force  participation  rate  by  women,  rather  than  in  attempting  to  extend 
normal  retirement  age  to  68  years,  that  long-run  solutions  may  be  successfully 
sought"  [11,  p.  186]. 

Michael  Boskin  argues  that  the  wife's  benefit  produces  a  misallocation  of 
resources  resulting  .in  a  loss  of  social  welfare  to  the  nation.    He  argues  that 
the  wife's  benefit  reduces  the  work  incentive  for  married  women.    Thus,  married 
women  are  caused  to  change  their  allocation  of  time  between  home  and  the  labor 
market  to  something  other  than  what  they  would  have  chosen  in  the  absence  of 
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the  wife's  benefit.     This  "distortion"  of  the  market  mechanism  is  assumed  not 
to  be  justified  on  other  grounds.    Thus,  Boskin  concludes  that  the  wife's 
benefit  results  in  a  loss  of  social  welfare  [8  ,  pp.  255-256]. 

Wife's  Benefit  Alleged  to  be  Inequitable 

There  are  many  versions  of  this  attack  on  the\wife's  benefit.    One  of 
these  is  that  the  wife's  benefit  discriminates  against  or  hurts  working  women. 
Working  women  are  said  to  feel  cheated  because,  while  they  pay  social  security 
taxes,  they  do  not  get  any  more  or  much  more  in  benefits  than  the  dependent 
wife  who  has  never  paid  her  own  social  security  taxes.    The  HEW  Changing  Roles 
Report  attacks  what  it  calls  a  "duplication  of  protection,"  that  is,  where  the 
social  security  benefits  which  women  earn  as  workers  duplicate  rather  than  add 
to  the  benefits  they  could  have  received  as  wives.    As  a  result,  an  employed 
woman  may  get  no  additional  benefits  or  only  slightly  higher  benefits  than  she 
would  have  received-  as  a  wife  if  she  had  never  worked  [37  ,  pp..  28-29  and  15, 
p.  10  and  39,  p.  5].    Tish  Sommers  argues  that  working  women  pay  twice  and 
only  collect  once,  and  J.  Van  Gorkam  says  that  there  are  now  as  many  women 
"hurt  by  the  spouse  benefit  as  are  helped."    Thus,  he  argues,  "to  eliminate 
the  spouse's  benefit  would  remove  all  the  inequities  and  reduce  the  total  cost 
of  the  system"  [42  ,  p.  33]. 

Another  formulation  of  this  argument  is  that  there  is  an  inequity  against 
the  secondary  earner  in  the  two-income  family  because  the  return  to  social 
security  taxes  paid  is  low.    This  argument  is  the  same  as  the  first  one  except 
that  it  acknowledges  that  the  problem  is  not  related  to  sex,  or  to  how  any 
individual  is  treated  under  social  security,  but  to  a  comparison  of  the  return 
to  one-income  and  two-income  families  from  social  security  taxes  paid.  For 
example,  the  1979  Advisory  Council  is  concerned  about  the  return  to  the 
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secondary  earner  because  of  the  belief  that  it  violates  the  principle  that 
additional  taxes  paid  should  result  in  a  reasonable  return  or  in  additional 
protection  equal  to  at  least  the  value  of  the  worker's  own  additional  contri- 
bution [l,  pp.  67  and  96]. 

Another  complaint  is  that  it  is  unfair  to  ask  all  workers  to  pay  for  the 
wife's  benefit.    This  complaint  attacks  the  legitimacy  of  the  social  adequacy 
goal  itself,  often  asserting  that  its  elimination  would  make  the  system 
"equitable."    Rita  Campbell  recommends  the  elimination  of  the  wife's  benefit 
over  a  30-year  period  in  order  to  transform  social  security  to  reflect  indi- 
vidual equity  rather  than  welfare  needs  [10,  p.  313].  She  argues  that  non- 
working  married  women  entitled  only  to  secondary  benefits  constitute  a 
"special  group,"  in  that  they  receive  benefits,  often  sizable  and  based  only 
on  their  husband's  earnings  [10..,  p.  180].    Thus  she  claims  that  eliminating 
the  wife's  benefit  would  give  greater  equity  to  women  who  work  and  to  single 
workers  [10. ,  p.  186],    Others,  like  Congressman  Bill  Archer  at  the  1979 
Hearings  before  the  House  Ways  and  Means  Subcommittee  on  Social  Security, 
question  the  validity  of  secondary  benefits  such  as  the  wife's  benefit,  sug- 
gesting that  no  one  should  receive  benefits  which  are  not  related  to  the  taxes 
paid  into  social  security  [38,  p.  69]. 
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Portability  of  Earnings  Records  for  Divorce 

Another  reason  given  for  eliminating  the  wife's  benefit  is  that  it  is 
not  the  best  way  of  handling  the  division  of  accumulated  retirement  credits  at 
divorce.    That  is,  divorced  homemakers  who  have  spent  a  substantial  portion  of 
their  married  lives  as  homemakers  may  have  little  or  no  social  security  pro- 
tection in  their  own  right  because  they  have  not  built  up  an  earnings  record  . 
which  would  entitle  them  to  retirement  benefits  [37,  pp.  23-24  and  15  ,  p.  22]. 
Thus  they  have  social  security  protection  only  in  the  form  of  wives'  benefits 
based  on  their  former  husbands'  earnings.    Many  critics  object  to  this 
situation*  and  argue  that  divorce  makes  it  desirable  that  each  married  woman 
have  complete  individual  coverage  [7  ,  p.  245]. 

In  Arvonne  Fraser's  words: 

That  [divorce]  is  the  real  problem;  that  our  lives  are  not  static 
the  way  they  used  to  be.    And  you  just  have  got  to  give  people  a 
portable  record.    You  can't  base  it  on  one  point  in  time  when 
something  happens,  when  one  of  them  dies,  or  leaves  the  other. 
That  is  the  nut  of  the  whole  thing  [39,  p.  37]. 

Thus,  protection  in  one's  own  right  is  alleged  to  be  necessary  so  that 
social  security  protection  will  be  portable  in  case  of  divorce,  and  could  be 
added  to  by  credits  earned  while  in  the  labor  force  following  a  divorce. 


Flowers  stops  short  of  suggesting  the  elimination  of  the  wife's  benefit 
and  suggests  that  a  possible  alternative  would  be  to  pro-rate  a  wife's  or 
widow's  benefits  according  to  the  length  of  her  marriage,  with  full  entitle- 
ment being  achieved  if  the  marriage  lasted  20  years  or  more  [15,  p.  22]. 
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How  Much  Change  in  the  Economic  Role  of  Married  Women?  An 
Evaluation  of  the  First  Two  Arguments  Against  the  Wife's  Benefit 

Most  of  the  debate  about  changing  social  security  to  adapt  to  changes  in 
the  role  of  women  is  based  on  a  faulty  premise.    The  premise  is  that  there  has 
been  a  significant  change  in  the  economic  role  of  married  v/omen.    It  is 
asserted  that  the  increased  labor  force  participation  of  married  women 
signifies  a  fundamental  change  in  their  economic  role;  that,  since  about  half 
of  married  women  now  work,  it  no  longer  makes  sense  to  use  a  social  security 
scheme  which  is  based  on  the  presumption  that  the  wife  is  an  economic  depen- 
dent of  the  husband.    For  example,  the  HEW  Changing  Roles  Report  states, 

There  is  a  growing  perception  that  married  women  should  not  be 
treated  as  dependents  under  social  security  because  so  many  of  them 
work  in  paid  jobs  and  are  not  financially  dependent  on  their 
husbands  [37,  p.  3]. 

I  have  shown  elsewhere  that  social  security  is  almost  completely  sex- 
neutral,  in  that  dependent  spouses  are  to  receive  the  wife's  benefit 
regardless  of  gender.  Cl3j  The  fact  that  most  reformers  ignore  this,  and 

act  as  if  we  had  not  already  granted  husbands  the  same  rights  that  wives  have 
had  since  1939,  is  not  because  the  reformers  are  ignorant  of  the  degree  of 
formal  sex-equality  already  achieved  under  social  security.    Rather  it  reflects 
a  recognition  on  their  part  that  the  dependent  spouse  is  almost  always  the 
wife.    Yet,  curiously,  the  need  for  reform  is  said  to  stem  from  the  alleged 
decrease  in  economic  dependency  of  married  women  due  to  their  increased  ten- 
dency to  work  in  paid  employment.    One  might  legitimately  ask  for  clarifi- 
cation of  the  facts  regarding  the  economic  role  played  by  married  women. 

The.  increase  in  the  labor  force  participation  rate  of  married  women  has 
been  widely  reported.  Table  1  indicates  that  the  proportion  of  married  women 
who  are  working  or  looking  for  work  has  indeed  increased  dramatically. 

However,  it  does  not  follow  that  there  is  anything  like  a  corresponding 
decrease  in  the  proportion  of  women  who  are  economically  dependent  upon  their 
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TABLE  1 

Labor  Force  Participation  Rates^  of  Married  Women  (with  Husband 
Present),  by  Presence  and  Age  of  Children,  1950  to  1977 


Presence  &  Age  of  Children 

1950 

1960 

1965 

1970 

1977 

All  women,  husband  present 

23.8 

30.5 

34.7 

40.8 

46.6 

With  no  children  under  18  yrs. 

30.3 

34.7 

38.3 

42.2 

44.9 

With  children  6-17  yrs.  only 

28.  3 

39.0 

42.7 

49.2 

55.6 

With  children  under  6  yrs. 

11.9 

18.6 

23.3 

30.3 

39.3 

Also  with  children  6-17  yrs. 

12.-6 

18.9 

22.8 

30.5 

38.1 

^Married  women  in  the  labor  force 

as  percent  of 

married 

women 

in  the 

popul ation. 

Source:    U.  S.  Bureau  of  the 

Census , 

Statistical 

Abstract 

of  the 

United 

States:  1978.    (99th  edition),  Washington 

,  D.C.,  1978, 

p.  405. 

TABLE  2 

Percent  Contribution  of  Wives'  Earnings  to  Family  Income  in  1977 


Total  wives 

Median 

Medi  an 

Percent 

Contri  bution 

who  worked 

Earnings 

Fami ly 

Contribution  of 

to  family  income 

in  1977 

of  wives 

Income 

Wives'  Earnings 

Total  (in  thousands) 

26,252 

$  5,110 

$20,040 

25.5 

Percent 

100.0 

Less  than  5.0  percent 

12.9 

400 

18,740 

2.1 

5.0  to  9.9  percent 

9.2 

1,420 

.  18,990 

7.5 

10.0  to  19.9  percent 

17.0 

3,140 

20,400 

15.4 

20.0  to  29.9  percent 

17,9 

5,520 

21,670 

25.5 

30.0  to  39.9  percent 

17.7 

7,890 

22,220 

35.5 

40.0  to  49.9  percent 

13.4 

9,320 

20,850 

44.7 

50.0  to  74.9  percent 

9.5 

10,010 

16,890 

59.3 

75.0  percent  or  more 

2.3 

9,250 

10,480 

88.3 

Note:    Due  to  rounding,  sums  of  individual  items  may  not  equal  totals. 

Source:  Howard  Hayghe,  "Working  Wives'  Contribution  to  Family  Income  in 
1977,"  Monthly  Labor  Review,  October,  1979,  p.  64. 
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husbands.     In  1977  the  average  two-earner  family  had  family  income  of  about 
$20,040,  of  which  25.5  percent  was  provided  by  the  wife.    This  is  shown  in 
Table  2.    If  we  single  out  the  median  to  describe  the  typical  two-earner 
family,  then  we  see  that  the  wife  adds  one  dollar  to  the  family  income  for 
each  three  earned  by  the  husband.    We  think  it  accurate  to  describe  the  wife 
in  this  typical  two-earner  family  as  financially  dependent  on  the  husband,  for 
the  family's  spending  is  based  three  to  one  on  his  earnings.    Of  course,  the 
typical  two-earner  family  as  described  by  the  median  does  not  tell  the  whole 
story:    on  the  one  extreme  we  see  that  nearly  12  percent  of  wives  who  chose  to 
work  in  1977  contributed  half  or  more  of  family  income,  and  at  the  other  we 
see  that  nearly  13  percent  of  the  wives  who  worked  in  1977  contributed  less 
than  five  percent  of  family  income. 

It  is  tempting  to  say  that  the  proportion  of  wives  who  are  not 
financially  dependent  on  their  husbands  is  at  least  12  percent  .of  the  working 
wives,  i.e.,  about  six  percent  of  all  wives,  because  this  many  earned 
50  percent  or  more  of  family  income  in  1977.    However,  we  know  that  the  pro- 
portion of  wives  with  continuous  work  histories  is  much  lower  than  that  of 
husbands  because  most  working  wives  are  mothers  who  spent  some  years  out  of 
the  labor  force  when  their  children  were  young. 

Thus,  the  proportion  of  wives  whose  lifetime  contribution  to  family 
income  is  50  percent  or  more  of  lifetime  family  income  is  surely  less  than  six 
percent.    Published  statistics  do  not  allow  us  to  say  how  much  less,  but  this 
does  not  diminish  the  point  which  emerges  from  these  data:    The  typical  wife 
is  still  financially  dependent  on  her  husband  and  the  proportion  of  wives  who 
are  not  is  still  very  small. 

We  do  not  have  good  evidence  on  the  portion  of  family  income  contributed 
by  working  wives  when  social  security  was  being  designed,  but  the  available 
evidence  indicates  that  for  those  families  with  working  wives  the  proportion 
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contributed  by  the  wife  was  the  same  (25  percent)  in  1920  as  it  was  in  1977 
(25  percent)  [19,  p.  62]. 

The  reformers  have  been  misled  by  the  rising  rate  of  labor  force 
participation  of  married  women.    The  proportion  of  married  women  who  work  has 
increased  dramatically,  but  the  typical  working  wife  was  in  the  past,  and 
still  is,  financially  dependent  on  her  husband.    The  growing  "perception  that 
married  women  should  not  be  treated  as  dependents  under  social  security"  seems 
to  be  based  on  a  mistaken  perception  of  economic  reality. 

Further  examination  of  relevant  data  indicate  that  rising  labor  force 
participation  rates  of  married  women  should  not  be  taken  to  mean  rising  work 
effort  or  work  commitment  by  married  women.    Data  on  hours  worked  from  time 
diaries  indicate  that  from  1965  to  1976  there  was  a  22.7  percent  decline  in 
hours  worked  by  married  women  who  worked  in  the  labor  force.    This  decline  in 
hours  worked  was  more  than  enough  to  offset  the  increase  in  the  labor  force 
participation  rates  over  the  period,  so  the  net  effect  is  that' married  women 
actually  decreased  their  labor  market  hours  by  2.2  percent  from  1965  to  1976 
[28,  p.  22]. 

A  partial  explanation  of  this  phenomenon  is  suggested  by  the  fact  that 
the  class  of  married  women  with  the  fastest-growing  labor  force  participation 
rate  was  women  with  preschool  children.    This  group  of  wives  tends  to  work 
part-time  more  frequently  than  other  working  wives;  only  25.2  percent  of  them 
worked  full-time  all  year  in  1977  [19,  p.  63],    Another  partial  explanation 
for  the  decline  in  hours  worked  by  married  women  in  recent  years  is  that  the 
most  career-oriented  women  are  less  likely  to  be  married  now  than  they  were  in 
1965.    That  is,  career-oriented  women  have  been  postponing  marriage  in  recent 
years,  and,  among  married  women  in  the  labor  force,  those  with  a  strong  work 
record  are  the  most  likely  to  get  divorced.    Another  partial  explanation  is 
that  the  measured  decline  is  partly  the  result  of  cyclical  factors  —  in  1976 
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the  economy  was  just  coming  out  of  a  recession  —  but  this  does  not  explain 
more  than  a  small  part  of  the  decline,  as  the  percentage  decline  in  hours 
worked  by  married  men  over  the  period  was  only  one-third  of  that  recorded  for 
married  women  [28,  p.  21]. 

We  conclude  that  the  evidence  does  not  support  the  widespread  perception 
that  married  women  are  increasingly  less  dependent  on  their  husbands  in  the 
financial  sense.    Rather,  the  presumption  made  in  1939  by  social  security  that 
women  are  generally  dependent  on  their  husbands  for  support  is  still  valid  and 
is  likely  to' remain  so. 

Properly  understood,  the  persisting  economic  dependence  of  women  on 
their  husbands  is  in  no  way  a  cause  for  concern  or  regret  on  the  part  of  those 
who  value  liberty  and  equality.    Married  women  have  real  freedom  to  choose 
when  and  how  much  they  will  engage  in  paid  employment.    However,  most  married 
women  see  marriage  as  the  kind  of  partnership  which  implies  a  division  of 
labor  between  the  sexes  and  have  chosen  not  to  engage  in  paid  employment,  or 
to  do  so  only  part-time  and/or  intermittently,  because  they  accept  other 
responsibilities,  principally  child  bearing  and  child  rearing,  which  conflict 
with  the  demands  of  a  full-time  continuous  career  in  the  labor  market. 

The  evidence  on  the  impact  of  maternal  employment  on  child  development 
suggests  that  the  choices  wives  have  made  within  the  decision-making  unit  of 
the  family  are  also  in  the  interest  of  the  society  as  a  whole 
Thus  we  should  applaud  rather  than  deplore  the  continuing  economic  dependence 
of  married  women  on  their  husbands.    We  should  not  look  upon  it  as  a  demeaning 
role.    They  and  their  families  do  sacrifice  to  produce  the  kind  of  partnership 
which  involves  this  kind  of  economic  dependence.    One  indication  of  the  sacri- 
fice is  the  fact  that  husband-wife  families  enjoy  an  income  about  one-third 
higher  when  the  wife  1s  working  (i.e.,  $5,000)  [35,  p.  6]. 
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Public  policy  should  not  induce  or  encourage  women  to  deviate  from  the 
role  they  have  chosen,  so  that  they  will  conform  to  an  ."independence"  chosen 
by  others.    Economic  dependence  does  not  mean  that  her  economic  and  other  con- 
tributions are  not  recognized  or  valued  by  society,  or  that  she  is  not  recog- 
nized as  an  equal  partner  in  the  marriage.    An  economic  partnership  can  be 
based  on  whatever  division  of  labor  a  couple  choose  and  certainly  does  not 
require  equal  labor  force  participation. 

i 

It  should  also  be  clear  that  social  security  does  not  treat  women  as 
dependents.    Social  security  protection  for  women  who  choose  to  have  a  career, 
or  who  must  work  in  the  labor  force  for  a  considerable  part  of  their  lives,  is 
completely  independent  of  their  sex  and/or  marital  status,  and  is  based 
entirely  on  their  own  earnings  records.    Only  those  women  who  are  primari ly 
homemakers  and  thus  are  economically  dependent  on  their  husbands  are  treated 
as  dependents  in  the  sense  that  they  will  receive  a  wife's  benefit.  Thus 
social  security  already  accommodates  the  different  roles  and  work  patterns  of 
women. 

The  Wife's  Benefit  Does  Discourage  Labor 
Force  Participation  by  Married  Women 

Economists  agree  that  the  elimination  of  the  wife's  benefit  would  cause 
an  increase  in  the  number  of  married  women  seeking  paid  employment  [10  ,  p. 
186;  8  ,  pp.  255-256;  22,  p.  254;  29,  p.  34].    The  size  of  this  effect  is 
still  debatable'  because  there  have  been  no  serious  attempts  to  estimate  it, 
but  at  least  there  is  agreement  on  its  direction.    Critics  and  supporters 
of  the  wife's  benefit  agree  on  this. 

Some  critics  frave  argued  that  it  would  be  good  public  policy  to  drive 
more  married  women- into  the  labor  force  by  eliminating  the  wife's  benefit 
[10,  p.  L86;    8,  pp.  255-256].    Boskin's  argument  is  based  on  the  assumption 
that  there. are -no  external  benefits  to  society  when  a  married  woman  stays  home 
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with  her  children  instead  of  working  in  paid  employment.    Since  research 
has  shown  that  married  women  who  are  in  the  labor  force  spend  less  time  with 
their  children,  and  that  the  cognitive  and  social  development  of  children  is 
positively  related  to  parental  time  inputs  (see  below  for  discussion),  Boskin's 
argument  is  tantamount  to  assuming  that  society  is  indifferent  about  the 
quality  of  child-rearing. 

Rita  Campbell  cites  a  more  pragmatic  reason  for  "inducing  a  higher  labor 
force  participation  rate  by  women"  [10,  p.  186].    Demographic  trends  indicate 
with  near  certainty  that  the  ratio  of  social  security  beneficiaries  to  tax- 
payers will  be  declining  over  the  next  40  years.    She  points  out  that  inducing 
more  women  to  work  will  help  the  financing  of  social  security  benefits  and 
allow  a  smaller  increase  in  tax  rates  than  would  otherwise  be  required.  Her 
argument  is  valid  only  if  one  is  willing  to  ignore  the  benefits  of  improved 
child-rearing,  and  then  only  if  one  is  willing  to  look  for  the  quick  fix 
instead  of  a  long-range  solution  to  the  financing  problems  of  social  security.- 

In  the  long  run,  Campbell's  solution  spells  financial  disaster  for 
social  security'.    Since  social  security  is  a  pay-as-you-go  rather  than  an 
insurance  system  (today's  benefits  are  financed  by  today's  taxpayers, 
tomorrow's  benefits  will  be  financed  by  tomorrow's  taxpayers),  the  solvency 
of  the  system  is  based  on  a  growing  population  of  young  workers,  and  the 
system  cannot  be  retained  at  all  if  our  birth  rate  drops  lower  than  present 
levels.    All  studies  show  that,  when  women  enter  the  labor  force,  they  have 
fewer  children  than  they  would  otherwise  have,  and  this  means  that  social 
security  will  have  fewer  taxpayers  in  the  future  [29,  p.  34],    We  do  not  argue 
that  women  should  be  kept  at  home  to  produce  more  taxpayers,  but  it  is  clear 
how  shortsighted  is  Campbell's  argument  that  wives  should  be  induced  to  enter 
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the  labor  force  in  order  to  pay  social  security  taxes  and  keep  down  the 
anticipated  increase  in  rates.    Since  the  current  birth  rate  is  now  not  large 
enough  to  sustain  the  size  of  our  population,  any  policies  that  would  delib- 
erately drive  it  even  lower  should  be  carefully  questioned, 

Is  the  Wife's  Benefit  Inequitable? 

When  carefully  examined,  the  argument  that  the  social  security 
protection  earned  by  women  workers  duplicates  protection  they  already  have  as 
wives  is  very  thin.    At  its  best  this  argument  consists  of  pointing  out  that 
secondary  earners  who  are  dually  entitled  get  no  extra  retirement  benefits  for 
the  taxes  they  pay.    This  is  not  because  they  are  not  receiving  the  same  bene- 
fits as  all  other  workers,  but  because  they  are  choosing  not  to  take  advantage 
of  the  protection  Congress  has  provided  to  homemakers  whose  spouses  pay  social 
security  taxes.    The  minimum  available  under  the  provisions  of  the  wife's 
benefit  is  potentially  available  to  all  persons  meeting  the  requirements,  male 
and  female,  so  it  is  likewise  incorrect  to  single  out  working  women  in  this 
discussion 

If  persons  not  .receiving  a  targeted  benefit  are  deemed  to  be  "hurt" 
because  they  don't  receive  the  benefit  designed  for  the  targeted  group,  then 
the  only  way  to  prevent  such  hurt  is  to  eliminate  targeted  benefits.     It  would 
be  absurd  to  consider  eliminating  all  targeted  benefits  from  social  programs. 
It  is  logically  inconsistent  to  attack  the  wife's  benefit  on  this  ground 
without  also  attacking  other  targeted  benefits. 

The  only  way  to  argue  that  the  current  treatment  of  secondary  earners  is 
inequitable  is  to  use  the  term  equity  to  mean  a  fair  return  for  taxes  paid  as 
if  social  security  were  a  private  investment  or  insurance  program.'  Because 
social  security  is  instead  a  system  of  social  insurance,  it  deviates  in 
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important  ways  from  the  more  limited  purposes  of  private  insurance.  The 
elimination  of  the  wife's  benefit  would  not  make  social  security  benefits 
"equitable"  in  the  sense  of  providing  an  actuarial  return  to  the  taxes  paid. 
The  social  security  system  contains  many  social  adequacy  goals,  of  which  the 
wife's  benefit  is  only  one.    The  most  important  departure  from  the  principle 
of  equity  in  social  security  is  the  weighted-benefit  formula  which  gives  low- 
income  earners  a  higher  proportion  of  wages  replacement  than  is  available  to 
higher  income  earners.    Another  departure  from  equity  is  that  benefits  for 
women  are  not  actuarially  reduced  due  to  their  longer  life  expectancy  as  com-' 
pared  with  men. 

The  wife's  benefit  can  be  said  to  be  "inequitable"  only  in  the  sense 
that  all  social  adequacy  goals  are  "inequitable"  in  that  they  reduce  social 
security  benefits  to  less  than  an  actuarial  return  and  give  social  security 
its  character  of  social  insurance.    If  social  security  were  to. achieve  equity 
in  the  sense  of  an  actuarial  return  for  taxes  paid,  all  the  social  adequacy 
goals  would  have  to  be  eliminated.    It  would  then  no  longer  be  a  system  of 
social  insurance  but  would  be  reduced  to  the  limited  purposes  of  private 
insurance  and  would  not  require  government  participation. 

However,  the  critics  of  the  wife's  benefit  do  not  question  the  legitimacy 
of  all  the  other  social  adequacy  goals,  nor  are  they  recommending  that  we  make 
the  system  actuarially  fair.     If  the  requirements  of  equity  used  in  the  narrow 
sense. of  private  insurance  were  deemed  sufficient  to  require  improved  benefits 
for  secondary  earners,  then  logical  consistency  would  lead  to  the  questioning 
of  all  the  many  departures  from  private  insurance  principles  in  the  social 
security  system. 

Clearly,  the  elimination  of  the  wife's  benefit  or  any  single  social 
adequacy  goal  cannot  be  justified  on  the  grounds  of  producing  equity. 
Therefore,  any  reform  of  social  security's  balance  between  equity  and  adequacy 
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should  be  comprehensive  and  should  not  be  achieved  by  completely  eliminating 
just  one  adequacy  goal.    For  example,  if  we  want  to  give  the  two-income  family 
a  higher  rate  of  return  than  the  single  workers  with  the  same  earnings  records 
(which  is  what  they  get  under  present  law),  there  is  no  logical  reason  why  the 
homemaker  and  the  traditional  family  should  bear  the  entire  cost  of  that 
increase  in  benefits  through  the  elimination  of  the  wife's  benefit. 

If  a  single  adequacy  goal  such  as  the  wife's  benefit  were  to  be  removed 
from  social  security,  it  should  be  as  a  result  of  a  revaluation  of  its  par- 
ticular purpose  and  social  value.    With  respect  to  the  wife's  benefit  we  would 
have  to  ask  whether  it  serves  a  useful  social  purpose,  whether  we  still 
believe  it  to  be  sound  policy  to  encourage  the  traditional  family,  whether  we 
believe  the  wife's  benefit  is  still  a  legitimate  means  of  providing  social 
adequacy  for  the  one-income  family  unit,  and  whether  we  val ue ■ preservi ng  a 
woman's  freedom  to  choose  the  role  of  a  homemaker  without  increased  economic 
i  nsecurity. 

How  to  Provide  Portability  of  Earnings  Records  for  Divorce 

The  critics  are  correct  in  identifying  the  problem  that  some  divorced 
homemakers  will  have-  inadequate  retirement  benefits.    However,  as  a  measure  of 
the  extent  of  this  problem,  the  relevant  statistic  is  not  the  divorce  rate  but 
the  percentage  of  divorced  women  who  were  primarily  homemakers  while  married 
and  who  do  not.  remarry  by  the  time  they  retire.    In  1970,  of  all  women  over 
age  65,  only  3.2  percent  were  divorced.    Some  portion  of  this  percentage  were 
career  women  with  their  own  PIA's  and  thus  not  disadvantaged  by  divorce. 

It  is  certainly  true  that  the  wife's  benefit  is  designed  as  a 
supplemental  payment  for  a  couple  living  together  and  is  inadequate  for  a 
divorced  person  living  alone  with  no  other  income.    A  wife's  benefit  is  not 
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the  best  way  to  handle  the  problem  of  dividing  at  divorce  the  accumulated 
claims  to  retirement  benefits. 

However,  this  problem  can  be  attacked  directly.    The  1979  Advisory  Council 
on  Social  Security  proposed  a  limited  earnings-sharing  at  divorce  for  this 
purpose.    A  change  like  this  would  handle  the  problems  of  divorced  women 
without  changing  social  security  so  fundamentally  that  it  would  disadvantage 
married  couples.    It  would  be  absurd  to  eliminate  the  wife's  benefit  because  it 
is  ill  suited  to  the  needs  of  divorcees,  and  thereby  deprive  married  women  of 
this  benefit  because  their  marriages  did  not  fail. 

The  arguments  presented  by  the  critics  fail  to  provide  an  adequate 
rationale  for  the  elimination  of  the  wife's  benefit.    In  the  literature  on  the 
wife's  benefit  and  the  treatment  of  women  under  social  security,  there  is  no 
discussion  whatever  of  the  advantages  of  or  justifications  for  the  wife's 
benefit.    None  of  the  critics  has  recognized  or  attempted  to  refute  the  argu- 
ments in  favor  of  the  wife's  benefit.    No  arguments  have  been  made  attacking 
its  purposes  or  evaluating  its  social  usefulness.    The  critics  simply  pretend 
there  are  no  arguments  for  the  wife's  benefit  —  hardly  a  rational  approach  to 
what  has  been  an  essential  part  of  the  social  security  system  for  more  than 
forty  years. 

Let  us,  therefore,  evaluate  the  wife's  benefit  in  terms  of  its  intended 
functions  and  their  applicability  and  usefulness  today.    What  was  it  intended 
to  do,  what  does  it  do,  and  is  it  worth  it? 

The  Original  Purpose  of  the  Wife's  Benefit 

In  1939  the  Social  Security  Act  was  amended  to  strengthen  protection  for 
families  by  providing  benefits  for  the  wives  and  survivors  of  insured  workers. 
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The  wife's  benefit  was  based  on  a  recognition  of  the  family  as  the  basic  unit 

of  our  society  and  on  the  reality  that  a  worker  with  a  dependent  spouse  would 

need  a  higher  proportion  of  his  income  replaced  in  retirement.    The  dependency 

determinations  were  based  on  the  assumption  that  a  man  is  responsible  for  the 

support  of  his  wife  and  children.    The  wife's  benefit  was  arbitrarily  set  at 

one-half  the  worker's  basic  benefit  in  order  to  avoid  the  administrative 

hassle  of  detailed  investigations  of  family  financial  relationships. 

The  1939  amendments  to  the. Social  Security  Act  made  the  act  the  foundation 

for  an  integrated  social  insurance  system  of  family  protection.    Two  of  the 

founders  of  our  social  security  system,  Arthur  Altmeyer,  Commissioner  of 

Social  Security  from  1937-42,  and  J.  Douglas  Brown,  Chairman  of  the  1937-38 

Advisory  Council  on  Social  Security  and  a  member  of  every  subsequent  Advisory 

Council  until  1972,  have  explained  that  the  new  focus  became  adequacy  and  the 

protection  of  the  family  unit,  relating  the  benefits  to  the  probable  need  as 

indicated  by  the  existence  of  dependents  [2,  p.  101-102;    6,  pp.  135-142]. 

Brown  states  further  that: 

The  principle  of  differential  graduations  in  the  primary  benefits 
related  to  earnings  levels  was  confirmed,  not  only  to  sustain  incen- 
tive, but  also  to  reflect  the  fact  that  adequacy  of  protection, 
itself,  is  related  to  the  customary  costs  and  standards  of  living  of 
the  family.    Adequacy,  not  equity,  was  the  primary  consideration 
[6  ,  p.  136]. 

The  wife's  benefit  was  based  on  the  need  to  protect  the  family  unit 
whether  the  wife  earns  outside  wages  or  not.    The  wife's  benefit  then  is 
properly  understood  as  a  guaranteed  minimum  benefit  for  a  homemaker  because 
she  is  performing  the  valuable  function  of  nurturing  children  and  caring  for 
her  family.    It  also  recognizes  that  she  contributes  her  services  only  through 
the  family  unit  [  6,  pp.  137-138]. 
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Social  Security  is  an  Intergenerational  Transfer 

From  its  inception,  social  security  was  to  befinanced  on  a  pay-as-you-go 
basis  with  members  of  the  current  work  force  taxed  to  provide  the  benefits  for 
members  of  the  current  generation  of  retired  workers.    It  is  then  an  inter- 
generational  transfer  from  the  young  to  the  old  rather  than  a  system  of 
retirement  insurance  [26],    The  President's  Commission  on  Pension  Policy 
recently  reminded  us  that  "historically  there  has  been  an  implicit  social 
contract  that  the  working  generations  will  help  support  the  retirees  and 
disabled  generations,  either  privately  or  publicly"  [33],    Since  the  system 
depends  on  the  current  generation  producing  future  taxpayers,  it  would  be 
counterproductive  to  discourage  homemakers  and  traditional  families  from 
raising  children. 

This  intergenerational  transfer  aspect  of  social  security  provides 
further  justification  for  the  wife's  benefit.    Since  mothers  raise  the  next 
generation  of  taxpayers  upon  which  the  social  security  system  depends,  it  can 
be  argued  that  they  make  at  least  as  great  a  contribution  as  the  workers  whose 
taxes  support  the  retired  generation.    Therefore,  it  would  be  particularly 
inappropriate  to  extend  retirement  benefits  only  to  taxpayers  as  if  it  were  an 
insurance  scheme.    It  also  illustrates  an  important  function  of  the  wife's 
benefit  and  the  value  of  retaining  it  for  homemakers  and  their  families  who  - 
will  raise  the  next  generation  of  taxpayers. 

Functions  Performed  by  Wife's  Benefit 

The  wife's  benefit  still  performs  its  original  function.     It  helps  to 
bring  the  retirement  income  of  families  in  line  with  their  retirement  needs  by 
ensuring  that  a  couple's  retirement  income  will  not  be  less  than  1.5  times  the 
primary  insurance  amount  of  the  principal  earner.    The  assumption  that  women 
are  generally  dependent  on  their  husbands  for  support  is  still  valid  and  is 
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not  likely  to  become  invalid  in  the  foreseeable  future.    Therefore,  it  can  be 
said  that  the  wife's  benefit  is  still  providing  economic  security  in  retire- 
ment for  traditional  one-income  families  and  for  two-income  families  with 
secondary  earners  who  are  primarily  homemakers. 

The  wife's  benefit  is  acknowledged  by  friend  and  foe  alike  to  have 
increased  the  proportion  of  married  women  who  do  not  work  outside  the  home. 
This  is  a  social  good  because  they  raise  more  children,  and  because  they  do  a 
better  job  of  raising  their  children  when  they  are  at  home  rather  than  working 
outside  the  home. 

The  wife's  benefit,  along  with  other  related  provisions  of  the  legal 
system,  provides  young  families  with  more  choice  regarding  lifestyle.  Without 
penalizing  those  who  choose  two  paychecks  as  the  best  way  to  meet  their 
families'  needs,  it  helps  provide  income  support  in  retirement  to  those  who 
choose  to  meet  their  families'  needs  by  forgoing  a  second  income  when  their 
children  are  growing  up. 

These  contributions  are  immensely  important  to  society  as  a  whole  as  well 
as  to  the  older  women  who  receive  the  wife's  benefit. 

Is  the  Wife's  Benefit  Worth  the  Cost? 

The  "changing  roles"  of  women  and  the  increasing  labor  force  participation 
by  married  women  are  repeatedly  used  to  justify  the  elimination  of  the  wife's 
benefit  on  the  grounds  that  it  causes  an  ever  greater  inequity  as  more  and 
more  women  enter  the  labor  force  and  are  hurt  by  it.    However,  when  it  is 
realized  that  the  wife's  benefit  does  not  hurt  working  women,  but  rather  helps 
those  who  do-not"  work  in  paid  employment,  the  conclusions  to  be  drawn  from  the 
trend  toward  more  labor  force  participation  by  married  women  are  exactly  the 
opposite  of  what  is  generally  alleged.    As  more  married,  women  move  into  the 
labor  force,  the  wife's  benefit  does  not  hurt  more  women  workers,  it  helps 
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fewer  homemakers.    While  this  cuts  down  the  cost  of  providing  wives1  benefits, 
it  certainly  does  not  cut  down  the  need  for  them.    The  fact  that  there  are 
fewer  families  who  need  the  wife's  benefit  does  not  provide  a  rationale  for 
eliminating  the  benefit;  it  actually  reduces  the  cost  and  makes  it  easier  to 
retain. 

The  cost  of  the  wife's  benefit  is  relatively  modest  at  present  and  is 
declining.    In  1975  only  30  percent  of  retired  women  beneficiaries  received 
only  a  wife's  benefit,  and  another  11  percent  were  dually  entitled,  that  is, 
received  some  supplemental  wife's  benefit  in  addition  to  their  worker's 
benefit.    Wives'  benefits  made  up  only.  6.6  percent  of  old-age  and  survivors 
benefits  paid  in  1975  and  amounted  to  $332  million  dollars  per  month.  The 
percentage  had  fallen  from  10.2  percent  in  1960,  and  is  expected  to  fall  even 
further  because  of  the  increased  labor  force  participation  of  women  who  will 
become  eligible  over  the  next  few  decades  [23,  p.  793;  91].    It  is  not  certain 
how  many  women  will  claim  wives'  benefits  50  years  from  now,  but  all  projec- 
tions indicate  that  the  number  will  be  greatly  reduced. 

The  fact  that  more  and  more  married  women  work  in  paid  employment  a 
greater  proportion  of  their  lives  because  they  have  fewer  children  will  mean 
that  a  higher  percentage  of  them  will  receive  social  security  benefits  based 
on  their  own  earnings  records  as  workers  and  as  dually  entitled  workers.  For 
example,  65  percent  of  women  who  became  entitled  in  1970  did  so  on  the  basis 
of  their  own  earnings  records  as  workers  and  dually  entitled  workers  compared 
to  45  percent  in  1950  [15  p.  18].    Thus,  as  more  and  more  women  become  dually 
entitled  and  fewer  and  fewer  women  claim  wives'  benefits,  the  "problem"  will 
fade  away.    There  is  no  need  to  change  the  present  system  since,  during  any 
reasonable  transition  period  for  implementing  the  proposed  changes  to  rectify 
this  perceived  "inequity,"  it  will  lose  its  empirical  significance.    In  the 
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meantime  it  would  hardly  seem  appropriate  or  necessary  to  take  the  benefits 
away  from  the  current  generation  of  homemakers  who  have  chosen  homemaking 
as  their  lifestyle. 

INCENTIVES  FOR  MARRIED  WOMEN  TO  ENTER  THE  LABOR  FORCE 
Proposals  to  eliminate  the  wife's  or  widow's  benefit  would,  if  adopted, 
increase  the  proportion  of  married  women  who  work  outside  the  home.  In 
questioning  the  wisdom  of  adopting  such  a  policy,  consideration  should  be  given 
to  what  women  want,  to  what  is  good  for  the  children  and  the  families  affected, 
and  to  the  social  costs  of  such  a  change  in  our  social  security  law. 

The  1979  HEW  Changing  Roles  Report  discussed  the  "option"  of  reducing 
benefits  for  young  widowed  spouses  with  children  in  their  care  and  characterized 
this  reduction  as  necessary  in  order  "to  reduce  the  disincentive  for  young 
survivors  with  children  to  enter  the  labor  force  "  [37,  p.  561. 

At  the  time  that  social  security  was  established  there  was  general  . 

agreement  within  our  society  about  the  importance  of  mothering  and  the  wisdom 

of  providing  support  for  parents  with  children  in  their  care.    For  example,  in 

1936,  in  an  evaluation  of  the  Social  Security  Plan,  the  Tennessee  Taxpayers 

Association  stated: 

The  experience  which  states  have  had  over  the  past  20  years  in 
dealing,  with  state  mothers  pension  laws  has  indicated  that  children 
can  be  maintained  as  cheaply  in  their  own  homes  where  there  is  a 
remaining  parent  than  in  institutions,  and  the  social  benefits  of  a 
natural  home  environment  are  inestimable  [31,  p.  20]. 

Surely,  our  society  does  not  now  hold  a  view  diametrically  opposed  to  the  one 

articulated  here  upon  which  social  security  was  founded. 

Therefore,  the  question  must  be  raised  as  to  whether  it  is  wise  public 

policy  to  increase  the  incentives  for  wives  and  widows  to  enter  the  labor 

force  by  adopting  these  proposed  changes  in  social  security  law.    Three  issues 

need  to  be  discussed.    First,  is  increased  labor  force  participation  good  for 
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women  and  something  they  are  seeking?    Second,  what  are  its  effects  on  the 
children  of  married  women?    And  third,  what  are  the  social  costs  of  these 
incentives? 

What  Women  Want 

The  increase  in  married  women's  participation  in  the  labor  force  has  been 
substantial  since  the  inception  of  social  security.    This  trend  is  welcomed  by 
a  fairly  Targe  segment,  of  our  population  and  actively  advocated  by  the  femi- 
nist movement  even  to  the  point  of  recommending  public  policies  which  encour- 
age increased  labor  force  participation  by  women.    Some  such  as  Rita  Ricardo 
Campbell  even  support  i nduci ng  tii gher  labor  force  participation  by  women  in 
order  to  solve  social  security's  long-run  financial  problems  [10,  p.  186].  It 
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is  clear  that  most  feminists  believe  that  increasing  labor  force  participation 
by  women  is  good  for  them,  will  provide  them  greater  fulfillment,  and  should 
be  encouraged  by  public  policy  and  public  money.    Feminist  economist  Barbara 
Bergman  testified  before  the  Task  Force  on  Social  Security  and  Women  that 
social  security  law  should  not  make  it  economically  and  psychologically  com- 
fortable for  women  to  assume  and  play  the  role  of  housewife  because  this  would 
interfere  with  feminist  goals  [36].    Edith  Fierst  of  the  Federal  Inter- 
governmental Task  Force  on  Women  agreed  and  further  suggested  that  young  women 
should  be  told  they  will  get  reduced  benefits  if  they  stay  home  full-time  to 
rear  their  children  and  that  widows  should  receive  no  benefits  unless  their  •" 
children  are  younger  than  six  [4], 

However,  before  changing  social  security  law  in  such  a  way  as  to  increase 
the  incentives  for  married  women  to  enter  the  labor  force,  we  should  consider 
the  basis  of  this  argument  and  what  percentage  of  women  favor  .it.    This  is  not 
to  suggest  that  the  government  restrict  in  any  way  the  right  of  women  and 
their  families  to  choose  whether  to  enter  the  labor  force  or  not,  but  only 
whether  or  not  the  policy  incentives  of  social  security  should  encourage 
increased  labor  force  participation  by  women  who  have  already  demonstrated 
that  they  would  rather  be  at  home. 

At  the  present  time  about  50  percent  of  married  women  work  in  paid 
employment  and  50  percent  have  chosen  to  be  full-time  homernakers.  Clearly 
then,,  women  are  at  the  very  least  equally  divided  on  the  question  of  whether 
working  outside  the  home-  is  desirable  or  the  best  way  to  serve  their  families. 
But  to  say  that  50  percent  of  married  women  work  in  the  labor  force  does  not 
mean  that  these  women  are  full-time  workers  or  career-oriented  women  who 
regard  themselves  as  one-half  of  a  two-income  family.    Also  counted  here  are 
women  who  work  only  a  few  hours  per  week  and/or  move  in  and  out  of  the  labor 
force  over  their  lifetimes  depending  on  the  needs  of  their  families.  A 
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substantial  portion  of  these  women  see  their  role  in  the  labor  force  as 
secondary  to  their  primary  role  of  homemaking.    Therefore,  it  can  be  said  that 
a  clear  majority  of  married  women  do  not  want  to  be  treated  independently  of 
their  families  and  do  not  believe  it  is  necessary  to  work  in  the  labor  force 
to  be  fulfilled  as  a  woman.    Since  there  is  no  consensus  in  favor  of  such  a 
radical  change,  it  would  seem  most  prudent  to  continue  the  present  policy  of 
allowing  freedom  to  choose  a  diversity  of  roles. 

What  is  Best  for  the  Children  of  Married  Women 

Even  more  important  than  what  women  think  about  their  own  career  choices 
is  the  second  issue,  that  is,  what  is  best  for  the  children  once  a  family  has 
made  the  choice  to  have  children.   -We  4nust  turn  to  the  research  in  the  field 
of  child  development  for  insights  into  this  difficult  and  important  question. 

Fortunately  for  our  purposes,  two  exhaustive  reviews  of  the  literature  on 
early  child  development  have  been  completed  and  published  in  the  last  two 
years  [16;  24].    Dr.  Selma  Fraiberg  and  Dr.  Raymond  and  Dorothy  Moore  are 
experts  in  their  field  andtheir  work  has  addressed  the  important  questions 
that  concern  us  here*    Both  studies  concluded  that  the  research  in  the  field 
of  child  development  proves  the  importance  of  chi Idren  being  cared  for  by 
their  mothers  (or  mother  figures)  in  the  home  for  proper  development.  They 
also  conclude  that  the  trend  toward  more  and  earlier  out-of-fami ly  care  is 
without  any  systematic  research  basis  and  has  negative  social,  emotional,  and 
cognitive  effects  on  children  as  a  result  of  mother-child  discontinuity. 

These  conclusions  are  based  on  the  importance  of  bonding  or  attachments 
to  the  child's  development  [24  ,  pp.  27-47;  16,  pp.  37-71].    According  to  the 
Moore  study,  the  preponderance  of  evidence  indicates  that  the  key  role  of  a 
parent  throughout  the  years  of  childhood  is  to  be  the  kind  of  warm,  respon- 
sive, and  relatively  consistent  person  to  whom  a  child. can  safely  become 
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attached.    This  is  so  important  because  early  development  and  learning  are 

actively  dependent  on  this  bonding  between  parent  and  child.    This  attachment 

also  gives  stability  to  the  child's  uncertain  world  and  contributes  to  a 

healthy  self-reliance. 

Both  Fraiberg  and  the  Moores  conclude  that  the  strength  and  quality  of 

attachment  is  principally  determined  by  the  amount  and  kind  of  care  given  by 

the  mother  or  mother  figure  [16,,  pp.  61-71  and  94;  24,  pp.  27-28].  They 

stress  that  any  parent  surrogate  must  become  very  much  involved  in  positive 

ways  with  a  Child  on  a  relatively  continuous  and  consistent  basis  if  he  or  she 

is  to  be  successful  in  assuming  this  role. 

The  home  appears  still  to  be  the  best  place  for  acquiring  a  healthy 
attachment.    At  present  no  substitute  is  known  for  the  family  in 
this  respect.    Frequent  interaction  with  both  parents  enables  the 
child  to  accept  separation  with  the  least  problem.  Nevertheless, 
most  children  cannot  tolerate  separation  from  their  mothers  before 
the  age  of  five  [24,  pp.  27-28]. 

It  is  also  through  this  attachment  relationship  that  a  child  builds  a 
strong  sense  of  self-worth  and  acquires  a  value  structure,  which  are  in  turn 
important  influences  upon  learning  and  are  necessary  for  social  competence. 
It  is  the  influence  of  the  family,  especially  the  mother,  that  is  of  prime 
importance  in  the  early  socialization  of  children,  i.e.,  in  establishing  and 
maintaining  values  and  the  associated  self-concept  [24,  pp.  49,60].    When  a 
child  has  achieved  a  positive  sense  of  self-worth,  he  will  adapt  more  con- 
structively to  the  world  outside  his  home.    He  will  be  less  threatened  by 
authority  figures  who  control  his  environment,  and  if  he  has  strong,  inter- 
nalized values  and  standards,  he  will  be  less  vulnerable  to  peer  pressures 
[24,  pp.  49-50]. " 

The  new  pattern  of  family  life  where  both  parents  work  and  children  are 
cared  for  outside  the  home  is  regarded  as  progressive  and  a  superior  lifestyle 
by  the  women's  liberation  movement  and  perhaps  by  a  significant  segment  of  our 
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population.  The  three  main  options  put  forth  in  the  HEW  Changing  Roles  Report 
would  all  tend  to  encourage  this  lifestyle. 

The  trend  toward  more  mothers  working,  even  when  they  have  young  children, 
is  used  by  the  Report  to  justify  eliminating  the  wife's  benefit  and  making 
radical  changes  which  would  penalize  the  traditional  family.    This  would  make 
it  more  difficult  for  mothers  with  young  children  to  remain  at  home  to  care 
for  them.    However,  research  for  the  field  of  child  development  is  over- 
whelmingly critical  of  these  trends  because  of  the  effects  on  children 
[16,  pp.  91-104 ;  24,  pp.  1-2,  27-61].    Some  of  the  researchers  even  suggest 
that  the  trend  must  be  reversed  for  the  sake  of  the  children  and  the  society  . 
itself  [24,  p.  219]. 

Unnecessary  out-of-home  or  other  alternative  care  may  endanger  the 
child  socially,  emotionally,  behaviorally,  and  even  academically. 
In  such  cases  the  psychological  and  sociological  implication  for  the 
family  and  for  society  may  be  disastrous  as  parents  relinquish  their 
responsibility  —  and  authority  —  during  their  youngster's  crucial 
developmental  years.     Indeed  we  may  be  paying  heavily  for  early 
childhood  education  that  ultimately  develops  problem  children,  only 
to  pay  much  more  to  remediate  the  problems  we  have  created.    We  pay 
not  only  in  dollars  but  also  in  anxiety  and  in  loss  of  human 
potential  [24,  p.  2]. 

Many  child-development  researchers  would  even  have  us  go  beyond  al lowing 
women  to  be  full-time  homemakers  and  mothers  and  actively  encourage  them  to  do 
so  for  the  sake  of  the  development  of  their  children.    They  stress  the  impor- 
tance of  full-time  child  and  parent  involvement  in  the  home  and  its  related 
activities.    Parents,  they  argue,  should  be  helped  to  understand  the  over- 
riding importance  of  incidental  teaching  in  the  context  of  warm,  consistent 
companionship,  because  such  caring  is  usually  the  greatest  teaching,  especially 
sharing  in  the  activities  of  the  home -which  for  the  young  child  represents 
his  foretaste  of  mature  living,  security,  and  independence  [24,  pp.  229-230], 
The  Moore  study  concludes  that  impressive,  research-based  data  suggest  that  we 
must  make  every  effort  to  minimize  early  institutional  -life  and  maximize  home  • 
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influences,  and  concentrate  on  educating  for  parenthood  and  improving  the  home, 
home,  rather  than  on  providing  alternatives  [24,  p.  222]. 

The  results  from  the  developmental  psychology  literature  on  the  importance 
of  mothers'  influence  on  child  development  are  bolstered  by  the  results  of  a 
number  of  studies  conducted  by  economists.    Since  the  time  of  Adam  Smith, 
economists  have  recognized  the  concept  of  human  capital,  the  possession  of 
which  is  an  important  determinant  of  the  incomes  of  individuals  and  the  wealth 
of  nations.    This  concept  did  not. receive  much  empirical  testing  or  use  until 
the  publication  of  Gary  Becker's  landmark  Human  Capital  in  1962  [3].  Since 
then  there  has  been  a  great  deal  of  empirical  research  by  economists  on  the 
formation  of  human  capital  and  the  ways  that  human  capital  enhances  the  pro- 
ductivity of  labor.    Several  of  these  studies  indicate  that  parental  time 
devoted  to  the  care  of  children  affects  the  cognitive  development  of  the  child 
and  thus  results  in  increased  earnings,  ceteris  paribus,  of  the  children  in 
later  life  [  5  ;  100]. 

In  contrast  to  the  work  of  the  developmental  psychologists,  the  data  and 
methods  used  by  economists  provide  indirect  evidence  of  the  beneficial  effects 
of  the  time  spent  by  mothers  with  their  children.    For  example,  Belton  Fleisher 
used  the  National  Longitudinal  Surveys  of  the  U.S.  Department  of  Labor  to  con- 
struct an  index  of  mother's  child-care-time  input.    The  index  measured  the 
number  of  years  during  which  the  child  was  under  15  years  old  and  the  mother 
worked  less  than  six  months  of  the  year.    His  empirical  estimation  of  a  model 
containing  the  index  and. other  variables  including  schooling,  earnings  and  IQ 
found  that  the  earnings-payoff  resulting  from  each  year  of  the  child's  formal 
schooling  was  positively  related  to  the  index  of  mother's  child-care  time  [14], 
While  earnings  in  later  life  are  not  the  sole,  or  even  the  principal,  purpose- 
of  child  care,  isolating  a  positive  effect  of  maternal  child-care  time  on 
subsequent  educational  attainment  and  earnings  of  the  child  is  certainly 
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additional  and  independent  confirmation  of  the  findings  of  the  developmental 
psychologists.    Fleisher's  results  have  been  confirmed  by  the  work  of  other 
economists    [17 ;  47;  48]. 

The  results  suggest  that  the  next  generation  of  Americans  will  pay  a 
price  for  the  increased  labor  force  participation  of  mothers  with  children. 
The  phenomenon  is  too  important  and  the  evidence  too  strong  to  be  dismissed 
easily  by  antecdotal  evidence  to  the  contrary.    Almost  eyeryone  knows  a 
working  mother  whose  children  have,  turned  out  just  great.    Fortunately,  the 
deleterious  effects  of  reduced  maternal -time  inputs  on  the  children  of  mothers 
in  the  labor  force  are  not  so  great  that  they  overwhelm  the  effects  of  other  . 
factors  which  influence  child  devleopment.    It  is  necessary  to  have  a  larger 
sample  and  more  careful  control  of  other  factors  than  we  can  provide  by  casual 
observation  of  our  neighbors  and  friends. 

Another  reason  why  casual  observation  should  not  be  a  guide. to  policy  on 
this  subject  is  because  there  is  a  strong  empirical  relationship  between 
maternal  inputs  and  educational  level  of  the  mother.    In  general,  college 
educated  mothers  have  been  shown  to  spend  more  time  with  their  children  than 
mothers  with  only  a  high  school  education  [-18,  pp.  22-23].    More  importantly, 
recent  studies  have  established  that  college-educated  women  reduce  the  time 
they  spend  with  their  children  when  they  work  by  a  smaller  amount  than  do 
mothers  with  a  high-school  education  or  less.    For  example,  college-educated 
mothers  (who  start  with  a  higher  child-care  time  input)  reduce  their  child 
care  time  by  about  25  percent  when  they  work  20  hours  per  week  or  more,  while 
hi gh-school -educated  mothers  show  much  larger  reductions  in  child-care  time 
under  the  same  circumstance  Qs  ,  pp.  20-21].    Since  most  policymakers  and 
policy  advisors  in  the  U.S.  have  had  the  advantages  of  a  college  education, 
and  likely  spend  most  of  their  time  associating  with  similarly  educated 
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people,  it  would  be  dangerous  for  them  to  generalize  on  this  subject  from 
observation  of  the  people  around  them. 

Other  Social  Costs 

The  deleterious  effects  of  increased  labor  force  participation  by  married 
women  extend  beyond  their  own  families.    If  the  government  adopts  policies 
which  force  more  married  women  into  the  labor  force,  it  will  exacerbate  the 
problem  of  high  youth  unemployment  and  will  create  increased  pressures  for  the 
kind  of  monetary  and  fiscal  policies  which  have  contributed  heavily  to  the 
high  rate  of  inflation  we  suffer  today. 

The  "normal"  or  usual  rate  of  unemployment  seems  to  have  increased  over 
the  past  two  decades.    The  unemployment  rate  averaged  4.5  percent  during  the 
1950 1 s  and  rose  to  an  average  of  4.8  percent  during  the  decade  of  the  1960s. 
During  the  past  decade  the  unemployment  rate  averaged  6.2  percent  [12,  p.  237]. 
This  higher  unemployment  rate  is  a  big  cause  for  concern  by  itself,  but  the 
magnitude  of  the  problem  is  not  fully  appreciated  until  we  acknowledge  that 
the  high  inflation  rates  of  recent  years  are  in  part  the  result  of  the  almost 
continuous  deficit  in  the  federal  government's  budget,  and  that  this  deficit 
spending  is  not  simple  irresponsibility  on  the  part  of  Congress  but  rather 
reflects  in  part  the  implementation  of  a  Keynesian  prescription  for  combatting 
unempl oyment. 

Economists  are  not  in  agreement  about  theprecise  role  that  different 
factors  have  played  in  the  secular  rise  in  unemployment  rates  observed  over 
the  past  two  decades.    However,  many  have  noted  the  relationship  between 
unempl oyment  and"  a  rising  labor  force  participation  rate.    None  would  deny 
that  the  unemployment  problem  has  been  made  more  difficult  by  the  continual 
increase  in  the  proportion  of  women  who  are  working  or  looking  for  work.-  A 
brief  review  of  relevant  facts  will  show  why. 
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The  unemployment  rate  is  calculated  by  the  Bureau  of  Labor  Statistics  of 
the  U.S.  Department  of  Labor  as  the  percentage  of  the  entire  labor  force  who 
are  looking  for  work  but  unable  to  find  it.    The  labor  force  is  defined  as  the 
total  of  persons  working  or  looking  for  work.    When  the  proportion  who  are 
looking  for  work  is  growing  faster  than  the  total  number  of  people  who  are 
working,  it  follows  that  we  will  have  rising  employment  and  rising  unemploy- 
ment at  the  same  time. 

This  is  what  has  happened  during  the  past  twenty  years.    From  1960  to 
1977,  there  was  an  increase  of  8.7  million  married  women  in  the  labor  force 
(an  increase  from  31  percent  to  47  percent  of  married  women)  [27,  p.  40]. 
Over  the  same  period  the  increase  in  the  number  of  unemployed  was  three 
million,  clearly  only  a  fraction  of  the  increase  in  the  number  of  married 
women  in  the  labor  force  [34,  p.  399]. 

We  single  out  married  women  in  the  labor  force  not  because  of  any  desire 
to  blame  them  for  the  nation's  high  rate  of  unemployment,  but  because  the 
radical  changes  in  social  security  that  we  have  been  examining  would  induce 
many  more  married  women  into  the  labor  force,  women  who  have  indicated  by 
their  actions  so  far  that  they  prefer  their  status  as  full-time  homemakers. 

The  connection  between  the  rising  labor  force  participation  rate  of 

married  women  and  rising  unemployment  has  been  observed  by  a  number  of 

researchers  and  policy  analysts.    For  example,  Barry  Stern  concludes, 

The  rapidly  expanding  pool  of  young  people  seeking  work,  and  the 
influx  of  adult  women  into  the  labor  force  are  two  key  factors 
contributing  to  the  continuation  of  both  high  unemployment  and  low- 
quality  jobs  among  youth  and  many  women  [30,  p.  271]. 

Stern  goes  onto'point  out  that  the  high  unemployment  rates  of  recent  years 

fall  disproportionately  on  disadvantaged  youths,  especially  minority  youths  in 

the  cities.    The  social  programs  which  have  been  designed  to  help  combat  the 

unemployment  problems  of  the  disadvantaged,  for  example;  the  Comprehensive 
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Employment  and  Training  Act  of  1973  (CETA),  cost  billions  annually  and 
contribute  to  our  current  high  rate  of  inflation. 

Without  denying  that  all  women  who  wish  to  work  have  the  right  to  compete 
freely  and  equally  in  the  labor  market,  we  can  question  whether  the  social 
security  system  should  induce  full-time  homemakers  to  enter  the  labor  market. 
This  will  likely  cause  a  further  increase  in  the  unemployment  rate.     It  will 
also  trigger  a  whole  set  of  transfer  payments  which  are  by  law  tied  to  the 
unemployment  rate  (e.g.,  supplemental  unemployment  benefits)  and  will  create 
pressures  for  other  programs  such  as  the  job  counselling  centers  for  displaced 
homemakers,  more  subsidy  of  vocational  training  for  the  middle  aged,  etc. 
These  programs  are  not  worthless,  in  general.    But  when  they  are  caused  by 
cuts  in  social  security  benefits  which  force  into  the  labor  force  women  who 
have  already  demonstrated  that  they  would  rather  be  at  home  with  their 
families,  then  it  can  be  said  that  they  are  a  waste  of  money  for  the  women 
involved  and  for  society,  too. 

The  adoption  of  changes  which  push  more  married  women  into  the  labor 
force  helps  the  financial  position  of  the  social  security  system  in  the  short 
run  because  these  women  will  pay  taxes  without  collecting  any  benefits  for 
years  to  come.    However,  if  we  take  a  longer-run  view,  and  recognize  the  nega- 
tive relationship  between  fertility  (the  birth  rate),  and  labor  force  partici- 
pation, it  is  clear  that  the  proposed  changes  would  worsen  the  already  diffi- 
cult financial  situation  which  is  projected  for  social  security  during  the 
second  and  third  decades  of  the  twenty-first  century. 

The  assertion  that  -Increased  labor  force  participation  by  married  women 
will  lead  to  reduced  fertility  is  supported  by  empirical  research  [43;  32; 
29^.     Indeed,  Weller,  who  would  like  to  see  a  reduction  in  the  rate  of  popula- 
tion increase,  argues  that  "efforts  should  be  made  to  make  employment  so 
attractive  —  both  financially  and  social  psychologically  —  that  employment 
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will  be  chosen  over  motherhood"  [43,  p.  163].    The  most  recent  research  by 
Hill  and  Stafford  at  the  University  of  Michigan  concludes  that  greater  time  in 
the  labor  force  reduces  both  the  number  of  children  and  the  care  per  child 
[29,  p.  25]. 

Interestingly,  they  also  examine  the  implications  of  this  finding  for  the 

social  security  system: 

If  the  system  provisions  were  changed  to  provide  greater  relative 
benefits  to  married  women  who  work,  this  would  encourage  lifetime 
market  participation  increases  and  a  simultaneous  fall  in  future 
system  contributors  because  of  reduced  fertility.    As  a  consequence 
the  funding  for  social  security  would  have  to  be  altered  in  a  major 
way  [  29,  p.  34]. 

The  analyses  of  the  options  discussed  in  the  HEW  Changing  Roles  Report, 
the  1979  Advisory  Council,  and  by  Rita  Ricardo-Campbell  do  not  include  an  estimate 
of  the  increase  in  the  proportion  of  payroll  which  would  have  to  be  committed 
to  social  security  taxes  as  a  result  of  the  fertility  decline  forecasted  by  Hill 
and  Stafford.    We  can  be  sure  that  the  costs  have  been  underestimated,  probably 
in  a  major  way. 
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Mr.  Pickle.  Our  next  witness  is  Therese  Todd. 

STATEMENT  OF  THERESE  TODD,  PRO-FAMILY  LOBBY  OF 
MINNESOTA,  SOUTH  ST.  PAUL,  MINN. 

Mrs.  Todd.  Mr.  Chairman  and  members  of  the  committee,  I  am 
Terry  Todd,  a  housewife  and  mother  of  four  children.  I  have 
worked  as  a  laboratory  technician  both  part  and  full-time  for  20 
years,  and  I  have  paid  into  the  social  security  system  on  that  basis. 
I  am  from  South  St.  Paul,  Minn. 

Thank  you  for  honoring  my  request  to  present  testimony  to  this 
committee. 

It  is  essential  that  profamily  women  continue  to  resist  the  efforts 
of  the  societal  "change  agents"  to  channel  women  to  a  totally 
autonomous  existence  that  disregards  the  family  as  a  unit. 

I  refer  to  the  proposals,  past  and  present,  that  would  create 
individual  social  security  records  for  women — housewives — by  com- 
bining the  total  benefits  of  both  spouses  and  crediting  half  of  the 
total  to  each.  This  would  create  a  totally  unacceptable  discrimina- 
tion against  the  single  wage  earner  family  by  dividing  the  single 
benefit  between  the  two  spouses,  thus  denying  them  the  additional, 
currently  provided,  extra  one-half  benefit  that  was  built  into  the 
social  security  system  at  its  inception. 

Any  change  that  would  create  a  retirement  benefit  advantage  to 
working  women,  thus  encouraging  or  economically  forcing  women 
to  work  out  of  the  home,  would  have  broad  ramifications. 

I  will  identify  one  that  is  of  great  concern  to  me. 

The  adverse  effects  of  increasing  numbers  of  mothers  entering 
the  work  force  are  not  surprisingly  manifested  in  the  children. 

A  February  9,  1981  St.  Paul  Pioneer  Press  news  item  reported  on 
an  address  made  by  Chief  Justice  Warren  Burger  to  the  American 
Bar  Association.  In  addressing  his  concern  that  Americans  are 
'  'hostages"  of  crime,  he  cited  the  schools  for  part  of  the  crime 
problem,  saying,  they  have  "virtually  eliminated  *  *  *  any  effort 
to  teach  values  of  integrity,  truth,  personal  accountability,  (and) 
respect  for  others'  rights." 

The  schools  would  not  have  been  so  successful  in  censoring  out 
these  essential  disciplines  from  the  curriculum  if  more  mothers 
were  in  the  home,  where  many  would  prefer  to  be,  instead  of 
working. 

Mothers  who  come  home  from  work  to  face  necessary  household 
tasks  are  not  apt  to  have  as  much  time  to  monitor  homework  or  sit 
down  to  read  to — or  with  children.  Working  moms  do  not  care  any 
less,  they  just  don't  have  time  to  go  through  a  stack  of  accumulated 
school  papers  as  they  clear  a  room  of  what  the  child  identifies  as 
"junk." 

My  point  is  that  mothers  do  more  than  cook,  clean,  shop,  tend 
toddlers,  et  cetera.  They  impart  attitudes,  feelings,  beliefs,  and 
monitor  behavior  and  possessions  to  name  a  few.  Mothers  reading 
to  their  children  and  reading  school  papers  have  found  their  chil- 
dren are  writing  their  "obituaries"  in  math  class.  They  have  found 
"directions"  for  advancing  from  a  kiss  to  sexual  intercourse  are 
printed  in  13  explicit  steps  to  the  part  of  home  economics  class. 

Mothers  are  needed  in  the  homes,  and  those  who  make  the 
choice  to  be  home  should  not  be  penalized  for  that  choice. 
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I  urge  you  to  do  all  in  your  power  to  reverse  the  economic 
conditions  that  are  forcing  mothers  to  seek  employment  outside  the 
home  and  especially  to  safeguard  the  right  of  full-time  housewives 
to  receive  the  additional  one-half  social  security  benefit. 

The  fate  of  this  Nation  rests  with  the  children  and  as  Members 
of  Congress  and  specifically  the  Ways  and  Means  Committee,  the 
fate  of  the  children  rests  with  you. 

Mr.  Pickle.  Thank  you,  Mrs.  Todd.  Your  statement  will  be  made 
a  part  of  the  record  without  the  questionnaire. 

[Additional  material  submitted  has  been  retained  in  the  subcom- 
mittee files.] 

Mr.  Pickle.  I  want  to  ask  all  you  ladies  is  it  your  feeling  that 
this  committee  or  some  members  of  the  Ways  and  Means  Commit- 
tee have  recommended  that  we  do  away  with  the  spouse  benefit? 

All  through  your  testimony,  with  one  or  two  exceptions,  you 
have  protested  that  we  are  doing  damage  to  the  home  because  we 
are  going  to  do  away  with  the  spouse  benefit.  I  don't  know  of  any 
legislation  that  is  pending  that  would  do  this,  or  do  you  have 
reference  to  a  specific  approach  that  has  been  recommended  to  us? 

Mrs.  Schlafly.  Mr.  Chairman,  I  will  answer  that.  No  allegation 
has  been  made  against  this  committee  or  any  member  of  this 
committee. 

It  is  that  we  know  that,  in  1979,  the  Social  Security  Administra- 
tion put  out  a  book  at  the  cost  of  $215,000,  and  then  the  National 
Commission  on  Social  Security  ran  $1  million  worth  of  hearings 
across  this  country,  for  the  sole  purpose  of  wiping  out  the  depend- 
ent wife's  benefit. 

That  report,  called  "Social  Security  and  the  Changing  Roles  of 
Men  and  Women,"  proposed  three  alternative  plans,  under  all  of 
which  the  dependent  wife's  benefit  would  be  wiped  out. 

It  was  our  hope,  as  a  result  of  those  hearings,  and  the  fact  that 
the  National  Commission  on  Social  Security  unanimously  rejected 
that  report,  and  the  fact  that  this  committee  didn't  appear  to  like 
the  report,  we  hoped  that  that  idea  was  dead. 

And  yet,  we  read  that,  a  couple  of  weeks  ago,  witnesses  before 
this  committee  are  back  again  proposing  the  elimination  of  the 
wife's  benefit.  I  refer  specifically  to  Rita  Ricar do-Campbell's  testi- 
mony. You  notice  also  that  one  of  the  witnesses  this  morning  gave 
testimony,  which  included  wiping  out  the  wife's  benefit.  So  we  felt 
it  essential  that  this  committee  hear  the  refutation  of  those  argu- 
ments again  in  1981. 

Mr.  Pickle.  The  committee  has  not  made  any  recommendations 
last  year  or  in  this  session.  There  is  no  legislation  pending  for  that 
action  per  se. 

I  do  recognize  that  Rita  Ricardo-Campbell  has  suggested  a  long- 
term  phaseout  of  what  would  in  effect  be  the  phaseout  of  the 
spouse  benefits,  over  a  30-year  period  or  thereabouts,  but  anyway  a 
long  phaseout. 

In  order  that  we  would  be  sure  that  we  understand,  at  least  from 
the  chairman's  standpoint,  HEW  did  make  an  extended  study  of 
the  question  of  earnings  of  women  in  the  work  force,  and  it  was  a 
study  to  analyze  and  to  recognize  the  growing  role  of  women  in  the 
work  force. 
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This  change  has  occurred  now  in  the  last  30  years,  and  it  hasn't 
come  about  because  social  security  has  done  it.  You  seem  to  imply 
that  we  are  trying  to  encourage  women  to  leave  the  home  and  go 
out  in  the  work  force.  That  has  been  happening  with  the  social 
security  program  continuing  exactly  as  it  was.  But  the  study,  I 
take  it,  was  just  merely  a  study  to  recognize  what  proper  role  do 
we  give  women  in  the  work  force.  Do  we  treat  them  as  we  did  30  or 
40  years  ago  or  do  we  treat  them  differently?  At  least  that  is  what 
I  take  as  the  intent. 

I  don't  know  what  we  are  going  to  do  about  it,  but  I  think  you 
are  imagining  we  are  going  to  do  away  with  the  spouse  benefits. 
There  is  no  specific  intent  in  these  studies  except  to  give  a  total 
analysis  of  how  we  consider  the  earnings  of  women  in  the  work 
force.  So  there  is  no  intent  here,  and  we  are  being  challenged  for 
something  you  imagine  we  might  or  might  not  do. 

I  am  not  arguing  the  point.  I  am  just  saying  that  we  are  looking  j 
at  all  aspects,  and  this  is  one  aspect  that  we  must  look  at  in 
someway — the  role  that  women  play.  I  don't  know  what  the  answer 
is,  but  I  think  it  is  proper  that  the  committee  look  at  the  problem,  j 

Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  thank  you. 

I  must  say  that  I  am  extremely  sympathetic  to  the  thrust  of  your 
testimony  that  the  woman  who  stays  in  the  home  and  rears  the  j 
children  is  contributing  every  bit  as  much  as  the  woman  who  gets 
out  and  has  a  career.  In  fact,  from  my  subjective  opinion,  she  may 
be  contributing  more. 

I  watched  our  children  grow  and  watched  the  effect  that  my  wife 
had  on  their  growth  as  human  beings,  and  nothing  could  have  been 
a  more  valuable  accomplishment,  in  my  opinion,  than  to  see  the 
development  of  five  wonderful  humans  who  have  caused  no  trouble 
to  society  and  are  contributing  members  of  society.  There  is  no 
greater  treasure  in  the  world  than  that  in  my  opinion. 

I  assume  that  all  of  you  are  in  agreement  with  each  other  as  to 
the  thrust  of  each  other's  testimony;  would  that  be  a  fair  state- 
meht,  or  is  there  some  disagreement  amongst  you  about  anything 
that  any  of  the  others  have  stated? 

Mr.  Pickle.  One  lady  testified  primarily  on  student  benefits,  and 
I  don't  believe  addressed  herself  to  

Mr.  Archer.  That  is  correct.  I  just  wonder  if  all  of  you  agree  j 
with  the  comment  on  the  student  benefits  also? 

Mrs.  Schlafly.  I  haven't  made  a  study  of  that,  Mr.  Chairman.  I 
think  I  would  defer  comment  on  that. 

Mr.  Archer.  So  I  might  have  some  reservations  about  it. 

Mrs.  Schlafly.  I  would  rather  not  comment  on  that  until  I  have 
had  a  chance  to  study  it. 

Mr.  Archer.  Because,  interestingly  enough,  of  course,  the  Presi- 
dent  of  the  United  States,  who  came  into  power  as  a  result  of  the 
thrust  that  you  have  talked  about  that  has  occurred  in  this  coun- 
try, has  made  the  recommendation  that  those  student  benefits  be 
eliminated,  and  the  committee  is  seriously  considering  that. 

I  don't  know  what  the  committee  is  going  to  do,  but  it  has  been  a 
part  of  the  administration's  proposal. 

Yes,  Mrs.  McGuire? 
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Mrs.  McGuire.  Mr.  Archer,  I  would  like  to  clarify  something.  Let 
me  say  this:  I  see  this  on  two  different  levels.  It  may  be  that  in  the 
long  run,  the  use  of  social  security  funds  is  not  best  used  for  those 
student  benefits.  That  is  something,  from  the  little  bit  of  reading 
that  I  have  been  able  to  do  of  the  Advisory  Council's  report,  the 
National  Commission's  report.  I  am  not  expert  on  that  and  cannot 
say.  I  don't  really  know  enough  about  the  75-year  projections,  the 
overall  package. 

My  point  is  a  somewhat  more  limited  one.  It  is  that  the  children 
who  already  are  included,  who  already  are  beneficiaries,  because  a 
parent  is  dead,  because  a  parent  is  disabled,  in  a  sense  what  I  am 
saying  is  it  may  simply  be  that  the  administration  did  not  stop  to 
think  of  those  children. 

My  point  is  that  someone  has  to  stop  and  perhaps  in  a  sense 
grandfather  clause  this  proposal  to  protect  those  children  rather 
than  pull  those  benefits  out  now.  Is  my  distinction  clear? 

Mr.  Archer.  Yes.  Thank  you  very  much  for  that  clarification. 

My  good  friend  and  colleague,  Phil  Crane,  was  unable  to  be  with 
us  today,  and  I  am  pleased  to  submit  to  you  some  questions  that  he 
has  asked  me  to  submit  that  he  would  have  asked  had  he  been 
here. 

The  first  question  is,  what  is  your  opinion  of  Congresswoman 
Mary  Rose  Oakar's  bill  to  provide  for  sharing  the  earnings  of 
husband  and  wife?  I  think  you  have  probably  already  answered 
that.  I  don't  know  if  you  want  to  elaborate  on  that  anymore. 

Mrs.  Schlafly.  Yes,  Mr.  Archer.  First  of  all,  it  is  substantially 
the  same  as  one  of  the  proposals  in  the  1979  "Changing  Roles" 
report.  To  any  extent  that  it  differs  from  that,  it  is  a  very  costly 
plan. 

I  don't  know  if  this  committee  is  going  to  want  to  adopt  a  plan 
that  involves  higher  costs,  but  it  seems  to  me  that  we  could  make 
the  argument  that,  rather  than  put  in  a  plan  that  costs  more 
money,  perhaps  it  would  be  better  to  have  a  plan  that  cuts  taxes. 

The  other  objection  to  Mrs.  Oakar's  bill  is  that  it  does  have  a 
financial  subsidy  to  the  working  woman  as  opposed  to  the  depend- 
ent wife.  The  extra  subsidy  to  the  two-earner  family  under  her 
plan  occurs  because  it  would  give  the  two-earner  family  the  advan- 
tage of  the  weighted-benefit  formula.  Therefore,  to  any  extent  that 
it  induces  wives  out  of  the  home  instead  of  to  stay  to  take  care  of 
their  own  children,  we  would  oppose  the  Oakar  bill. 

Mr.  Archer.  Do  you  think  that  the  wife  should  get  social  secu- 
rity benefits  in  her  own  name? 

Mrs.  Schlafly.  She  does  now.  When  I  am  65,  I  certainly  expect 
J  to  receive  a  dependent  wife's  benefit  check  addressed  "Mrs.  Phyllis 
Schlafly."  The  dependent  wife  does  get  benefits  in  her  own  name 
right  now.  The  myth  that  has  been  perpetrated  by  the  feminist 
,  movement  that  she  doesn't  have  it,  just  simply  isn't  so. 

Mr.  Archer.  Do  you  think  all  women  will  be  in  the  work  force 
,  anyway  in  a  few  years,  and  I  am  continuing  with  Congressman 
Crane's  questions,  and  that  that  is  what  women  want?  I  think  I 
;  know  your  answer. 

Mrs.  Schlafly.  No,  I  don't  think  that  is  what  women  want.  I 
think  the  chief  reason  so  many  women  are  in  the  work  force  is 
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inflation.  We  hope  that  the  President's  new  economic  package  is 
going  to  cut  back  on  inflation,  so  I  do  not  see  the  trend  continuing. 

In  addition  to  that,  I  believe  Mrs.  Finn's  research  has  shown 
that,  even  though  more  women  have  moved  into  the  work  force, 
the  actual  number  of  hours  per  week  in  the  work  force  spent  by 
wives  has  reduced,  because  women  have  taken  so  many  part-time 
jobs.  In  any  event,  I  do  not  think  that  we  should  adopt  as  public 
policy  any  program  that  encourages  women  artificially  to  move 
into  the  work  force. 

Mrs.  Finn.  May  I  just  add  to  that,  Mr.  Archer? 

Mr.  Archer.  Sure. 

Mrs.  Finn.  The  increasing  labor  force  participation  rate  of  mar- 
ried women,  even  if  you  assume  that  it  would  increase  and  reach 
100  percent,  provides  another  argument  for  retaining  the  wife's 
benefit  rather  than  eliminating  it,  because  the  problem  posed  by 
the  wife's  benefit  will  just  go  away  when  no  one  claims  this  benefit 
any  more.  So,  it  seems  to  me  that  over  any  reasonable  phaseout 
time,  if  the  social  security  projections  are  correct,  there  would  be 
no  reason  to  eliminate  the  dependent  wife's  benefit.  If  they  are 
wrong,  then  we  will  continue  to  need  it. 

Mr.  Archer.  Continuing  with  his  questions,  Mrs.  Campbell  la- 
beled the  wives'  benefit  a  "welfare  type  benefit"  and  suggested  that 
we  should  eliminate  it  to  save  cost,  and  he  asks,  doesn't  that  seem 
fair? 

Mrs.  Schlafly.  No;  it  is  not  a  "welfare  type  benefit"  at  all.  It  is 
the  recognition  of  the  value  of  the  wife  in  the  home,  and  it  has  I 
nothing  to  do  with  whether  she  is  poor  or  rich. 

It  is  a  particular  benefit  paid  to  recognize  the  value  of  the 
mother  in  the  home  in  nurturing  her  children  and  bringing  up  the 
next  generation.  As  I  pointed  out  in  my  testimony,  the  mother  in 
the  home  who  is  bringing  up  children  is  the  greatest  financial  asset 
the  Social  Security  Administration  has. 

Mrs.  Finn.  May  I  add  something  to  that,  too? 

Mr.  Archer.  Certainly. 

Mrs.  Finn.  I  think  you  can  also  argue  that  we  are  spending 
billions  of  dollars  out  of  the  Treasury  to  improve  child  care  and 
child  development,  trying  to  substitute  for  parental  care.  Programs 
like  Head  Start  and  things  like  that,  are  trying  to  give  children  the  j 
advantages  which  a  mother  can  give  her  children  in  the  home. 

I  think  it  is  shortsighted  to  save  money  on  the  wife's  benefit  f. 
which  is  6.6  percent  of  OASDI  benefits,  when  it  will  result  in 
increasing  outlays  for  these  other  kinds  of  expenditures.  To  me  ( 
that  doesn't  make  sense. 

Mr.  Archer.  Certainly,  and  this  is  somewhat  off  the  subject,  but 
the  Head  Start  program  does  need  to  be  looked  into  very  carefully,  j 
Some  of  the  latest  data  now  show  that  it  is  costing  $5,000  per  child,  J 
whereas  the  most  expensive  Montessori  School  is  $2,300  per  child, 
and  you  have  got  to  question  the  economic  benefits  of  that  sort  of 
an  operation  to  this  country. 

Continuing  with  Congressman  Crane's  questions,  don't  you  think 
that  social  security  is  unfair  to  the  woman  who  pays  taxes  into  the 
system  for  many,  many  years,  and  may  never  receive  benefits 
based  on  those  taxes,  because  she  receives  the  wife's  benefit  in- 
stead? 
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Mrs.  Schlafly.  No,  it  is  not  unfair,  because  the  woman  worker  is 
treated  exactly  like  the  male  worker.  She  will  receive  at  least  as 
many  benefits  as  she  paid  into  the  system,  and  she  may  receive 
more,  so  there  is  nothing  unfair. 

These  various  proposals  do  not  really  do  anything  more  for  the 
working  woman.  All  they  do  is  take  away  from  the  dependent  wife. 

Again  I  would  like  to  add,  in  response  to  the  Chairman,  that 
nobody,  none  of  these  witnesses,  has  accused  this  committee  or 
anybody  on  this  committee  of  making  any  of  the  proposals  that  we 
are  refuting.  But  it  is  pretty  obvious  that,  when  such  proposals 
were  made  officially  by  the  Social  Security  Administration,  and 
they  run  all  through  the  feminist  literature,  and  have  been  es- 
poused by  witnesses  before  this  committee,  we  felt  it  essential  that 
they  be  answered. 

Mr.  Archer.  We  have  got  some  very  difficult  choices  to  make,  as 
you  well  know.  The  days  of  easy  decisions  on  social  security  are 
over.  We  have  got  to  bring  the  funds  into  balance,  and  in  my 
opinion,  we  have  got  to  do  that  beyond  just  the  next  5  or  10  years, 
but  in  the  way  that  we  reform  the  system,  we  must  convey  to  the 
American  people  that  it  is  reliable  for  the  next  50  to  75  years.  I 
think  we  owe  that  to  our  children. 

In  making  those  tough  decisions,  I  think  all  of  us  realize  we  are 
not  going  to  increase  the  payroll  tax  rate  in  this  Congress.  All  of 
the  data  show  we  are  going  to  have  to  make  some  very,  very 
difficult  choices. 

In  my  opinion,  it  would  be  disaster  to  go  into  the  general  fund 
and  try  to  make  up  any  shortfall  in  social  security  out  of  the 
General  Treasury.  That  is  one  alternative.  The  people  who  propose 
it,  as  you  heard  Congressman  Lundine  do  this  morning,  are  unwill- 
ing to  propose  a  tax  to  provide  that  money  into  the  Treasury.  So  in 
effect  they  are  saying,  let  us  borrow  more  money,  and  we  are 
borrowing  more  and  more  money  today  to  meet  the  needs  of  this 
Government  from  foreign  nationals,  and  God  help  this  country  if 
we  have  reached  the  point  to  where  we  have  got  to  go  to  the  Saudi 
Arabians  to  pay  the  benefits  under  our  social  security  program. 

I  personally  am  in  complete  opposition  to  using  general  Treasury 
funds,  in  trying  to  shift  them  over  and  make  it  appear  that  every- 
thing is  glorious  and  it  is  not  costing  anybody  anything. 

So  we  come  back  then  face  to  face  with  the  question  of  how  are 
we  going  to  readjust  some  of  the  benefit  outgo,  and  that  is  going  to 
be  tough,  too. 

I  understand  where  you  are  coming  from,  but  I  would  like  to  get 
some  recommendations  from  you,  as  to  where  you  think  we  ought 
to  trim,  so  that  we  can  preserve  the  system,  because  if  it  goes 
under,  it  is  not  worth  anything  to  spouses  or  anybody  else.  And 
that  is  the  major  challenge  that  this  Congress  faces,  because  we  are 
going  to  run  short  of  money,  as  you  know,  at  the  end  of  1982  in 
paying  the  benefits  as  they  now  exist. 

So  I  wonder  what  sort  of  recommendations  you  might  have  to 
this  committee  as  to  how  we  might  meet  this  tremendous  obliga- 
tion, which  is  primarily  related  to  these  very  precious  children  that 
we  have  talked  about. 

Mrs.  Schlafly.  I  agree  with  you,  Congressman.  You  have  some 
very  tough  decisions  to  make,  and  I  am  not  ready  to  give  you  a 


614 


total  package  solution  to  all  those.  I  do  think  that,  in  the  big 
picture,  the  best  thing  you  can  do  is  to  cut  inflation  by  adopting 
the  President's  economic  package,  because  in  the  overall  context,  it 
is  inflation  that  is  hurting  everybody  as  well  as  the  social  security 
system. 

Second,  as  presented  here  today,  the  real  thing  that  is  the  matter 
with  the  social  security  system  is  the  decline  in  the  birth  rate. 
When  social  security  was  put  into  existence  in  the  1930's,  there 
were  43  taxpayers  for  every  beneficiary. 

Today  in  Secretary  Schweiker's  testimony,  there  are  only  three 
paying  in  for  one  drawing  out,  and  he  projected  that  in  about  40 
years,  there  will  be  only  two  paying  in  for  one  drawing  out.  So  it  is 
the  decline  in  the  birth  rate  that  is  the  biggest  financial  problem.  I 
don't  know  that  you  can  solve  that  problem. 

Mr.  Archer.  We  can't  stimulate  the  birth  rate  on  this  Social 
Security  Subcommittee. 

Mrs.  Schlafly.  That  is  right.  But,  of  course,  what  we  are  asking 
is  that  you  not  reduce  it  by  taking  away  the  dependent  wife's 
benefit. 

Mr.  Archer.  Mr.  Chairman,  just  briefly,  and  I  have  got  to  allo- 
cate a  big  part  of  this  time  to  Congressman  Crane  who  is  not  here, 
so  don't  charge  that  to  me,  but  I  would  appreciate  it,  and  I  know 
the  committee  would  appreciate  it,  if  your  various  groups  could  get 
together  and  make  some  sort  of  a  recommendation  to  us  as  to  how 
we  come  to  grips  with  this  problem. 

I,  for  one,  would  certainly  like  to  see  it,  because  it  is  very  easy  to 
come  in  here  and  take  a  negative  approach  to  every  change  that  is 
being  proposed,  and  I  understand  your  position.  I  understand 
where  you  are  coming  from. 

By  the  same  token,  we  have  got  to  do  something. 

Mrs.  Schlafly.  Two  of  the  proposals  that  I  think  bear  serious 
consideration  are  the  proposal  to  include  all  the  Federal  employees 
and  the  proposal  to  raise  the  retirement  age.  You  may  even  raise  it 
from  62  to  65,  as  well  as  possibly  higher. 

Mr.  Archer.  Thank  you  very  much. 

Mrs.  Finn.  May  I  add  something  to  that? 

Mr.  Pickle.  The  Chair  will  recognize  you  later.  I  want  to  abide 
by  our  5-minute  limitation  if  we  can,  or  approximately  that. 
The  Chair  recognizes  Mr.  Jacobs. 
Mr.  Jacobs.  Is  that  starting  now,  Mr.  Chairman. 
Mr.  Archer.  My  apologies. 

Mr.  Jacobs.  Not  at  all.  As  a  matter  of  fact,  Mr.  Archer  was 
saying  some  of  the  things  that  I  won't  need  to  say  now  with  respect 
to  general  revenue. 

I  might  say,  Mrs.  Schlafly,  that  I  generally  support  the  Presi- 
dent's proposals  to  cut  Government  spending  in  order  to  combat 
inflation.  But  if  I  had  any  criticism  at  all,  it  would  be  that  they  are 
too  modest. 

For  example,  I  assume  that  all  of  this  panel  would  agree  that 
perhaps  we  should  discontinue  subsidies  to  tobacco  growing.  Does 
everybody  agree  to  that? 

As  mothers,  do  you  think  that  is  a  good  idea?  Would  you  care  to 
say  whether  you  agree  with  the  adminstration  on  its  proposal  to 
subsidize  the  growing  of  tobacco  this  year? 
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Mrs.  Schlafly.  We  have  no  smokers  in  our  family. 

Mr.  Jacobs.  I  am  going  to  have  to  infer  agreement. 

Mrs.  Schlafly.  But  I  am  glad  to  hear  you  say,  Mr.  Congressman, 
that  you  want  further  budget  cuts.  I  agree  with  that. 

Mrs.  Finn.  As  I  understand  it,  there  is  no  tobacco  subsidy.  They 
simply  have  access  to  the  Commodity  Credit  Corporation  and  they 
have  shown  a  net  profit  every  year. 

Mr.  Jacobs.  Where  are  you  from,  ma'am? 

Mrs.  Finn.  Tennessee,  but  I'm  originally  a  Yankee — from  Michi- 
gan. 

Mr.  Jacobs.  There  are  just  two  areas  that  I  am  interested  in.  The 
first  one  is  the  question  of  the  spouse  benefit.  I  don't  think  there  is 
a  chance  in  a  billion  that  this  Congress  or  the  Congress  soon  to  be 
elected  is  going  to  do  away  with  the  spouse  benefit. 

I  will  say  that  for  the  record. 

But,  Mrs.  Schlafly,  you  referred  to  the  spouse  benefit  as  being 
different  from  welfare  because  it  recognized  the  contribution  of  the 
mother  essentially  in  rearing  the  children  in  a  way  to  make  sure 
that  they  would  be  useful  citizens,  and  as  Mr.  Archer  quite  rightly 
said,  causing  no  trouble  for  society,  but  instead  contributing  to 
society,  and  I  believe  you  also  said  that  it  wouldn't  make  any 
difference  whether  that  mother  were  rich  or  poor. 

Now,  what  about  the  mother  in  the  case  where  there  is  no 
eligibility  for  social  security?  Let's  say  it  is  an  unwed  mother,  and 
she  is  given  welfare  benefits  for  the  child,  the  aid  to  dependent 
children  or  whatever  that  might  be. 

Do  you  see  the  same  logic  in  that,  that  she  contributes  to  society 
once  that  child  is  conceived  and  born,  by  rearing  it  properly  and 
that  society  has  the  same  stake  in  making  a  contribution  to  her 
well-being  so  that  she  might  fill  that  role? 

Mrs.  Schlafly.  I  don't  know  if  that  is  in  the  purview  of  this 
hearing,  but  I  think  the  original  welfare  system  did  try  to  encour- 
age the  welfare  mother  to  take  care  of  her  own  children. 

In  more  recent  years  there  have  been  great  demands,  when  she 
had  more  children  and  more  children,  to  encourage  her  to  take 
some  kind  of  job  training  and  get  her  out  of  the  home. 

You  are  bringing  up  the  complex  of  problems  caused  by  the 
welfare  system,  and  I  have  to  say  that  I  do  believe  that  the  chil- 
dren do  better  with  mothering  in  the  home.  But,  of  course,  if  the 
child  doesn't  have  a  father  to  bring  home  the  groceries,  it  poses  a 
very  serious  problem.  I  don't  know  that  I  have  the  solution  for 
that,  but  surely  I  do  think  that  mother  care  is  better  than  institu- 
tional care. 

Mr.  Jacobs.  It  really  rests  on  the  same  general  idea  that  it  is  a 
value  to  society  that  children  be  reared  as  well  as  possible,  and 
I  that  the  role  of  the  mother,  whether  she  is  fortunate  enough  to  be 
well-positioned  in  society  or  among  the  least  of  the  little  ones,  very 
j  poor  maybe  or  not  properly  educated  and  all  the  rest,  that  it  still 
I  rests  on  the  general  principle  that  society  has  some  interest,  selfish 
•  interest  really,  in  seeing  that  the  children  are  reared  properly,  and 
'  the  best  person  to  administer  that  rearing  is  in  almost  every  case 
1  inevitably  the  natural  mother  of  the  child. 
Mrs.  Schlafly.  That  is  our  position,  yes. 
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Mr.  Jacobs.  Mrs.  Marshner,  I  was  impressed  with  the  scholar- 
ship of  your  prepared  statement,  which  I  read  over  and  then  heard 
you  read.  This  thing  about  whether  the  surviving  spouse  receives 
social  security,  old  age  and  retirement  benefits  in  her  own  name, 
and  there  is  no  problem  with  that,  that  is  secure  now,  there  is  an 
exception,  isn't  there,  where  there  is  a  divorce?  Let's  say  a  divorce 
where  the  working  spouse,  say  the  male  spouse,  is  70,  and  the 
female  spouse  is  say  60,  and  the  male  spouse  has  a  good  job  or  a 
good  profession,  and  chooses  not  to  retire.  I  am  sure  you  are 
familiar  with  that  problem. 

How  do  we  solve  that?  What  do  you  propose? 

Mrs.  Marshner.  I  think  you  might  be  directing  your  question  to 
Mrs.  Finn. 

Mr.  Jacobs.  Not  really. 

Mrs.  Marshner.  Hers  was  the  scholarly  testimony. 

Mr.  Jacobs.  I  am  sure  all  testimony  before  this  committee  is 
scholarly,  all  the  more  from  the  distaff  side,  but  nonetheless,  if  you 
would  rather  not  respond  to  it — anybody  who  would  care  to  on  the 
panel  would  be  fine.  Do  you  recognize  it?  Is  it  a  problem? 

Mrs.  Finn.  Yes,  I  think  there  is  a  problem  with  divorce  and 
social  security.  I  think  what  needs  to  be  done  is  that  there  be  a 
more  equitable  settlement  of  accumulated  retirement  benefits  at 
the  point  of  divorce,  and,  as  you  know,  divorce  courts  in  this 
country  are  prohibited  by  the  Congress  from  so  doing.  So  I  think 
that  is  a  problem  which  must  be  addressed,  but  I  think  you  can 
attack  this  problem  directly  without  resorting  to  major  fundamen- 
tal reforms,  like  earning  sharing.  The  1979  Advisory  Council  rec- 
ommended limited  earning  sharing  at  divorce  which  would  simply 
divide  the  accumulated  retirement  benefits  between  the  husband 
and  wife  at  the  point  of  divorce.  That  would  eliminate  the  problem 
which  you  are  talking  about,  and  other  problems  associated  with 
that,  like  a  woman's  uncertainty  about  what  the  total  size  of  her 
retirement  benefit  will  be  and  when  she  can  retire.  She  would  then 
be  able  to  add  to  these  earnings  credits  by  her  own  work  record. 

I  think  the  problem  posed  by  divorce  would  be  solved  if  at  the 
point  of  divorce  accumulated  retirement  benefits  were  divided 
equally  between  husband  and  wife  through  limited  earning  shar- 
ing, and  I  think  most  of  us  would  support  that. 

Mr.  Jacobs.  So  that  she  would  make  her  own  decision  even  if  he 
were  a  well-paid  professional  man  who  chose  not  to  retire,  she 
could  make  the  independent  decision  at  65? 

Mrs.  Finn.  Right  at  the  point  of  divorce  for  purposes  of  social 
security  they  would  simply  be  parted.  She  would  take  away  half  of 
the  family's  total  earnings  credit  for  purposes  of  social  security. 
You  would  therefore  eliminate  the  so-called  divorced  wife's  benefit. 

Mr.  Jacobs.  There  is  general  agreement  on  the  panel? 

Mr.  Archer.  Will  the  gentleman  yield  on  that? 

Mr.  Jacobs.  Yes. 

Mr.  Archer.  Do  you  know  what  the  impact  financially  on  the 
fund  would  be  for  that  kind  of  a  proposal? 

Mrs.  Finn.  I  only  know  that  it  was  estimated  by  the  1979  Adviso- 
ry Council,  along  with  another  provision  allowing  spouses  to  inher- 
it their  deceased  spouse's  social  security  earnings  credits,  to  be  0.08 
percent  of  payroll. 
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Mr.  Archer.  They  estimate  that  would  cost  0.08  percent  of  pay- 
roll? 

Mrs.  Finn.  Total,  both  of  those  proposals  would  cost  0.08  percent 
of  payroll.  I  don't  know  what  they  are  separately. 

Mr.  Archer.  Boy,  that  is  a  bunch  of  money  over  the  long  term. 

Mr.  Jacobs.  I  think  that  is  one  of  the  problems  that  I  see  in  the 
system  now  that  cries  out  for  justice  and  for  adjustment,  and  that 
is  an  expensive  adjustment. 

I  don't  know  just  exactly  what  the  answer  to  it  might  be.  It 
might  be  that  you  just  pass  a  law  that  rather  than  changing  the 
credits  as  such,  that  when  the  divorced  spouse,  who  is  otherwise 
eligible  for  a  spouse's  benefit,  when  the  divorced  spouse  arrives  at 
age  62  or  age  65,  that  she  independently  can  make  the  decision, 
yes,  I  am  retiring  now  as  if  my  former  husband  had  chosen  to 
retire.  I  say  that  for  the  record. 

Mrs.  Finn.  I  would  like  to  point  out  that  it  is  not  nearly  as 
expensive  as  these  radical  reforms  like  earnings  sharing  being 
mandatory  for  all  couples  whether  they  are  divorced  or  not. 

That  is  estimated  to  be  at  least — and  I  think  it  is  underestimat- 
ed— 3.5  percent  of  the  payroll. 

Mr.  Jacobs.  Thank  you  for  your  testimony. 

Mr.  Pickle.  Mr.  Bailey. 

Mr.  Bailey.  Thank  you,  Mr.  Chairman. 

Just  one  very  brief  comment.  I  am  not  sure  that  I  agree  with  all 
of  you  on  where  these  problems  originate  and  they  are  problems 
essentially,  but  I  want  to  compliment  all  of  you  for  at  the  very 
least  if  my  head  does  not  my  heart  very  sincerely  goes  with  you  on 
the  dignity  I  think  you  are  trying  to  bring  back  to,  the  importance 
that  you  are  trying  to  bring  back  to  the  rola  and  function  which  I 
think  is  absolutely  crucial,  of  the  mothers  in  society,  and  I  hope 
that  in  terms  of  our  public  airwaves  and  the  identity  on  the  books 
that  most  of  us  tend  to  use  as  a  babysitter,  and  Hollywood  values 
and  all  the  types  of  things  which  have  so  penetrated  individual 
consciousness  in  this  country  that  something  can  be  done  to  build 
support  for  the  ideas  at  least  that  you  have  advanced. 

I  think  although  I  disagree  with  some  of  your  thoughts  and 
ideas,  I  don't  want  to  be  dishonest  with  you.  I  definitely  share  your 
basic  orientation.  Thank  you  very  much. 

Mr.  Pickle.  Thank  you. 

Mrs.  Schlafly.  Mr.  Chairman,  we  would  deeply  appreciate  it  if 
Mrs.  Finn's  scholarly  paper  could  be  included  in  the  record  in 
addition  to  her  oral  testimony. 

Mr.  Pickle.  Did  I  not  respond  to  that? 

Mrs.  Schlafly.  I  don't  know  whether  she  requested  it. 

Mr.  Pickle.  I  would  make  the  same  inquiry  of  you  as  I  do  of 
others.  We  would  like  to  know  the  length  of  your  study  or  the 
report,  and  if  we  can't  put  the  entire  portion  in,  we  will  condense 
it. 

Mrs.  Finn.  It  is  34  pages. 

Mr.  Pickle.  Let  us  look  at  it,  and  if  we  can  we  will  put  it  in.  If 
not,  we  will  certainly  put  in  the  gist  of  it,  but  we  will  try  to  include 
the  entire  thing. 

Mrs.  Schlafly.  Thank  you,  Mr.  Chairman. 
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Ms.  Todd.  Mr.  Chairman,  I  just  wanted  to  make  one  comment. 
That  is,  we  seem  to  be  in  the  cause-and-effect  syndrome  with 
unwed  mothers  and  the  decline  in  the  family,  and  teenagers  lack  of 
education.  If  we  could  in  some  way  intercept  that  and  break  that 
syndrome,  then  the  moneys  could  not  be  spent  as  with  Justice 
Burger's  concern  with  crime  for  instance,  and  on  many  other  reme- 
dial things.  The  Continental  Bank  in  Chicago  is  paying  $1,400,  I 
believe,  per  person  to  reeducate  people  to  work  in  their  establish- 
ment. We  would  have  a  reallocation  of  funds  into  the  social  secu- 
rity system  that  are  now  going  into  so  many  other  areas  in  a 
remedial  way. 

Mr.  Pickle.  I  think  there  is  general  agreement  that  the  basic 
purpose  of  social  security  is  for  replacement  of  wages,  earnings, 
upon  retirement  or  disability.  That  is  the  basic  purpose,  and  to  the 
extent  that  we  can,  we  will  try  to  keep  these  funds  from  being  used 
for  other  purposes.  So  there  is  no  disagreement  on  that.  But  over 
the  years,  of  course,  it  has  been  enlarged  in  many  areas,  and  some 
of  you  would  defend,  as  one  lady  did  this  morning,  the  addition  of 
the  student  benefits. 

That  is  a  compact  we  had.  That  is  using  some  of  the  money  for 
some  purpose  perhaps  more  than  what  you  would  want,  but  we 
have  to  decide  now  do  we  have  a  compact  or  can  we  handle  it 
differently? 

This  year,  1981,  is  the  year  of  decision  for  us.  We  have  just  got  to 
look  at  all  of  these  different  approaches,  including  the  one  sugges- 
tion you  have  just  made.  We  will  do  that. 

I  thank  you  all.  Your  testimony  has  been  helpful.  We  know  your 
views  by  and  large.  We  know  you  are  sincere  and  sensitive  to  these 
questions.  We  know  the  committee  is  likewise  and  I  hope  we  will 
reach  better  accord  on  many  of  these  aspects. 

We  thank  you  all. 

[The  following  was  subsequently  received:] 

Hoover  Institution, 
on  War,  Revolution  and  Peace, 

Stanford,  Calif.,  March  16,  1981. 

Hon.  J.  J.  Pickle, 
House  of  Representatives, 
Washington,  D.C. 

Dear  Mr.  Pickle:  Phyllis  Schlafly's  testimony  before  the  Subcommittee  on  Social 
Security,  U.S.  House  Ways  and  Means  Committee,  on  March  6,  1981  has  been 
brought  to  my  attention.  I  would  appreciate  it  if  the  following  corrections  of  fact 
were  to  be  printed  in  the  Hearings  after  that  testimony. 

Testimony  by  Phyllis  Schlafly,  (Mimeo),  p.  4,  line  1:  The  word  "thus"  implies  that 
the  phase-out  of  spouses'  benefits  that  is  part  of  my  overall  plan  to  help  solve  the 
long-run  imbalance  of  the  OASI  trust  fund  was  first  written  in  the  1979  "Social 
Security  and  the  Changing  Roles  of  Men  and  Women"  report  of  the  Social  Security 
Administration.  This  is  not  true.  My  proposal  first  appeared  in  my  dissent  to  the 
1974-75  Quadrennial  Advisory  Council's  Reports  (pages  attached)  and  was  later 
included  as  one  of  several  options  in  my  book  Social  Security:  Promise  and  Reality 
(Stanford,  California:  Hoover  Press,  1977).  To  my  knowledge,  that  proposal  is  not 
"Changing  Roles  ..."  with  which  Mrs.  Schlafly's  listing  of  the  Plans  A,  B,  and  C 
(p.  3  of  her  prepared  testimony)  agrees. 

Schlafly  Testimony,  p.  5.  middle  of  page:  The  following  quotation  (with  many 
ellipses  injected  by  Mrs.  Schlafly)  was  attributed  to  me  although  it  was  not  in  fact 
written  by  me:  .  .  .  "The  current  system  .  .  .  discourages  women  from  working 
outside  of  the  home  ...  It  may  be  in  the  area  of  inducing  a  higher  labor  force 
participation  rate  by  women  .  .  .  that  longrun  solutions  may  be  successfully  sought." 
(Published  in  The  Crisis  in  Social  Security:  Problems  and  Prospects,  Michael  J. 
Boskin,  Ed.,  Institute  for  Contemporary  Studies,  San  Francisco,  1977,  p.  186.)  The  page 
cited  by  Schlafly  is  attached.  It  was  written  by  Michael  Boskin  and  does  not  contain 
the  above  statement. 
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My  article,  "The  Problems  of  Fairness,"  in  the  Crisis  in  Social  Security: 
Problems  and  Prospects,  pp.  125-145  (copy  enclosed)  also  does  not  contain  the 
thought  in  the  above  quotation  by  Mrs.  Schlafly  which  contains  many  ellipses.  Nor 
do  any  of  my  other  writings.  I  am  in  agreement  with  Mrs.  Schlafly  that  women 
should  have  free  choices.  Such  choices  are  limited  for  women  who  do  not  have 
husbands  with  high  earnings.  My  writings  have  always  indicated  the  concept  that 
women  should  be  free  to  choose  whether  or  not  to  work  outside  the  home.  For  the 
record,  I  am  enclosing  "Women  Will  Not  Improve  Their  Economic  Rewards  Un- 
til .  .  ."  to  illustrate  this  (Simmons  College  Review,  Late  Spring/Early  Fall,  1972,  p. 
36). 

As  the  mother  of  three  daughters,  I  do  not  define  a  relatively  large  family  as 
more  than  two  children,  nor  does  my  use  of  the  technical  meaning  of  welfaretype 
benefits  as  applied  to  spouse's  benefits  act  as  "  'epithetic  argument'  by 
smearing  ..."  (Schlafly,  p.  4).  Rather,  the  term  "welfare-type  benefits"  is  used  by 
economists  to  indicate  those  benefits  that  were  added  after  the  system  was  started 
and  for  which  the  benefits  are  not  related  to  the  OASDHI  taxes  paid.  If  a  worker 
under  a  private  pension  plan  elects  to  cover  a  dependent  spouse,  the  size  of  the 
worker's  benefit  is  reduced  as  compared  with  workers  who  do  not  elect  that  option. 

Thank  you  for  considering  this  statement  of  correction  and  clarification  for  inclu- 
sion in  the  printed  Hearings  following  Mrs.  Schlafly 's  testimony  of  March  6,  1981. 
Sincerely  yours, 

Rita  Ricardo-Campbell,  Ph.  D., 

Senior  Fellow. 

[Enclosures  have  been  retained  in  the  subcommittee  files.] 

Mr.  Pickle.  Now  the  Chair  will  ask  a  panel  consisting  of  Mr. 
Richard  Zimmerman,  Mr.  Purvis  Collins,  Mr.  Tom  Tinsley,  and  Mr. 
David  Gusky,  to  come  forward  if  they  are  still  here. 

Let  me  ask  you  if  you  gentlemen  would  be  willing  to  go  through 
and  finish  your  testimony  within  the  hour,  say,  rather  than  come 
back  this  afternoon  some  time? 

Let's  do  that  then. 

For  purposes  of  identification,  the  first  person  will  be  Mr.  Rich- 
ard Zimmerman,  chairman  of  the  steering  committee,  Confeder- 
ation of  Non-Social  Security  States,  and  board  member,  Ohio  State 
Teachers  Retirement  System.  Mr.  Zimmerman. 

Next  is  Purvis  Collins,  chairman  of  the  legislative  committee  and 
director,  South  Carolina  Retirement  Systems. 

Then  we  have  Mr.  Tom  Tinsley,  who  is  legislative  consultant 
representing  the  National  Treasury  Employees  Union.  You  are 
accompanied  by  Mr.  Jerry  Klepner,  director  of  legislation,  I  pre- 
sume. 

Then  Mr.  David  Gusky,  legislative  director  of  the  National  Fed- 
eration of  Federal  Employees. 

If  you  gentlemen  will  proceed,  we  will  ask  first  Mr.  Zimmerman 
to  testify. 

STATEMENT  OF  J.  RICHARD  ZIMMERMAN,  CHAIRMAN,  STEER- 
ING COMMITTEE,  CONFEDERATION  OF  NON-SOCIAL  SECU- 
RITY STATES  AND  BOARD  MEMBER,  OHIO  STATE  TEACHERS 
RETIREMENT  SYSTEM 

Mr.  Zimmerman.  Mr.  Chairman  and  members  of  the  committee, 
I  am  J.  Richard  Zimmerman,  elected  trustee  of  the  Ohio  State 
Teachers  Retirement  System.  I  am  one  of  six  elected  trustees  serv- 
ing on  a  board  of  nine  members.  Elected  trustees  serve  for  a  4-year 
term.  Five  are  elected  by  the  contributing  members  of  the  system. 
The  sixth  trusteee  is  a  retired  former  member  elected  by  the 
beneficaries  of  our  plan.  The  remaining  members  are  ex  officio;  the 
State  superintendent  of  public  instruction,  the  auditor  of  State,  and 
the  State  attorney  general. 
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In  addition  to  speaking  for  more  than  200,000  active  and  51,000 
retired  Ohio  teachers,  I  represent  the  Confederation  of  Non-Social 
Security  States.  I  am  chairman  of  the  steering  committee  of  that 
group. 

I  have  filed  the  requisite  copies  of  our  testimony  and  several 
items  of  supporting  materials.  Briefly,  I  wish  to  comment  on  some 
items  which  seem  germane  to  the  issue  of  universal  social  security 
coverage  for  public  employees.  We  vigorously  oppose  such  coverage 
for  many  reasons,  some  of  which  are: 

One,  adequacy  of  current  program.  The  Ohio  State  Teachers 
Retirement  System  and  the  plans  covering  other  public  employees 
offer  adequate  protection  to  members  at  reasonable  cost  on  an 
actuarial  reserve  funding  basis.  We  consider  our  plans  to  be  superi- 
or ones,  "touching  all  the  bases"  of  well-conceived  plans. 

We  provide  excellent  service  retirement  benefits  based  on  a  rela- 
tively high  salary  base.  Early  vesting,  outstanding  disability  protec- 
tion, survivor  benefits,  portability  of  service  both  within  and  out- 
side our  State  boundaries,  automatic  and  ad  hoc  cost-of-living  in- 
creases to  retirees,  an  outstanding  medical  care  program  for  retir- 
ees and  families  without  premium  cost  and  including  reimburse- 
ment of  medicare  "B"  premium,  are  all  included  in  our  program.  I 
direct  your  attention  to  the  supporting  materials  for  an  in-depth 
analysis  of  these  and  other  features. 

The  end  result  is  that  we  provide  outstanding  coverage  to  our 
members  at  reasonable  costs  to  both  employee  and  employer.  We 
will  strongly  resist  efforts  to  dilute  that  coverage  merely  for  the 
sake  of  achieving  stereotyped  uniformity  and  to  provide  a  quick 
shot  in  the  arm  for  an  ailing  social  security  plan. 

Two,  inability  to  support  both  current  program  and  social  secu- 
rity. The  Universal  Social  Security  Coverage  Study  Group,  which 
rendered  its  report  to  the  last  session  of  the  Congress,  engaged  the 
firm  of  Winklevoss  &  Associates  to  study  the  costs  of  including 
public  employees.  Our  system  participated  in  that  study.  The  com- 
plete report  made  by  Winklevoss  is  voluminous  and  is  available  to 
you. 

However,  we  asked  our  actuary,  Huggins  &  Co.,  Philadelphia,  to 
analyze  the  report  and  supply  a  report  to  our  board.  A  copy  of  that 
memorandum  by  Robert  H.  Smith,  president  of  Huggins,  is  includ- 
ed in  the  supporting  materials.  We  believe  you  will  find  its  conclu- 
sions of  interest.  The  bottom  line  is  that  regardless  of  the  model 
used,  all  of  Winklevoss'  proposals  resulted  in  added  cost  to  both 
employee  and  employer.  With  a  total  current  cost  equal  to  22 
percent  of  payroll,  Ohio  teachers  and  taxpayers  cannot  afford 
sharply  escalated  rates. 

One  of  the  principal  reasons  harm  will  be  from  universal  social 
security  coverage  results  from  philosophical  differences  between 
most  public  plans  and  social  security.  For  example,  our  plan  in 
Ohio  is  based  on  the  amount  of  service  rather  than  age.  Social 
security,  on  the  other  hand,  is  geared  to  age.  In  Ohio,  an  individual 
with  30  years  of  service  is  entitled  to  full  formula  benefits  regard- 
less of  age.  Last  year  56  percent  of  our  retired  members  qualified 
for  30  years'  or  more  service.  Attempting  to  fit  that  kind  of  pro- 
gram into  one  providing  benefits  only  at  age  65  will  undeniably 
result  in  benefit  reductions. 
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Four,  the  question  of  capital  formation.  The  assets  of  the  five 
public  employee  pension  plans  in  Ohio  total  approximately  $12 
billion.  The  combined  cash  flow  exceeds  $2  billion  annually.  Pres- 
ently all  of  these  funds  are  invested  and  each  dollar  of  new  funds 
enters  the  investment  stream  within  hours  after  its  receipt.  The 
permanent  investments  represent  not  only  commitments  to  indus- 
try, but  to  single  family  mortgages,  low  income  housing,  housing 
for  the  elderly,  nursing  homes,  and  the  like. 

In  our  own  system  we  currently  have  over  $1.2  billion  invested  in 
mortgages,  with  over  $100  million  in  Washington,  D.C.,  alone.  Most 
of  these  funds  are  in  the  inner  city  where  the  need  for  housing 
investment  is  always  the  greatest.  If  a  major  portion  of  these  funds 
are  diverted  to  paying  current  social  security  benefits,  who  will  fill 
the  gap  that  remains?  The  answer  probably  is  no  one,  and  yet 
another  succeessful  program  providing  for  the  needs  of  people  is 
shot  down  by  the  very  agency  supposed  to  support  the  general 
welfare — the  Congress. 

Five,  Constitutional  question.  Those  of  us  involved  in  the  Confed- 
eration of  Non-Social  Security  States  believe  a  Federal  tax  on  state 
and  local  governments  is  as  unconstitutional  today  as  it  was  25 
years  ago.  Voluntary  participation  in  social  security  has  been  the 
rule  since  coverage  was  first  made  available.  Relying  on  that  vol- 
untary principle,  we  in  CONSSS  have  developed  plans  without 
social  security  involvement.  We  are  determined  to  resist,  by  every 
means  at  our  disposal,  all  efforts  to  replace  that  principle  with  a 
mandate. 

[The  prepared  statement  follows:] 

Statement  of  J.  Richard  Zimmerman,  Member,  Ohio  State  Teachers 
Retirement  Board 

Mr.  Chairman,  members  of  the  Subcommittee,  I  am  J.  Richard  Zimmerman, 
elected  trustee  of  the  Ohio  State  Teachers  Retirement  System.  I  am  one  of  six 
elected  trustees  serving  on  a  board  of  nine  members.  Elected  trustees  serve  for  a 
four-year  term.  Five  are  elected  by  the  contributing  members  of  the  System.  The 
sixth  trustee  is  a  retired  former  member  elected  by  the  beneficiaries  of  our  plan. 
The  remaining  members  are  exofficio;  the  State  Superintendent  of  Public  Instruc- 
tion, the  Auditor  of  State,  and  the  State  Attorney  General. 

In  addition  to  speaking  for  more  than  200,000  active  and  51,000  retired  Ohio 
teachers,  I  represent  the  Confederation  of  Non-Social  Security  States.  I  am  chair- 
man of  the  Steering  Committee  of  that  group. 

I  have  filed  the  requisite  copies  of  our  testimony  and  several  items  of  supporting 
materials.  Briefly,  I  wish  to  comment  on  some  items  which  seem  germane  to  the 
issue  of  universal  social  security  coverage  for  public  employees.  We  vigorously 
oppose  such  coverage  for  many  reasons,  some  of  which  are: 

1.  Adequacy  of  current  program. — The  Ohio  State  Teachers  Retirement  System 
and  the  plans  covering  other  public  employees  offer  adequate  protection  to  members 
at  reasonable  cost  on  an  actuarial  reserve  funding  basis.  We  consider  our  plans  to 
be  superior  ones,  "touching  all  the  bases"  of  well-conceived  plans.  We  provide 
excellent  service  retirement  benefits  based  on  a  relatively  high  salary  base.  Early 
vesting,  outstanding  disability  protection,  survivor  benefits,  portability  of  service 
both  within  and  outside  our  state  boundaries,  automatic  and  ad  hoc  cost  of  living 
increases  to  retirees,  an  outstanding  medical  care  program  for  retirees  and  families 
without  premium  cost  and  including  reimbursement  of  Medicare  "B"  premium,  are 
all  included  in  our  program.  I  direct  yor  attention  to  the  supporting  materials  for 
an  in-depth  analysis  of  these  and  other  features. 

The  end  result  is  that  we  provide  outstanding  coverage  to  our  members  at 
reasonable  costs  to  both  employee  and  employer.  We  will  strongly  resist  efforts  to 
dilute  that  coverage  merely  for  the  sake  of  achieving  stereo-typed  uniformity  and  to 
provide  a  quick  shot  in  the  arm  for  an  ailing  social  security  plan. 

2.  Inability  to  support  both  current  program  and  social  security. — The  Universal 
Social  Security  Coverage  Study  Group,  which  rendered  its  report  to  the  last  session 
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of  the  Congress,  engaged  the  firm  of  Winklevoss  and  Associates  to  study  the  costs  of 
including  public  employees.  Our  System  participated  in  that  study.  The  complete 
report  made  by  Winklevoss  is  voluminous  and  is  available  to  you. 

However,  we  asked  our  actuary,  Huggins  &  Company,  Philadelphia,  to  analyze 
the  report  and  supply  a  report  to  our  Board.  A  copy  of  that  memorandum  by  Robert 
H.  Smith,  President  of  Huggins,  is  included  in  the  supporting  materials.  We  believe 
you  will  find  its  conclusions  of  interest.  The  bottom  line  is  that  regardless  of  the 
model  used,  all  of  Winklevoss'  proposals  resulted  in  added  cost  to  both  employee  and 
employer.  With  a  total  current  cost  equal  to  22  percent  of  payroll,  Ohio  teachers 
and  taxpayers  cannot  afford  sharply  escalated  rates. 

3.  Windfall  benefits  and  right  of  withdrawal. — Many  proponents  of  universal 
coverage  cite  the  so-called  "windfall  benefits"  and  "double  dipping."  It  is  interesting 
to  note,  I  think,  that  some  of  those  who  object  most  strongly  are  themselves 
recipients  of  such  benefits.  Others  call  attention  to  the  fact  that  under  existing  law 
an  employer  (state  or  municipality)  may  withdraw  unilaterally  from  Social  Security. 
We  in  Ohio  oppose  both  windfall  benefits  and  unilateral  withdrawal.  In  fact,  we 
oppose  any  withdrawal  if  the  decision  to  participate  in  Social  Security  is  based  on  a 
democratic  referendum  of  employees  in  the  unit.  We  caution,  however,  that  many 
public  employees,  particularly  teachers,  policemen  and  firefighters,  have  paid  Social 
Security  taxes  for  many  years  in  what  amounts  to  full-time  employment.  We  do  not 
believe  such  persons  should  be  denied  benefits  under  the  guise  of  avoiding  windfalls. 

4.  Capital  formation. — The  assets  of  the  five  public  employee  pension  plans  in 
Ohio  total  approximately  $12  billion.  The  combined  cash  flow  exceeds  $2  billion 
annually.  Presently  all  of  these  funds  are  invested  and  each  dollar  of  new  funds 
enters  the  investment  stream  within  hours  after  its  receipt,  The  permanent  invest- 
ments represent  not  only  commitments  to  industry,  but  to  single  family  mortgages, 
low  income  housing,  housing  for  the  elderly,  nursing  homes,  and  the  like. 

In  our  own  System  we  currently  have  over  $1.2  billion  invested  in  mortgages, 
with  over  $100  million  in  Washington,  D.C.  alone.  Most  of  these  funds  are  in  the 
inner  city  where  the  need  for  housing  investment  is  always  the  greatest.  If  a  major 
portion  of  these  funds  are  diverted  to  paying  current  Social  Security  benefits  who 
will  fill  the  gap  that  remains?  The  answer  probably  is  no  one,  and  yet  another 
successful  program  providing  for  the  needs  of  people  is  shot  down  by  the  very 
agency  supposed  to  support  the  general  welfare — the  Congress. 

5.  Constitutional  question. — Those  of  us  involved  in  the  Confederation  of  Non- 
Social  Security  States  believe  a  Federal  tax  on  state  and  local  governments  is  as 
unconstitutional  today  as  it  was  25  years  ago.  Voluntary  participation  in  Social 
Security  has  been  the  rule  since  coverage  was  first  made  available.  Relying  on  that 
voluntary  principle,  we  in  CONSS  have  developed  plans  without  Social  Security 
involvement.  We  are  determined  to  resist,  by  every  means  at  our  disposal,  all  efforts 
to  replace  that  principle  with  a  mandate. 

Information  for  the  Social  Security  Subcommittee,  by  J.  Richard 

Zimmerman 

In  the  interest  of  providing  the  Subcommittee  with  a  detailed  analysis  of  the 
programs  provided  by  the  State  Teachers  Retirement  System  of  Ohio,  this  statement 
is  submitted.  In  some  respects  this  is  an  amplification  of  the  oral  testimony  present- 
ed to  the  Subcommittee,  but  at  the  same  time  covering  some  areas  which  were  not 
involved  in  the  oral  presentation. 

Our  attempt  is  to  furnish  the  Subcommittee  with  information  supporting  the 
thesis  that  adoption  of  universal  coverage,  insofar  as  the  State  Teachers  Retirement 
System  is  concerned,  would  result  in  either  a  reduction  of  benefits  or  a  cost  which  is 
not  feasible  within  the  tax  structure  of  our  state. 

BACKGROUND  INFORMATION 

The  State  Teachers  Retirement  System  of  Ohio  was  created  by  statute  and  began 
operation  September  1,  1920.  Thus,  it  is  one  of  the  oldest  state  retirement  systems 
existing  and  at  the  same  time,  measured  by  most  standards,  is  one  of  the  largest 
public  employee  systems  in  the  country.  The  System  has  earned  a  well-deserved 
reputation  for  innovative  development  of  programs  designed  to  offer  ultimate  pro- 
tection and  financial  security  to  members  of  the  System.  There  are  currently  some 
170,000  active  contributing  members  and  about  38,000  non-contributors  who  main- 
tain a  money  interest  in  the  program.  In  addition,  the  System  pays  benefits  to 
approximately  51,000  persons  amounting  to  $3  million  annually. 

Presently  the  System  has  assets  in  excess  of  $5  billion  with  about  58  percent  of 
this  reserved  to  pay  the  benefits  of  current  retirees.  The  current  contribution  rate  of 
active  members  is  8.5  percent  of  gross  earnings,  said  contributions  being  held  in 
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trust  in  individual  accounts  in  the  Teachers  Savings  Fund.  The  employer  contribu- 
tion rate  is  currently  13.5  percent  of  gross  payroll  with  a  current  statutory  limita- 
tion of  14  percent.  Benefits  are  prefunded  and  the  normal  cost  of  the  current 
program  is  15.79  percent  of  a  total  contribution  of  22  percent.  The  excess  of  6.21 
percent  of  total  contributions  over  the  normal  rate  is  allocated  to  underwriting  the 
existing  unfunded  liability,  the  actuarial  certification  is  that  under  current  condi- 
tions the  unfunded  liability  will  be  underwritten  in  approximately  44  years. 

BENEFIT  STRUCTURE 

Service  retirement. — Service  retirement  is  available  to  members  after  achieving 
certain  levels  of  service.  Normal  retirement  is  available  at  age  65,  or  with  30  years 
of  service  regardless  of  age.  Thus,  an  individual  having  served  30  years  of  service  is 
eligible  for  receipt  of  unreduced  benefits,  although  considerably  younger  than  65. 
This  very  fact  makes  integration  or  coordination  with  Social  Security  extremely 
difficult  since  the  Social  Security  program  is  geared  to  retirement  because  of  age 
rather  than  service. 

Benefits  are  payable  under  a  fixed  benefit  program  in  most  situations.  A  fixed 
contribution  program  is  also  available  and  the  retiring  person  receives  benefits 
under  the  method  producing  the  larger  benefit.  The  current  formula  is  based  on  the 
number  of  years  of  service  credit,  final  average  salary  (defined  as  the  salaries  which 
will  produce  the  highest  average  for  three  years  in  the  working  career),  multiplied 
by  a  formula  factor  which  is  currently  2  percent.  Stated  another  way,  an  individual 
with  30  years  of  service  and  a  final  average  salary  of  $20,000  would  be  entitled  to  a 
benefit  of  $12,000  annually. 

In  addition  to  regular  retirement,  provision  is  made  for  early  retirement  with  five 
or  more  years  of  service  at  age  60,  or  with  25  years  of  service  at  age  55.  In  both 
instances  benefits  are  actuarially  reduced  for  the  early  retirement  privilege.  The 
reduction  is  3  percent  per  year  between  the  ages  of  65  and  60,  and  5  percent  per 
year  from  that  age  down  to  age  55. 

For  some  persons  a  fixed  contribution  benefit  will  produce  a  larger  amount,  these 
are  generally  persons  who  have  been  absent  from  service  for  a  number  of  years 
prior  to  retirement  but  after  having  obtained  a  vested  interest  with  five  or  more 
years  of  service  credit.  For  such  persons  the  amount  contributed  plus  accumulated 
interest,  plus  a  like  amount  from  the  Employers  Trust  Fund,  in  many  instances 
produces  an  annuity-type  benefit  larger  than  the  fixed  formula. 

Disability  retirement. — The  State  Teachers  Retirement  System  of  Ohio  provides 
perhaps  the  most  liberal  disability  retirement  benefit  of  any  public  employee  retire- 
ment plan  in  the  nation.  Five  years  of  Ohio  service  are  required.  This  may  include 
service  which  has  been  purchased  under  one  of  the  purchase  provisions,  including 
out  of  state  public  teaching,  private  school  teaching,  military  service  or  Federal 
civilian  service,  or  public  employment  in  another  state.  The  further  requirement  is 
that  the  individual  be  disabled  from  performing  the  duties  to  which  assigned. 
Benefits  are  determined  in  the  same  manner  as  for  service  retirement  but  with  the 
added  feature  that  the  individual  is  credited  with  service  projected  from  the  at- 
tained age  at  the  time  of  application  for  disability  retirement  to  age  60.  Benefits  are 
calculated  as  if  the  individual  were  age  65  so  there  is  no  actuarial  reduction  because 
of  age.  Benefits  are  subject  to  a  limitation  of  75  percent  of  the  final  average  salary 
and  there  is  a  minimum  benefit  equal  to  30  percent  of  the  final  average  salary 
regardless  of  service  credit  beyond  the  five  years  necessary  to  qualify.  Disability 
determination  rests  with  the  Retirement  Board  with  the  assistance  of  examination 
and  review  by  qualified  physicians. 

Survivor  benefits. — Active  teachers  are  covered  by  a  salary-related  program  of 
survivor  benefits  available  after  one  and  one-half  years  of  service  credit.  Widows, 
widowers,  dependent  children  to  age  18,  or  22  if  in  school,  and  in  the  absence  of 
others,  dependent  parents  qualify  as  survivors.  The  benefit  structure  is  25  percent  of 
the  final  average  salary  for  one  survivor,  40  percent  for  two,  and  ranging  on  up  to 
60  percent  for  five  or  more.  For  those  persons  whose  deaths  occur  after  achieving 
eligibility  for  retirement  but  before  exercising  that  right,  the  survivor  is  entitled  to 
receive  the  joint  survivor  option  election  which  would  have  been  in  effect  had  the 
individual  retired  on  the  day  prior  to  death. 

Vesting. — Vesting  occurs  after  five  years  of  service  with  the  right  to  receive 
benefits  upon  attaining  age  60.  Actually,  if  service  is  available  from  one  of  the 
sources  of  purchased  service  credit,  then  vesting  and  deferred  benefits  could  be 
achieved  with  as  little  as  one  year  of  actual  teaching  service  in  Ohio. 

Medical  health  care  program. — All  retirees  and  spouses  are  covered  by  a  compre- 
hensive medical  program  without  cost.  The  program  is  provided  under  retrospective 
premium  arrangement,  with  the  Aetna  Life  &  Casualty  Company  presently  serving 
as  the  carrier.  The  same  carrier  has  provided  claims  processing  since  inception  of 
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this  program  in  1974.  The  program  is  very  broad  and  comprehensive  in  nature,  and 
probably  exceeds  the  coverage  available  to  any  other  retired  employee  group  in  the 
United  States.  Basically  it  covers  100  percent  of  hospitalization  expense  without  any 
front-end  deductible.  All  other  medical  expenses  are  reimbursed  on  an  80-20  co- 
insurance basis,  again  without  deductible.  Other  medical  expenses  include  prescrip- 
tion drugs  and  medicines,  and  a  long  list  of  other  types  of  benefits  including 
surgery,  physicians'  services,  and  a  broad  spectrum  of  benefits.  The  plan  does  not 
cover  dental  costs  except  in  certain  restricted  instances,  and  does  not  cover  vision 
care.  There  are  no  other  exceptions  in  the  program.  A  very  liberal  convalescent  care 
package  is  a  part  of  the  coverage.  The  benefits  are  provided  to  all  persons  regardless 
of  sex  or  age,  but  after  age  65  Medicare  services,  if  available  to  the  individual,  are 
carved  out  of  the  plan.  If  Medicare  services  are  not  available  because  of  lack  of 
covered  employment  then  the  plan  operates  exactly  as  for  those  under  the  age  of  65. 
The  individual  is  required  to  be  enrolled  in  Medicare  Part  B  but,  again,  as  a  part  of 
the  System's  program,  the  premium  cost  for  that  coverage  is  reimbursed  to  the 
individual.  A  very  recent  addition  to  the  package  is  a  mail  order  prescription  drug 
program. 

Purchasing  service  credit. — One  of  the  weaknesses  that  has  often  been  cited  about 
public  employee  plans,  and  as  a  reason  for  endorsing  universal  Social  Security 
coverage,  is  the  lack  of  portability  of  public  employee  service.  The  Ohio  State 
Teachers  Retirement  System  has  attempted  to  meet  this  objection  by  a  very  for- 
ward-looking porgram  of  accepting  service  transported  across  jurisdictional  lines. 
Currently  the  program  permits  the  purchase  of  up  to  five  years  of  service  for  the 
following:  out  of  state  public  school  teaching,  private  school  teaching  either  outside 
or  within  Ohio,  employment  as  a  public  employee  in  some  other  state,  and  employ- 
ment in  the  Federal  civilian  service.  These  amounts  may  be  purchased  in  any 
combination,  but  the  total  purchased  may  not  exceed  five  years  of  service  in  one 
area  or  in  a  combination.  In  addition,  however,  an  individual  may  purchase  credit 
for  up  to  five  years  of  military  service. 

Service  between  the  several  public  employee  retirement  systems  in  Ohio  is  com- 
pletely portable  in  all  respects.  In  addition,  persons  who  have  withdrawn  service 
and  later  return  to  employment  in  the  State  Teachers  Retirement  System  or  in  one 
of  the  other  systems  have  the  privilege  of  restoring  their  accounts  and  regaining  the 
lost  service  credit. 

Death  benefit. — There  is  payable  to  the  estate  or  beneficiary  of  each  deceased 
retired  person  a  death  benefit  of  $500. 

INVESTMENTS 

Invested  reserves  of  the  System  exceeding  $5  billion  and  the  annual  cash  flow  of 
over  $600  million  constitute  a  major  source  of  capital  for  investment  in  the  national 
economy.  Investments  are  made  by  an  in-house  staff  based  on  policies  and  criteria 
approved  by  the  Retirement  Board  of  Trustees.  Investments  are  restricted  by  statute 
to  a  legal  list  which  includes  certain  quality  restrictions,  percentage  restrictions  on 
certain  types  of  securities  such  as  equities,  and  other  factors.  Within  those  con- 
straints, investment  are  made  as  directed  by  the  Retirement  Board  and  as  decided 
by  staff,  subject  to  those  decisions.  The  System  has  $1.2  billion  invested  in  various 
types  of  Federally  insured  and  guaranteed  mortgages.  Of  that  total,  approximately 
$382,898,418  represents  single  family  mortgages  in  Ohio,  and  the  balance  is  distrib- 
uted widely  across  the  country,  representing  projects  such  as  low  income  housing, 
nursing  homes,  senior  citizens'  housing,  and  the  like. 

SUMMARY 

It  has  been  our  intention  here  to  give  some  detail  concerning  the  strong  program 
of  retirement  and  related  benefits  provided  by  the  State  Teachers  Retirement 
System.  It  will  be  difficult  if  not  impossible  to  maintain  this  type  of  program  and  at 
the  same  time  provide  Social  Security  coverage.  The  combined  cost  of  the  two 
programs  currently  would  exceed  34  percent  of  virtually  the  entire  payroll  and  this 
would  become  more  inclusive  as  the  wage  ceilings  in  the  Social  Security  program 
increase.  If  Social  Security  is  adopted  on  an  offset  or  integrated  basis,  we  still  would 
not  be  able  to  provide  the  quality  level  currently  enjoyed  by  our  members.  It  is  for 
this  reason  that  we  register  strong  opposition  to  universal  Social  Security  coverage. 

As  a  further  presentation  of  evidence  we  have  appended  hereto  several  publica- 
tions issued  by  the  State  Teachers  Retirement  System.  These  are  offered  in  an  effort 
to  further  expand  the  understanding  of  the  Subcommittee  of  the  program  provided 
and  the  potentially  serious  consequences  to  a  great  many  people  by  modifying  or 
eliminating  parts  of  that  program  because  of  a  mandate  of  Social  Security. 
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COMPARISON  OF  DATA  SUPPLIED  FOR  VALUATION  AS  OF  JULY  1, 1979,  FOR  OHIO  SCHOOL 


EMPLOYEES  AND  TEACHERS  RETIREMENT  SYSTEMS 


Active  members: 
Number: 

Male   28,789  58,712 

Female   72,288  90,177 

Total   101,077  148,889 


Average  age: 

Male   44.0  39.6 

Female   44.1  38J 

Total   44.1  39.0 


Average  salary: 

Male   $7,117  $18,012 

Female   3,985  13,266 

Total   4,877  15,138 


Average  present  value  of  $1  of  salary: 

Male   $9.06  $12.31 

Female   10.84  12.87 

Inactive  members: 

Eligible  for  pension: 

Male   2,451  4,021 

Female   3,664  9,817 

Total   6,115  13,838 


Average  pension: 

Male   $816  $2,251 

Female   849  1,464 

Total   836  1,693 


Ineligible  for  pension: 

Male   26,730  14,732 

Female   47,107  37,543 

Total   73,837  52,275 

Receiving  pension: 
Number: 

Superannuation   21,558  40,055 

Beneficiary   1,352  2,016 

Disability   1,902  2,304 

Survivor   2,604  2,712 

Average  basic  allowance: 

Superannuation   $1,831  $5,434 

Beneficiary   1,473  4,315 

Disability   2,399  6,436 

Survivor   1,867  3,627 


MEMORANDUM 

I  Pension  Forecast  Results  for  the  Study  by  Winklevoss  &  Associates  Of  Universal 
Social  Security  Coverage  as  It  Applies  to  the  School  Employees  and  Teacher  Retire- 
ment Systems  of  the  State  of  Ohio. 

j  Basically,  the  study  by  Winklevoss  &  Associates  addressed  two  questions  related 
i  to  Universal  Social  Security  coverage.  The  first  of  these  involved  the  possible 
|  reaction  of  non-participating  plans  to  Universal  coverage.  The  second  addressed  the 
|  financial  implications  of  these  reactions.  In  making  these  studies,  Winklevoss  & 
|  Associates  used  a  computer  model  of  each  system  to  forecast  cost  and  benefit 
developments  over  a  50-year  period.  Their  approach  was  to  project  the  present 
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population  into  the  future  based  on  certain  assumptions  and  then  to  perform 
actuarial  valuations  on  each  year's  population  that  was  produced  by  the  projection. 
The  assumptions  used  in  projecting  the  population  into  the  future  was  not  necessar- 
ily the  same  as  that  used  in  determining  liabilities  under  the  actuarial  valuations. 

Comments:  Under  the  section  "Scope  of  Forecasts"  are  the  following: 

"The  pension  forecasts  presented  herewith  are  not  intended  to  represent  predic- 
tions of  specific  characteristics  of  a  system  at  a  specific  point  in  time;  rather,  they 
are  intended  to  show  the  eventual  consequences  of  selected  pension  policies  under 
various  scenarios  of  future  plan  experience.  Thus,  it  is  a  valid  approach  to  measure 
the  impact  associated  with  a  given  policy  decision  (such  as  adopting  a  certain 
benefit  formula  or  implementation  procedure)  by  comparing  the  results  under  two 
forecasts.  It  is  not  appropriate  to  evaluate  the  effects  of  a  given  policy  by  assessing 
the  desirability  of  results  associated  with  one  forecast  in  isolation."  In  other  words 
it  is  appropriate  to  compare  two  sets  of  results  for  a  given  retirement  system  in 
order  to  determine  the  relative  effect  of  following  one  of  two  approaches  implied  in 
the  two  projections.  It  is  not  appropriate  to  compare  the  results  for  one  system  with 
the  results  for  another  system.  We  did  not  attempt  to  review  the  methods  that 
Winklevoss  &  Associates  use  to  perform  their  projections  since  this  would  have 
required  many  hours  of  discussions  and  spot  checking.  However  it  is  reasonable  to 
assume  that  the  methods  do  follow  accepted  mathematical  and  actuarial  techniques. 
The  results  produced  are  very  much  a  function  of  the  assumptions  used  in  project- 
ing the  present  population  into  the  future.  The  assumptions  used  are  described 
beginning  on  page  9.  Apparently,  in  projecting  the  present  population  the  assump- 
tions used  by  the  plan's  actuary  in  the  valuation  as  to  mortality,  turnover,  rates  of 
disability,  rates  of  retirement,  etc.,  were  used.  In  a  projection  as  long  as  50  years  it 
is,  of  course,  necessary  to  make  some  assumption  about  new  members  joining  the 
system.  "A  group  of  new  members  joined  the  plan  each  year  in  an  age  distribution 
calculated  from  the  past  hiring  practices  of  the  sponsor  and  in  sufficient  number  to 
sustain  growth  in  active  membership  determined  appropriate  for  that  jurisdiction 
by  economists  at  the  Urban  Institute."  This  approach  was  appropriate  for  the 
purposes  of  the  study,  but  it  should  be  emphasized  again  that  the  results  of  this 
study  should  not  be  thought  of  as  a  prediction  of  the  results  that  can  be  expected  for 
any  one  retirement  system. 

As  was  also  noted  on  page  9  of  the  report  "Economic  experience  was  simulated 
according  to  assumptions  which  were  identical  for  each  plan.  The  simulation  as- 
sumptions selected  by  the  researchers  were  interest  earnings  of  7  percent,  salary 
growth  of  6  percent  +  Merit  with  the  inflation  inherent  in  those  values  at  5 
percent."  While  these  are  not  unreasonable  assumptions  others  who  might  make 
such  a  study  could  very  well  use  a  different  set  of  assumptions.  As  indicated  on  page 
12  of  the  Winklevoss  report,  various  combinations  of  valuation  assumptions,  funding 
methods  and  plan  benefits  were  used  in  making  their  projections.  As  may  be  seen 
on  page  16  in  Table  3,  in  adopting  either  the  prototype  or  constant  type  formulas 
rather  than  a  current  formula,  the  long  term  employer  costs  (as  a  percent  of 
payroll)  increase  and,  in  some  cases,  increase  very  substantially.  As  indicated  on 
page  15,  the  table  shows  selected  financial  results  for  all  plans  in  the  study. 

In  Appendix  B  are  shown  detailed  results  for  the  system  to  whom  the  report  is 
addressed.  The  information  shown  in  these  columns  is  more  or  less  self-explanatory 
except  asset  target  and  unfunded  asset  target.  The  asset  target  is  the  liability  that 
is  often  described  as  the  past  service  cost,  the  accrued  liability,  the  actuarial 
liability,  the  supplemental  present  value  and  various  other  terms  of  that  nature. 
The  unfunded  asset  target  is  the  asset  target  minus  the  current  value  of  assets. 
Plan  termination  liability  is  the  liability  which  would  be  faced  if  the  plan  terminat- 
ed and  all  employees  vested  upon  termination.  Thus  it  is  essentially  the  liability  for 
accrued  benefits. 

As  indicated  in  the  Winklevoss  report  and  is  commented  earlier  in  these  com- 
ments, it  is  dangerous  to  compare  the  results  for  a  specific  formula  for  one  retire-' 
ment  system  with  the  results  for  that  same  formula  for  another  retirement  system. 
For  example,  the  results  for  School  Employees  and  Teachers  should  not  be  com- 
pared. As  indicated  on  the  attached  schedule  the  average  age  and  the  average 
salary  are  quite  different  under  the  two  systems.  The  average  present  value  of  $1  of 
salary  is  quite  different.  This  reflects  not  only  the  difference  in  the  interest  assump- 
tion but  also  the  difference  in  average  age  and  the  different  assumptions  as  to 
salary  increases.  The  average  projected  pension  for  inactive  members  is  quite  differ- 
ent as  well  as  the  average  benefit  currently  being  received  by  retired  members  or 
their  beneficiaries  or  survivors. 

Because  of  these  differences,  an  offset  formula  would,  for  example,  provide  very 
little  benefit  to  members  of  the  School  Employee  Retirement  System,  but  would 
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rovide  a  much  more  substantial  benefit  to  members  of  the  Teacher  Retirement 
ystem. 

While,  as  noted  earlier,  we  would  be  willing  to  accept  the  mathematical  tech- 
niques used  in  projecting  results  as  far  as  pension  benefits  are  concerned,  we  would 
be  more  reluctant  to  make  such  a  concession  as  far  as  benefits  are  concerned.  In 
other  words,  have  the  medical  benefits  provided  under  the  two  Ohio  systems  been 
appropriately  projected? 

One  result  that  seems  reasonably  clear  from  the  study  is  that  if  Social  Security 
coverage  becomes  mandatory  for  the  School  Employees  and  Teacher  Retirement 
Systems,  the  employer  contributions  will  increase  even  under  the  various  types  of 
formulas  intended  to  integrate  retirement  system  benefits  with  Social  Security 
benefits.  As  pointed  out  in  the  study,  this  may  be  true  because  greater  benefits  are 
being  provided  under  the  combination  of  retirement  system  and  Social  Security 
than  currently  but  regardless  of  whether  or  not  this  is  true,  employer  cost  did 
increase  under  virtually  every  projection  made  in  the  study.  This  result  should, 
however,  be  viewed  with  caution  until  it  is  established  whether  medical  benefit 
costs  and  benefits  presently  provided  by  the  two  systems  are  properly  reflected  in 
the  Winklevoss  study. 

Robert  H.  Smith, 
Huggins  &  Company,  Inc. 

COMPARISON  OF  STRS  VS.  SOCIAL  SECURITY  BENEFITS  FOR  TEACHER  AGE  25  IN  JULY  1952 

[Salaries  are  social  security  maximums  through  1980] 


STRS  Social  security 


Year 

Salary 

Rate 

Contribution 

Tax 
(percent) 

Contribution 
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1962  

  4,800 

7.0 

336 

3.125 

150 

1963  

  4,800 

7.0 

336 

3.625 

174 

1964  

  4,800 

7.0 

336 

3.625 

174 

1965  

  4,800 

7.0 

336 

3.625 

174 

1966  

  6,600 

7.0 

462 

4.2 

277 

1967  

  6,600 

7.0 

462 

4.4 

290 

1968  

  7,800 

7.0 

546 

4.4 

343 

1969  

  7,800 

7.8 

608 

4.8 

374 

1970  

  7,800 

7.8 

608 

4.8 

374 

1971  

  7,800 

7.8 

608 

5.2 

406 

1972  

  9,000 

7.8 

702 

5.2 

468 

1973  

  10,800 

7.8 

842 

5.85 
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1974  

  131200 

8.0 

1,056 

5.85 

772 

1975  

  14,100 

8.0 

1,128 

5.85 

825 

1976  

  15,300 

8.0 

1,224 

5.85 

895 

1977  

  16,500 

8.0 

1,320 

5.85 

965 

1978  

  17,700 

8.5 

1,504 

6.05 

1,071 

1979  

  18,900 

8.5 

1,606 

6.13 

1,159 

1980  

  20,400 

8.5 

1,734 

6.13 

1,251 

1981  

  21,000 

8.5 

1,785 

6.65 

1,397 

1982  

  21,600  .... 

6.70 

1,447 

1983  

  22,300  .... 

6.70 
6.70 
7.05 
7.15 
7.15 
7.15 
7.15 
7.65 
7.65 

1,494 
1,541 
1,671 
1,752 
1,802 
1,852 
1,902 
2,104 
2,173 

1984  

  23,000  .... 

1985  

  23,700  .... 

1986  

  24,500  .... 

1987  

  25,200  .... 

1988  

  25,900  .... 

1989  

  26,600  .... 

1990  

  27,500  .... 

1991  

  28,400  ... 

Total 

20.155 

30.855 
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Under  existing  STRS,  this  teacher  beginning  at  age  25  completes  30  years  of 
service  at  age  55  and  is  eligible  for  immediate  retirement.  The  final  average  salary 
is  $20,100.  Benefit  is  calculated  as:  $20,100x30x2%  =  $12,060  annually. 

To  qualify  for  an  unreduced  benefit  under  Social  Security  the  teacher  must 
continue  working  for  10  additional  years,  paying  Social  Security  tax  during  those 
years.  In  the  meantime,  the  income  and  related  benefits  under  STRS  are  as  follows: 


Year  Basic  benefit  Medical  care  Cost  of  living  Total 

1982   $12,060  $1,053  $378  $13,491 

1983   12,060  1,137  756  13,953 

1984   12,060  1,227  1,134  14,421 

1985   12,060  1,325  1,512  14,897 

1986   12,060  1,431  1,890  15,381 

1987   12,060  1,545  2,268  15,873 

1988   12,060  1,668  2,646  16,374 

1989   12,060  1,801  3,024  16,885 

1990   12,060  1,945  3,402  17,407 

1991   12,060  2,101  3,780  17,941 

Total   156,623 


At  age  65  the  teacher  will  qualify  for  a  Social  Security  benefit  of  $586.00  for 
which  he  will  have  paid  $10,700  more  than  he  deposited  for  his  STRS  benefit. 

Using  the  basic  benefit  only  (the  amount  of  Social  Security  cost  of  living  is  not 
specific),  the  teacher  (male)  beginning  to  receive  his  pension  at  age  55  will  receive  a 
total  of  $284,857  based  on  his  life  expectancy  of  23.62  years.  This  is  a  return  of 
$14.13  for  each  dollar  of  contribution  (total  contribution,  $20,155). 

The  annual  Social  Security  payment  of  $7,032  will  produce  a  total  of  $111,808 
based  on  life  expectancy  of  15.9  years  at  age  65.  This  is  a  return  of  $3.62  for  each  of 
the  $30,855  paid  in  Social  Security  tax. 

Social  Security  is  not  a  funded  retirement  program;  it  is  a  procedure  for  paying 
the  proceeds  of  current  tax  payments  to  the  current  recipients.  The  so-called  Trust 
Fund  bears  no  resemblance  to  a  true  trust  fund;  it  is  merely  a  holding  account  for 
current  payments. 

The  Social  Security  program,  originally  designed  as  a  minimum  benefit  to  prevent 
poverty  in  old  age,  has  wandered  far  afield.  The  tax  rates  and  wage  ceilings  make  it 
the  major  retirement  income  source  for  many  persons.  There  is  no  particular 
quarrel  with  this  for  persons  who  have  been  in  the  program  for  many  years  and 
whose  plans  have  relied  on  Social  Security  as  a  base.  However,  to  add  Social 
Security  on  top  of  an  existing  benefit  plan  will  cause  traumatic  dislocations,  particu- 
larly for  those  persons  who  have  accrued  considerable  service  under  the  plan. 

If,  for  example,  the  teacher  in  our  example  had  been  covered  by  Social  Security  in 
addition  to  STRS  during  the  period,  his  current  payment  of  tax  and  contribution 
(STRS)  would  be  15.15%.  That  of  his  employer  would  be  26.8%.  Rates  such  as  these 
are  not  supportable  either  by  the  member  or  taxpayer. 

It  is  true  that  if  this  situation  existed  at  age  65  the  combined  benefit  would  be 
$12,060 +  $7,032  =  $19,092,  but  the  price  hardly  seems  worth  it. 

While  there  would  be  many  problems  associated  with  the  mandatory  addition  of 
Social  Security,  the  chief  one  as  related  to  Ohio  STRS  is  one  of  philosophy.  STRS 
benefit  schedule  places  emphasis  on  service.  Therefore,  the  career  person  who 
accumulates  substantial  service  at  a  relatively  young  age  is  rewarded  in  the  form  of 
full  retirement  benefits  without  regard  to  age.  Conversely,  Social  Security  places  a 
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premium  on  age  once  a  minimum  service  requirement  (40  quarters)  has  been 
satisfied.  Such  emphasis  forces  the  teacher  who  wishes  to  maximize  income  to 
continue  in  employment  until  a  predetermined  age  has  been  reached. 

[Additional  material  has  been  retained  in  the  subcommittee 
files.] 

Mr.  Pickle.  Thank  you,  Mr.  Zimmerman.  Now  Mr.  Purvis  Col- 
lins. 

STATEMENT  OF  PURVIS  W.  COLLINS,  CHAIRMAN,  LEGISLATIVE 
COMMITTEE,  NATIONAL  COUNCIL  ON  TEACHER 
RETIREMENT  (DIRECTOR,  SOUTH  CAROLINA  RETIREMENT 
SYSTEMS) 

Mr.  Collins.  Thank  you. 

Mr.  Chairman,  members  of  the  committee,  I  appreciate  the  op- 
portunity to  be  here  today.  I  am  Purvis  W.  Collins,  director  of  the 
South  Carolina  Retirement  Systems,  and  State  agent  for  social 
security.  I  appear  today  as  chairman  of  the  Legislative  Committee 
of  the  National  Council  on  Teachers  Retirement  and  present  the 
position  of  the  council. 

The  National  Council  on  Teacher  Retirement  represents  44 
statewide  public  pension  plans  to  which  teachers  belong  and  15 
large  local  systems.  We  have  previously  submitted  50  copies  of 
written  testimony  to  your  staff,  as  required.  We  have  listed  several 
reasons  in  the  written  testimony  for  our  opposition  to  mandatory 
social  security  coverage.  I  will  not  take  your  time  to  read  that 
testimony.  I  will  be  brief  and  dwell  primarily  on  one  point. 

The  National  Council  on  Teacher  Retirement  is  opposed,  without 
division,  to  universal  social  security  coverage.  This  is  true  even 
though  many  member  States  already  cover  teachers  with  social 
security.  In  my  own  State,  South  Carolina,  we  estimate  98  percent 
of  the  public  employees  are  covered.  Membership  in  the  South 
Carolina  retirement  system,  which  provides  benefits  to  most  public 
employees  and  all  school  personnel,  requires  participation  in  social 
security. 

Requiring  coverage  in  the  public  sector  will  not  present  a  prob- 
lem to  my  State.  It  is  doubtful  that  it  would  invoke  a  single 
response.  It  hasn't  up  to  this  point.  However,  I  do  share  and 
understand  the  concern  of  my  colleagues  whose  retirement  pro- 
grams were  planned  and  developed  through  the  years  to  provide 
comprehensive  benefits  outside  of  social  security.  According  to  the 
report  of  the  universal  social  security  coverage  study  group  pre- 
sented to  Congress  in  1980,  imposing  coverage  on  States  and  politi- 
cal subdivisions  would  increase  cost  to  the  employing  jurisdictions 
from  2  to  7  percent  of  payroll.  States  and  local  governments,  al- 
ready faced  with  tough  decisions  on  reducing  budgets,  do  not  need 
this  additional  burden. 

I  fail  to  see  the  wisdom  in  forcing  a  layer  of  benefits  and  unnec- 
essary burdensome  cost  on  employees  already  adequately  covered 
and  satisfied.  The  logic  is  even  more  shaky  with  the  realization 
that  long-range  cost  to  the  social  security  program  will  be  greater 
under  mandatory  coverage.  Actuarial  studies  in  two  States  estimat- 
ed replacement  cost,  that  is,  the  benefit  structure  of  social  security, 
to  be  valued  at  least  20  percent  of  payroll.  It  may  be  true  that 
universal  coverage  will  add  to  the  trust  fund  in  the  near  future. 
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However,  if  the  actuarial  studies  are  near  accurate,  long-term  costs 
will  be  an  additional  burden. 

It  is  doubtful  that  current  social  security  tax  rates  will  even 
actuarily  support  the  cost-of-living  increases  granted  under  the 
program.  It  seems  to  me  the  program  cannot  finance  benefits  for 
current  participants.  Yet  the  coverage  may  be  forced  on  others  who 
do  not  want  it,  do  not  need  it,  and  cannot  afford  it. 

A  parallel  is  the  businessman  who  sells  below  cost  to  increase 
cash  flow.  The  volume  goes  up  and  he  goes  broke  faster.  I  respect- 
fully urge  that  you  do  not  impose  mandatory  coverage  in  the  public 
sector. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Purvis  W.  Collins,  Director,  South  Carolina  Retirement 

Systems 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  Purvis  Collins,  Director  of  the 
South  Carolina  Retirement  Systems.  Additionally,  I  serve  as  a  member  of  the 
Executive  Committee  of  the  National  Council  on  Teacher  Retirement  and  as  Chair- 
man of  the  Legislative  Committee  of  that  organization.  It  is  as  the  representative  of 
NCTR  that  I  appear  today. 

The  National  Council  on  Teacher  Retirement  represents  44  statewide  public  pen- 
sion plans  to  which  teachers  belong  and  15  large  local  systems.  The  organization  has 
a  position  on  both  the  question  of  universal  coverage  of  public  employees  under 
Social  Security  and  the  offset  provision  included  in  Public  Law  95-216.  I  understand 
this  subcommittee  does  not  wish  to  take  testimony  on  the  subject  of  the  offset  and  I 
will  not  comment  further.  However,  I  am  including  a  copy  of  the  NCTR  resolution 
in  the  matter. 

Our  position  is  not  in  opposition  to  Social  Security  per  se.  Indeed,  in  my  own  state 
all  public  employees  participate  in  the  Social  Security  program.  Rather,  our  position 
is  in  opposition  to  a  mandate  of  coverage  rather  than  the  historical  voluntary 
procedure  which  has  existed  for  almost  30  years.  We  oppose  mandatory  coverage  for 
the  following  reasons: 

1.  Voluntary  nature  of  public  employee  coverage. — Originally,  employees  of  govern- 
mental units  were  not  covered  by  Social  Security.  When  coverage  was  extended  in 
the  early  1950's,  it  was  on  a  voluntary  basis  because  of  the  serious  constitutional 
question  as  to  the  authority  of  the  Federal  government  to  impose  a  tax  on  state  and 
local  governments.  That  constitutional  question,  to  my  knowledge,  has  not  been 
resolved  and  it  seems  to  me  that  imposition  of  Social  Security  is  no  less  a  violation 
of  the  constitution  today  than  it  was  25  years  ago. 

2.  Development  of  strong  state  and  local  plans. — Relying  on  the  promised  volun- 
tary nature  of  Social  Security  coverage,  many  state  and  local  plans,  choosing  not  to 
participate  in  Social  Security,  have  developed  strong,  well  financed  programs  on 
their  own.  These  plans  provide  superior  benefits  at  reasonable  cost.  Forcing  Social 
Security  on  such  plans  may  cause  reduction  in  these  benefits  or,  in  some  cases,  the 
actual  abandonment  of  plans  in  order  to  meet  the  rising  costs  of  a  Social  Security 
program  neither  designed  or  able  to  provide  the  level  of  benefits  presently  available 
through  the  independent  state  or  local  plan. 

3.  Effect  on  capital  formation. — Since  January  1980,  the  savings'  rate  for  the 
workers  of  the  United  States,  as  a  percentage  of  disposable  income,  is  at  3.4  percent, 
or  an  all-time  low  for  the  past  20  years  (perhaps  4  percent  under  some  reports).  This 
figure  includes  pension  contributions.  Since  most  private  pension  plans  are  noncon- 
tributory,  then  we  must  assume  that  this  amount  comes  from  public  pension  plans. 
If  this  were  removed,  it  would  have  resulted  in  a  negative  or  zero  savings  rate  as  a 
percentage  of  disposable  income  for  this  nation.  Review  further  indicates  that 
commercial  banks,  and  especially  thrift  institutions,  have  little  money  available  for  j 
loans.  If  it  were  not  for  pension  fund  investments,  where  would  money  have  comei 
from  for  housing?  Who  would  have  bought  government  bonds  to  cover  the  Federal  j 
debt? 

I  am  of  the  opinion  that  the  vast  majority  of  funds  provided  for  housing  andj 
related  capital  improvements  during  the  last  year  came  from  public  pension  plans 
An  examination  of  the  life  insurance  companies  indicates  that  instead  of  personal 
savings,  their  loans  on  policies  have  been  at  an  all-time  high,  and  at  a  much  lowei  | 
rate  than  they  could  borrow  the  money  to  make  the  loans.  Universal  Social  Security 
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will  reduce  to  some  extent  deposits  to  the  public  retirement  systems.  Just  how 
much,  no  one  knows. 

I  know  of  one  non-Social  Security  state  with  over  $1.2  billion  in  single  and  multi- 
family  mortgages  scattered  across  the  country.  If  a  large  portion  of  this  system's 
contribution  rate  is  diverted  to  Social  Security  tax,  who  will  supply  funds  for  this 
critical  area  of  our  economy?  Similar  situations  exist  throughout  the  nation. 

4.  Restructuring  social  security. — Never  since  its  origin  has  Social  Security  been 
the  focus  of  such  concern  as  to  its  future.  With  the  trust  fund  nearly  bankrupt,  all 
sorts  of  remedies  from  "band-aid"  patching  to  complete  overhaul  have  been  ad- 
vanced as  a  search  for  both  short  and  long  range  solutions  goes  on.  Although 
proposed  by  some,  mandatory  coverage  will  not  solve  the  funding  or  financial 
problems  of  the  Social  Security  system.  While  universal  coverage  would  provide  a 
short-term  infusion  of  funds,  the  long-term  effect  would  be  negative,  serving  merely 
to  exacerbate  already  critical  problems. 

5.  Inadequacy  of  social  security. — One  of  the  strong  recommendations  of  the 
President's  Commission  on  Pension  Policy  was  expansion  of  the  private  (i.e.,  non- 
social  security)  pension  system.  The  recommendation  cites  the  inadequancy  of  Social 
Security  as  the  principal  source  of  retirement  income.  It  seems  inconsistent  to 
threaten  the  existence  of  plans  which  provide  replacement  income  at  the  70  per- 
cent-80  percent  level  merely  to  universalize  Social  Security.  This  is  particularly 
true  of  those  plans  based  on  acturial  reserve  funding. 

6.  Sex  discrimination  in  social  security. — Social  Security  was  conceived  as  a  plan 
to  provide  minimal  income  after  the  working  years.  It  was  designed  as  a  program  to 
avoid  poverty,  not  furnish  a  comfortable  income  in  the  retirement  years.  Social 
Security  came  into  being  during  the  Great  Depression  when  few  women  worked 
outside  the  home  and  when,  in  fact,  many  areas  of  public  employment,  notably 
teaching,  were  denied  to  married  women.  Too,  Social  Security  was  considered  as 
"family"  income  protection  and  thus  discriminated  against  working  women. 

The  NCTR,  representing  large  populations  of  females,  opposes  the  discrimination 
against  working  women  inherent  in  the  Social  Security  structure.  Again,  those  well- 
funded  plans  which  do  not  currently  participate  in  Social  Security,  and  from  which 
all  vestiges  of  sex-discrimination  have  been  eliminated,  resist  being  forced  into  a 
program  which  still  rewards  those  who  do  not  work  and  penalizes  those  who  do. 
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National  Council  on  Teacher  Retirement 


FRED  M.  WALKER,  President 
Public  Employees  Retirement  System  of  Mississippi 
1704  Walter  Sillers  State  Office  Building 
Jackson,  Mississippi  39201 
(601)354-6191 


JAMES  L.  SUBLETT,  Secretary-Treasurer 


275  East  Broad  Street 
Columbus,  Ohio  43215 
(614)  227-4090 


MANDATORY  SOCIAL  SECURITY  COVERAGE  FOR  PUBLIC  EMPLOYEES 


WHEREAS,  Many  retirement  systems,  based  upon  provisions  of  the  Social 
Security  Act  permitting  affiliation,  have  availed  themselves  of  the  pro- 
visions of  that  Act  permitting  integrated  or  coordinated  plan  coverage; 
and 

WHEREAS,  Other  systems,  in  reliance  upon  the  voluntary  affiliation 
provisions,  have  elected  not  to  participate  in  Social  Security  and  have 
developed  independent  and  excellent  programs  of  retirement  and  related 
benefits;  and 

WHEREAS,  Imposition  of  mandated  Social  Security  upon  such  systems 
would  create  cost  pressures,  necessitating  rapid  and  ill-considered  changes 
in  plan  benefit  design  in  such  states,  and  possible  abandonment  of  existing 
programs  in  such  states;  and 

WHEREAS,  The  inclusion  of  such  systems  would  in  no  way  alleviate  the 
long-range  Social  Security  funding  problems;  and 

WHEREAS,  Serious  constitutional  questions  are  raised  by  the  impo- 
sition of  mandatory  Social  Security  coverage;  and 

WHEREAS,  The  dual  retirement  systems  in  the  United  States,  of  Social 
Security  plus  adequate  system  supplement,  are  threatened  by  the  trend  to- 
ward a  monolithic  Social  Security  plan  which  would  detrimentally  affect 
retirement  systems  whether  covered  or  not  covered  by  Social  Security;  now, 
therefore,  be  it 

RESOLVED,  That  the  National  Council  on  Teacher  Retirement  strongly 
oppose  mandatory  Social  Security  coverage  and  that  its  legislative  com- 
mittee exert  every  effort  to  oppose  such  legislation;  and  be  it  further 

RESOLVED,  That  the  National  Council  on  Teacher  Retirement  continue  to 
espouse  the  present  law  permitting  affiliation  on  a  voluntary  referendum 
basis  where  teachers  are  permitted  to  vote  their  beliefs  in  the  issue  as  it 
affects  them. 


CAdopted  at  NCTR  Annual  Meeting,  October  3,  1980) 
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National  Council  on  Teacher  R 


ETIREMENT 


FRED  M.  WALKER,  President 
Public  Employees  Retirement  System  of  Mississippi 
1704  Waiter  Sillers  State  Office  Building 
Jackson.  Mississippi  39201 
(601)  354-6191 


JAMES  L.  SUBLETT,  Secretary-1 


^-Treasurer 


275  East  Broad  Street 
Columbus.  Ohio  43215 
(614)  227-4090 


RESOLUTION  FAVORING  REPEAL  OF  THE  SOCIAL  SECURITY  OFFSET  PROVISION 


WHEREAS,  Public  Law  95-216  of  1977  established  a  provision  whereby 
the  Social  Security  survivor's  benefit  for  a  beneficiary  whose  benefit 
begins  after  January  1,  1982  shall  be  offset  by  the  amount  of  benefits 
drawn  from  a  public  retirement  system  on  behalf  of  the  beneficiary,  where 
public  employment  of  the  beneficiary  was  not  covered  by  Social  Security; 
and 

WHEREAS,  This  offset  provision  is  discriminatory  to  recipients  under 
public  retirement  systems  because  it  does  not  apply  to  recipients  under 
private  retirement  systems;  and 

WHEREAS,  There  is  no  legal  or  actuarial  justification  for  offsetting 
benefits  in  one  system  based  upon  eligibility  in  another  system  provided 
they  both  are  earned  and  funded  in  accordance  with  the  legal  requirements 
of  each  system;  now,   therefore,  be  it 

RESOLVED,  That  the  National  Council  on  Teacher  Retirement  does  hereby 
express  its  strong  position  in  favor  of  repeal  of  the  Social  Security  off- 
set provision;  and,  be  it  further 

RESOLVED,  In  recognition  that  legislation  to  repeal  the  offset  pro- 
vision may  not  be  accomplished  prior  to  the  effective  date,  December  1, 
1982,  the  National  Council  strongly  urges  the  passage  of  a  five-year 
extension  of  the  effective  date,  until  November  30,  1987,  such  as  proposed 
under  HR  7313  by  Congressman  Ronald  M.  Mottl,  Ohio,  and  supported  by 
Congressman  J.  J.  Pickle,  Texas,  Chairman,  Subcommittee  on  Social  Security, 
Ways  and  Means  Committee;  and,  be  it  further 

RESOLVED,  That  a  copy  of  this  resolution  be  forwarded  to  each  member 
of  the  Congress,   the  Secretary  of  Health  and  Human  Services,  the  Director 
of  the  Social  Security  Department,  and  a  personal  letter  to  Congressmen 
Mottl  and  Pickle  expressing  appreciation  for  their  interest  and  support. 


CAdopted  at  NCTR  Annual  Meeting,  October  3,  1980) 
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Mr.  Pickle.  Mr.  Collins,  I  notice  you  have  attached  a  resolution, 
apparently  from  the  National  Council  of  Teachers  Retirement. 
Would  you  like  that  to  be  made  a  part  of  the  record? 

Mr.  Collins.  Yes,  sir. 

Mr.  Pickle.  I  also  notice  that  you  have  one  resolution  which 
affects  the  offset  provision.  While  your  testimony  today  is  primar- 
ily in  the  area  of  coverage  of  Federal  employees,  this  will  be 
included,  and  if  you  want  to  submit  an  additional  statement  on  the 
offset  to  outline  your  position  on  that,  the  committee  would  wel- 
come that. 

Mr.  Collins.  Thank  you  very  much. 

Mr.  Pickle.  Now  Mr.  Tinsley. 

STATEMENT  OF  JERRY  KLEPNER,  DIRECTOR  OF  LEGISLATION, 
ON  BEHALF  OF  VINCENT  L.  CONNERY,  NATIONAL  PRESI- 
DENT, NATIONAL  TREASURY  EMPLOYEES  UNION,  ACCOMPA- 
NIED BY  TOM  TINSLEY 

Mr.  Klepner.  Mr.  Chairman,  my  name  is  Jerry  Klepner,  director 
of  legislation  for  NTEU,  and  I  will  be  delivering  a  very  short 
statement.  With  me  is  Mr.  Tinsley,  who  is  one  of  the  foremost 
experts  in  this  area  in  the  country. 

I  would  like  to  make  a  few  brief  observations.  We  certainly  do 
not  envy  you  your  assignment.  The  problems  that  you  are  dealing 
with  are  enormous,  and  finding  solutions  that  will  have  widespread 
popularity  is  extremely  difficult.  The  members  of  this  committee 
are  very  familiar  with  the  reasons  why  we  are  currently  confront- 
ed with  the  problems  in  social  security.  I  will  not  impose  upon  your 
valuable  time  by  outlining  them  for  you. 

I  would  like  to  point  out  that  I  can  certainly  appreciate  and 
understand  the  resentment  that  many  people  in  the  private  sector 
feel  toward  Federal  employees,  because  they  do  not  participate  in 
the  social  security  system.  I  know  that  this  is  an  issue  that  is  laden 
with  emotionalism.  However,  I  feel  that  it  is  incumbent  upon  us  as 
well  as  other  people  who  are  familiar  with  both  programs  to  re- 
spond to  this  concern,  and  to  respond  to  this  resentment. 

I  feel  that  we  should  point  out  to  the  public  that  universal  social 
security  coverage  rather  than  being  a  means  of  correcting  financ- 
ing problems  and  other  problems  with  the  system,  may  very  well 
be  a  means  of  simply  adding  additional  problems  to  the  system. 

We  have  read  each  of  the  reports  that  have  been  issued,  and 
there  have  been  many  over  the  past  year  and  a  half.  Despite  the 
fact  that  most  of  these  reports  recommend  universal  coverage,  the 
facts  are  also  there  to  demonstrate  that  while  some  short-range 
problems  with  the  social  security  system  would  be  alleviated 
through  universal  coverage,  it  would  add  further  to  the  long-range 
financial  burdens  and  problems  by  increassing  the  future  liabil- 
ities. 

In  addition,  providing  social  security  coverage  to  Federal  employ- 
ees and  maintaining  a  separate  staff  retirement  system,  either 
integrated  or  coordinated  with  social  security  would  result  in  great- 
er cost  to  the  Government  and  taxpayers  as  well  as  to  employees. 
Universal  social  security  coverage  is  not  the  solution  to  either  the 
short-  or  long-range  financial  problems  with  the  system,  nor  would 
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it  reduce  the  costs  associated  with  providing  benefits  to  Federal 
employees  during  retirement. 

Another  area  of  increasing  concern,  and  which  has  been  the 
subject  of  considerable  attention  and  criticism,  is  that  of  the  so- 
called  windfall  benefits.  In  the  ordinary  sense,  a  windfall  is  a  piece 
of  unexpected  good  fortune,  or  a  sudden  and  substantial  financial 
profit.  There  is  certainly  no  benefit  of  this  type  in  the  social 
security  system.  The  law  contains  very  precise  provisions  concern- 
ing the  periods  of  coverage  required  to  receive  benefits,  and  the 
method  for  computing  and  determining  the  amount  of  benefits 
paid.  Those  who  receive  benefits  have  met  all  the  requirements  of 
the  law,  and  are  receiving  benefits  as  prescribed  by  the  law,  no 
more  and  no  less. 

In  reality,  what  concerns  the  critics  is  that  some  Federal  employ- 
ees, who  by  law  are  not  covered  by  social  security,  receive  benefits 
under  a  staff  retirement  system,  and  also  receive  social  security 
benefits  by  virtue  of  other  employment,  either  before,  during  or 
after  retirement  from  public  service,  which  was  covered  under 
social  security.  In  some  instances  these  employees  obtain  only 
minimum  coverage.  Since  the  social  security  benefit  formula  is 
designed  to  favor  the  person  with  low  earnings,  the  rate  of  return 
of  benefits  on  contributions  is  greater  insofar  as  they  are  con- 
cerned. 

This  is  viewed  as  an  unintended  subsidy  to  Federal  employees. 
The  basic  problem  lies  in  the  structure  and  the  benefit  formula  of 
the  social  security  law.  To  this  extent  it  is  not  an  unintended 
benefit,  but  one  that  the  law  intentionally  provides. 

In  any  event,  several  recent  changes  in  the  law  will  greatly 
reduce  although  not  completely  eliminate  this  problem.  The  mini- 
mum benefit  has  been  frozen,  and  the  number  of  quarters  of  cov- 
ered employment  needed  in  order  to  be  eligible  for  benefits  will 
increase  from  30  quarters  at  present  to  40  quarters  in  1990.  Yet, 
the  critics  and  public  attention  have  focused  on  Federal  employees 
and  retirees,  despite  the  fact  that  there  are  many  others  who 
benefit  in  a  similar  way. 

We  do  not  believe  that  anyone  should  be  permitted  to  take 
unfair  advantage  of  a  system  at  the  expense  of  others,  or  that  any 
group  should  be  unjustly  enriched  because  of  the  particular 
manner  in  which  the  law  is  designed. 

We  do  not  believe  that  such  is  the  case  with  regard  to  Federal 
employees  in  the  social  security  system.  We  do  recognize  and  agree 
with  the  basic  social  security  insurance  objectives  of  the  social 
security  program  and  are  aware  of  both  the  short-  and  long-term 
financial  problems  involved  in  continuing  to  achieve  these  goals. 

If  it  is  firmly  established  that  after  freezing  the  minimum  bene- 
fit and  increasing  the  number  of  quarters  of  covered  employment  it 
is  still  necessary  to  make  further  adjustments  in  the  law  to  elimi- 
nate what  is  perceived  to  be  an  unfair  benefit,  then  we  would  agree 
that  equitable  adjustment  should  be  made.  However,  we  do  not 
believe  that  such  changes  should  be  directed  at  any  one  class  of 
workers,  such  as  Federal  employees. 

In  addition,  we  do  not  believe  that  changes  should  be  applied 
retroactively.  A  number  of  proposals  have  been  advanced  to  solve 
this  problem  of  windfall  benefits,  ranging  all  the  way  from  revising 
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the  basic  social  security  benefit  formula  to  making  benefit  pay- 
ments based  on  covered  and  noncovered  employees,  with  many 
variations  and  approaches. 

There  has  been  no  consensus,  and  considerable  disagreement,  as 
to  the  merits  of  the  various  proposals.  Each  has  been  found  want- 
ing or  undesirable  in  certain  respects.  It  would  appear  that  we 
need  to  more  precisely  define  the  problem  in  terms  of  the  extent 
and  nature  of  the  so-called  windfalls  before  we  are  able  to  resolve 
it  in  a  manner  fair  and  equitable  to  those  concerned. 

In  the  interim,  we  are  convinced  that  interfund  borrowing 
among  the  social  security  trust  funds  could  resolve  any  immediate 
problem  in  providing  social  security  benefits,  and  that  there  is 
sufficient  time  to  give  thorough  consideration  to  other  proposals 
that  would  have  a  much  more  profound  and  possibly  wrenching 
change  in  the  social  security  system.  Of  course,  our  union  will  be 
available  to  assist  the  committee  in  this  endeavor. 

Once  again,  I  would  like  to  express  our  appreciation  for  the 
opportunity  to  appear  before  you  today,  and  if  you  have  any  ques- 
tions, my  colleague  and  myself  would  be  happy  to  respond  to  them. 

[The  prepared  statement  of  Vincent  L.  Connery  follows:] 

Statement  of  Vincent  L.  Connery,  National  President,  National  Treasury 

Employees  Union 

Mr.  Chairman:  I  appreciate  very  much  this  opportunity  to  appear  before  you  and 
the  members  of  this  Committee  to  express  the  veiws  of  the  National  Treasury 
Employees  Union. 

We  do  not  envy  you  your  assignment.  The  problems  you  are  dealing  with  are 
enormous  and  folding  solutions  that  will  have  widespread  popularity  is  extremely 
difficult.  It  is  unfortunate  that  the  efforts  of  several  years  ago  resulting  in  changes 
in  the  financing  provisions  designed  to  solve  both  the  short  and  long  range  problems 
of  the  Social  Security  System  have  been  frustrated  and  eroded  by  continued  high 
inflation,  unemployment  and  low  economic  growth.  Unless  and  until  we  are  able  to 
bring  these  aspects  of  our  economy  under  control  we  are  going  to  find  it  more  and 
more  difficult  to  resolve  not  only  the  problems  faced  by  the  Social  Security  System, 
but  all  other  income  maintenance  programs  as  well. 

The  members  of  this  Committee  are  very  familiar  with  the  reasons  for  our  being 
confronted  with  the  problems  facing  us  today.  I  will  not  impose  upon  your  valuable 
time  by  outlining  them  for  you.  You  are  also  aware  of,  have  received  and  undoubt- 
edly will  receive  many  more  recommendations  concerning  possible  actions  or  combi- 
nations of  actions  that  might  provide  a  solution  to  these  problems.  I  would  like  to, 
in  a  rather  brief  way,  express  may  views  on  just  a  few  of  them.  They  are  those 
dealing  with  reducing  benefits,  increasing  the  normal  retirement  age  and  manda- 
tory coverage  of  Federal  employees  under  Social  Security  to  increase  revenues. 

At  the  present  time  the  benefits  provided  under  Social  Security  cannot  be  consid- 
ered overly  generous.  For  a  large  number  of  people  these  benefits  are  the  only 
income  they  receive  and,  in  many  instances,  these  individuals  are  left  at  or  below 
the  poverty  level.  A  reduction  in  benefits  would  also  greatly  contribute  to  a  further 
lowering  of  the  confidence  of  workers  in  the  system.  We  believe  it  is  vitally  impor- 
tant that  there  be  a  high  level  of  confidence  in  the  Social  Security  System  by  the 
public  if  it  is  to  continue  to  serve  the  purpose  and  achieve  the  goals  it  was  designed 
to  accomplish.  The  situations  and  conditions  are  not  such  as  to  require  this  type  of  • 
action  now  or  in  the  future. 

Increasing  the  retirement  age  is  in  effect  a  reduction  in  benefits.  Although  we 
recognize  that  many  people  are  able  to  continue  working  beyond  age  65  there  are 
also  many  individuals  who  are  not.  In  our  opinion,  providing  an  incentive  for  those 
who  are  able  to  continue  in  employment  to  remain  in  employment  is  a  far  better 
solution  than  raising  the  retirement  age  and  it  could  produce  a  similar  result. 

Insofar  as  mandatory  coverage  of  Federal  employees  is  concerned  we  are  very 
strongly  opposed  to  such  an  action.  While  this  might  assist  in  alleviating  some  of 
the  short  range  financial  problems  of  the  Social  Security  System,  in  our  view  it 
would  add  further  to  the  long  range  financial  burdens  and  problems  by  increasing 
the  future  liabilities.  In  addition,  providing  Social  Security  coverage  to  Federal 
employees  and  maintaining  a  separate  staff  retirement  system,  either  integrated  or 
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coordinated  with  Social  Security,  would  result  in  greater  costs  to  the  Government 
and  taxpayers,  as  well  as  to  employees.  Universal  Social  Security  coverage  is  not 
the  solution  to  either  the  short  or  long  range  financial  problems  of  the  Social 
Security  System  nor  would  it  reduce  the  cost  associated  with  providing  benefits  to 
Federal  employees  during  retirement. 

One  of  the  areas  of  increasing  concern  and  which  has  been  the  subject  cf  consider- 
able attention  and  criticism  is  so-called  "windfall  benefits."  In  the  ordinary  sense  a 
windfall  is  "a  piece  of  unexpected  good  fortune"  or  "a  sudden  and  substantial 
financial  profit. '  There  is  certainly  no  benefit  of  this  type  in  the  Social  Security 
System.  The  law  contains  very  precise  provisions  concerning  the  periods  of  coverage 
required  to  receive  benefits  and  the  method  for  computing  and  determining  the 
amount  of  benefits  paid.  Those  who  receive  benefits  have  met  all  the  requirements 
of  the  law  and  are  receiving  benefits  as  prescribed  by  law,  no  more  and  no  less. 

In  reality,  what  concerns  the  critics  is  that  some  Federal  employees  who  by  law 
are  not  covered  by  Social  Security  receive  benefits  under  a  staff  retirement  system 
and  also  receive  Social  Security  benefits  by  virtue  of  other  employment  either 
before,  during  or  after  retirement  from  public  service  which  was  covered  under 
Social  Security.  In  some  instances  these  employees  obtain  only  minimum  coverage, 
and  since  the  Social  Security  benefit  formula  is  designed  to  favor  the  person  with 
low  earnings,  the  rate  of  return  of  benefits  on  contributions  is  greater  insofar  as 
they  are  concerned.  This  is  viewed  as  an  unintended  subsidy  to  Federal  employees. 
The  basic  problem  lies  in  the  structure  and  benefit  formula  of  the  Social  Security 
law.  To  this  extent,  it  is  not  an  unintended  benefit,  but  one  that  the  law  intentional- 
ly provides. 

In  any  event,  several  recent  changes  in  the  law  will  greatly  reduce,  although  not 
completely  eliminate,  this  problem.  The  minimum  Social  Security  benefit  has  been 
frozen  and  the  number  of  quarters  of  covered  employment  needed  in  order  to  be 
eligible  for  benefits  will  increase  from  30  quarters  at  present  to  40  quarters  in  1990. 

Critics  and  public  attention  have  focused  on  Federal  employees  and  retirees 
despite  the  fact  that  there  are  many  others  who  benefit  in  a  similar  way.  We  do  not 
believe  that  anyone  should  be  permitted  to  take  unfair  advantage  of  a  system  at  the 
expense  of  others  or  that  any  group  should  be  unjustly  enriched  because  of  others  or 
that  any  group  should  be  unjustly  enriched  because  of  the  particular  manner  in 
which  the  law  is  designed.  Where  such  situations  exist  contrary  to  public  policy 
they  should  be  corrected.  We  do  not  believe  such  is  the  case  with  regard  to  Federal 
employees  and  the  Social  Security  System. 

We  do  recognize  and  agree  with  the  basic  social  insurance  objectives  of  the  Social 
Security  Program  and  are  aware  of  both  the  short  and  long  range  financial  prob- 
lems involved  in  continuing  to  achieve  these  goals.  If  it  is  firmly  established  that  by 
freezing  the  minimum  benefit  and  by  increasing  the  number  of  quarters  of  covered 
employment,  it  is  still  necessary  to  make  further  adjustments  in  the  law  to  elimi- 
nate what  is  perceived  to  be  an  unfair  benefit  than  we  would  agree  that  equitable 
adjustments  should  be  made.  However,  we  do  not  believe  that  such  changes  should 
be  directed  at  only  one  class  of  workers — Federal  employees,  in  additional,  we  do 
not  believe  that  they  should  be  applied  retroactively. 

A  number  of  proposals  have  been  advanced  to  solve  this  problem  of  "windfall 
benefits,"  ranging  all  the  way  from  revising  the  basic  Social  Security  benefit  formu- 
la to  making  benefit  payments  based  on  covered  and  non-covered  employment  with 
many  variations  and  approaches.  There  has  been  non  concensus  and  considerable 
disagreement  as  to  the  merits  of  the  various  proposals.  Each  has  been  found  want- 
ing or  undesirable  in  certain  respects.  It  would  appear  that  we  need  to  more 
precisely  define  the  problem  in  terms  of  the  extent  and  nature  of  the  so-called 
"windfalls"  before  we  are  able  to  resolve  it  in  a  manner  fair  and  equitable  to  those 
concerned. 

There  are  a  number  of  groups  who  have  been  studying  issues  directly  related  to 
-  the  problem  of  providing  income  in  retirement  including  those  involving  Social 
Security,  public  and  private  retirement  systems.  They  include  the  Advisory  Council 
on  Social  Security,  the  Universal  Social  Security  Coverage  Study  Group,  the  Presi- 
dent's Commission  on  Pension  Policy,  the  National  Commission  on  Social  Security, 
the  Joint  Economic  Committee  Special  Study  on  Economic  Changes,  as  well  as  other 
Congressional  special  committees  and  task  forces. 

Most  of  these  groups  have  recently  issued  or  are  about  to  issue  reports  and 
recommendations  resulting  from  these  studies.  We  believe  these  reports  and  recom- 
mendations should  be  very  carefully  considered  by  the  Congress,  not  in  individual 
or  in  isolated  fashion,  but  by  being  brought  together  as  parts  of  a  whole  study  on 
pension  and  retirement  policy  issues.  They  should  also  be  subject  to  adequate  public 
discussion  and  debate.  The  Congress  should  then  determine  what  the  nation's  over- 
all pension  policy  for  the  future  should  be,  as  well  as  define  the  role  of  Social 
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Security,  public  and  private  pensions,  and  various  other  components  that  contribute 
to  providing  income  in  retirement. 

We  are  not  suggesting  more  studies  and  we  are  certainly  not  anticipating  further 
long  delays.  Timely  action  is  extremely  important  in  view  of  the  problems  confront- 
ing us  now  and  in  the  future  as  well  as  their  importance  in  terms  of  the  economic 
well-being  of  all  our  citizens.  In  the  interim,  we  are  convinced  that  interfund 
borrowing  among  the  Social  Security  trust  funds  could  resolve  any  immediate 
problem  in  providing  Social  Security  benefits  and  that  there  is  sufficient  time  to 
give  thorough  consideration  to  other  proposals  that  would  have  a  much  more 
profound  and,  possibly,  wrenching  change  in  the  Social  Security  System.  Of  course, 
our  union  will  be  available  to  assist  the  Committee  in  this  endeavor. 

Once  again,  I  want  to  express  my  appreciation  for  the  opportunity  to  appear 
before  you  today  and,  if  you  have  any  questions,  I  will  be  happy  to  answer  them  at 
this  time. 

Mr.  Pickle.  Thank  you  very  much,  Mr.  Klepner. 
Now  Mr.  David  Gusky. 

STATEMENT  OF  DAVID  GUSKY,  LEGISLATIVE  DIRECTOR, 
NATIONAL  FEDERATION  OF  FEDERAL  EMPLOYEES 

Mr.  Gusky.  Mr.  Chairman  and  subcommittee  members,  in  the 
interest  of  time  I  will  make  just  a  brief  statement.  In  1977,  when 
the  social  security  system  last  experienced  financial  problems, 
there  were  many  people  in  and  out  of  Congress  who  suggested  that 
mandatory  coverage  of  Federal  employees  would  be  a  possible  solu- 
tion to  these  problems.  NFFE  maintained  then,  as  we  do  now,  that 
universal  coverage  is  not  an  issue  that  should  be  involved  in  the 
financing  debate,  since  it  would  have  virtually  no  effect  on  the 
social  security  system's  long-range  funding  difficulties. 

During  the  course  of  these  hearings  there  has  been  comparative- 
ly little  mention  of  bringing  Federal  employees  under  social  secu- 
rity. NFFE  hopes  this  is  evidence  that  the  subcommittee  members 
share  our  views  regarding  universal  coverage,  that  is,  it  should  not 
be  considered  within  the  context  of  the  social  security  financing 
issue. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  David  Gusky,  Legislative  Director,  the  National  Federation 

of  Federal  Employees 

Mr.  Chairman:  During  the  coming  months  the  Subcommittee  will  attempt  to 
finance  the  Social  Security  System  in  a  manner  that  is  both  actuarially  sound  and 
politically  feasible.  NFFE  hopes  that  more  weight  is  given  to  the  former  goal  than 
to  the  latter.  Only  then  will  the  effort  to  extend  Social  Security  coverage  to  Federal 
employees  be  viewed  in  perspective. 

Since  its  inception  in  1920,  15  years  before  the  advent  of  Social  Security,  the  Civil 
Service  Retirement  System  has  provided  retirement  security  for  literally  millions  of 
Federal  employees.  There  currently  are  1.7  million  retirees  and  survivors  receiving 
benefits  and  2.7  million  contributing  to  the  system.  It  is  funded  by  a  matching 
employer-employee  seven  percent  payroll  contribution,  and  actuarial  data  shows  it 
to  be  in  good  financial  health. 

When  the  Social  Security  System  began  in  1935,  it  was  designed  to  supplement  a 
retirement  plan  or  personal  savings,  if  any,  with  a  minimum  level  of  protection  for 
all  persons  reaching  retirement  age.  Federal  employees  were  excluded  from  cover- 
age because,  it  was  felt,  they  already  had  a  program  which  provided  financial 
protection  during  their  retirement  years.  From  that  time  on,  there  have  been  a 
succession  of  attempts  to  extend  Social  Security  coverage  to  Government  workers, 
or  to  make  it  "universal." 

Proponents  of  universal  coverage  have  often  categorized  these  plans  as  solutions 
to  Social  Security's  funding  needs.  In  reality,  common  sense  alone  tells  us  that 
merely  bringing  three  or  four  million  more  people  into  an  already  ailing  system 
would  only  exacerbate  its  financing  problems.  Indeed,  as  Robert  Bynum,  Acting 
Deputy  Commissioner  of  the  Social  Security  Administration,  stated  during  Congres- 
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sional  hearings  in  1979,  "The  notion  ...  of  bringing  Federal  employees  into  the 
Social  Security  System  ...  to  keep  it  from  going  broke  ...  is  just  not  factual." 

Others  argue  that  universal  coverage  will  eliminate  the  "undeserved"  retirement 
income  of  Federal  employees  who  qualify  for  dual  benefits.  They  contend  that  civil 
service  retirees  who  receive  both  retirement  and  Social  Security  benefits  are  a 
burden  to  the  Social  Security  fund.  This  argument  ignores  the  fact  that  Federal 
retirees  who  qualify  for  a  Social  Security  benefit  worked  and  paid  for  it.  Moreover, 
offsetting  Social  Security  benefits  by  civil  service  retirement  would,  in  effect,  deny 
retirement  credit  for  a  significant  portion  of  the  average  employee's  working  life. 

Federal  workers  are  once  again  being  singled  out  for  attack.  There  has  been  no 
discussion  of  offsetting  Social  Security  benefits  against  income  received  from  a 
company  pension  plan  or  from  personal  savings  and  investments.  Yet,  proposals 
have  been  sent  to  Congress  to  offset  Social  Security  benefits  against  Federal  retir- 
ees' annuities.  NFFE  believes  Federal  retirees'  deserve  as  much  as  any  other  recipi- 
ent to  receive  their  full  Social  Security  income. 

Without  actuarial  support,  most  advocates  of  universal  coverage  rely  on  one 
simplistic  argument  to  support  their  position:  what  is  mandatory  for  some  should  be 
mandatory  for  all.  It  is  a  blind  call  for  "equity"  that  ignores  the  potential  financial 
impact  on  the  American  taxpayers  and  the  Government's  legal  obligation  to  mil- 
lions of  its  citizens. 

Proponents  argue  it  is  not  the  intent  of  mandatory  coverage  to  reduce  the  retire- 
ment benefits  of  civil  servants,  but  placing  them  under  social  security  would  require 
either  a  reduction  in  future  retirement  benefit  levels  or  an  increase  in  their  social 
security  benefits  to  match  their  present  civil  service  retirement  benefits.  Unfortu- 
nately, reducing  Federal  employees'  future  retirement  benefit  would  seem  to  be  the 
only  political  alternative.  And,  according  to  a  Congressional  Budget  Office  study, 
"For  the  .  .  .  civil  servant,  the  retirement  income  from  social  security  and  a  small- 
er CSR  pension  would  be  equivalent  to  about  63  percent  of  final  salary  after  taxes, 
as  compared  with  the  76  percent  available  under  the  current  program.' 

Although  universal  coverage  would  reduce  the  costs  of  the  Civil  Service  Retire- 
ment System  by  making  it  a  supplemental  program  to  Social  Security,  its  entire 
(  cost  would  be  borne  by  the  Government.  This  would  be  consistent  with  the  practice 
in  private  industry.  Most  employers  pay  the  full  cost  of  their  pension  programs 
because  employees  cannot  afford  to  contribute  to  both  social  security  and  a  pension 
plan. 

Thus,  such  a  program  would  channel  all  employee  payroll  contributions  to  the 
Social  Security  System,  leaving  the  taxpayer  to  match  the  contributions  and  also 
pay  the  costs  of  a  supplemental  civil  service  retirement  program.  Surely,  this  new 
system  would  be  costlier  to  the  taxpayers  than  the  current  one. 

In  addition,  monthly  annuity  payments  received  by  civil  service  retirees  and 
survivors  are  taxable  at  all  levels  of  Government.  Social  security  payments  are  not. 
A  merger  could  reduce  the  tax  base  by  billions  of  dollars  per  year  and  by  a  greater 
amount  as  wage  increases  and  inflation  raises  the  value  of  annuities. 

Besides  being  costly,  universal  coverage  would  violate  a  contractual  agreement 
between  the  Federal  Government  and  its  employees.  Alan  K.  Campbell,  former 
Chairman  of  the  Civil  Service  Commission,  told  the  House  Post  Office  and  Civil 
Service  Committee  that  "the  Commissioners,  as  trustees  of  the  Civil  Service  Retire- 
ment Fund,  have  an  obligation  by  law  to  assure  that  contractual  interests  of  current 
and  former  employees  in  the  retirement  fund  are  protected." 

A  similar  view  was  expressed  by  Thomas  Tinsley,  who  for  many  years  was 
Director  of  CSC's  Bureau  of  Retirement.  During  Congressional  hearings,  Mr.  Tinsley 
was  asked  if  there  may  be  a  "contractual  right  to  the  benefits"  for  vested  employ- 
ees? He  replied,  "I  believe  there  is." 

These  statements  support  the  strong  belief  by  NFFE  that  the  Federal  Govern- 
ment has  a  contractual  obligation  to  provide  a  certain  level  of  retirement  benefits  to 
its  employees.  Any  action  which  would  infringe  upon  this  obligation,  such  as  univer- 
sal coverage,  would  be  open  to  court  review.  And  NFFE  feels  the  courts  would  have 
to  side  with  Federal  employees. 

Finally,  universal  coverage  would  hinder  the  recruitment  and  retention  of  quali- 
fied individuals.  The  salaries  for  many  occupations  in  the  Federal  Government  are 
already  lower  than  those  in  private  industry,  particularly  for  high-level  positions. 
Federal  pay,  benefits  and  jobs  continue  to  be  threatened  by  additional  budget  cuts. 
An  incentive  for  qualified  individuals  to  join  the  civil  service  is  its  sound  retirement 
program.  If  the  program  is  eliminated,  or  weakened,  these  individuals  will  turn  to 
private  industry.  Consequently,  the  quality  of  the  Federal  workforce  will  decline, 
and  services  to  the  American  public  will  suffer  accordingly. 

Again,  Mr.  Chairman,  NFFE  recognizes  the  difficulty  of  the  task  at  hand,  espe- 
cially with  the  population  balance  shifting  more  and  more  toward  the  elderly.  But  it 
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should  be  clear  to  all  concerned  parties  that  extending  social  security  coverage  to 
Federal  employees,  or  coordinating  Federal  retirement  benefits  with  social  security 
payments,  would  do  nothing  to  solve  the  funding  problem.  In  fact,  it  may  make 
matters  worse. 

That  concludes  my  statement.  I  will  be  happy  to  answer  any  questions. 

Mr.  Pickle.  I  thank  you,  Mr.  Gusky.  You  said  you  were  going  to 
summarize  your  statement  and  you  sure  meant  it.  I  appreciate  it. 

Many  of  the  points  you  are  making  are  in  line  with  the  positions 
that  the  other  groups  have  stated  here  today,  which  we  heard  last 
week  from  another  group  of  three  or  four  different  Federal  organi- 
zations. I  would  want  to  make  it  plain  that  in  consideration  of  the 
question  of  universal  coverage,  the  committee  is  not  attempting  to 
get  some  money  on  a  one-shot  quick  basis. 

That  is  the  statement  of  either  one  or  two  of  you  gentlemen,  and 
that  is  not  a  correct  statement.  I  would  want  to  set  the  record 
straight  on  that.  It  might  appear  that  we  would  get  some  money 
immediately,  but  in  the  long  run  we  would  have  to  pay  out  just  as 
much  if  not  more. 

The  question  is  not  getting  hold  of  your  trust  fund  money.  We 
have  no  intentions  of  that.  The  question  is  not  one  of  trying  to  just 
grab  some  quick  money  to  save  our  system.  It  may  be  true  that  we 
could  get  over  this  hump  by  the  interfund  borrowing,  as  one  of  you 
gentlemen  said.  But  in  the  long  run  the  question  basically  is, 
Should  we  have  everyone  under  the  system  in  one  way  or  another, 
at  least  on  a  coordinated  basis?  And  it  is  a  difficult  question.  It 
boils  down  to  one  of  having  the  system  work  having  38  different 
Federal  retirement  systems,  where  60  percent  of  the  members  of 
those  Federal  systems  are  also  eligible  for  social  security,  or  what- 
ever the  figure  is?  And  is  that  equitable  to  the  entire  system? 

That  is  the  question  we  are  trying  to  address  ourselves  to.  What 
is  the  answer? 

I  admit  that  there  are  considerable  actuarial  bookkeeping  com- 
plexities, and  this  concerns  us,  and  we  are  not  satisfied  that  we  can 
see  exactly  how  it  would  work  on  a  tier  1  or  tier  2  basis.  I  don't 
know  that  the  commitee  will  want  to  pursue  this  aspect  of  the 
program.  We  did  2  years  ago  or  3  years  ago.  The  House  voted  it 
down  overwhelmingly,  in  favor  of  a  study,  and  a  study  was  made 
without  any  specific  recommendation,  but  with  indication  that  it 
should  be  covered. 

If  we  borrow  from  the  social  security  fund,  or  if  we  had  a 
reallocation  or  a  combination,  it  might  tide  us  over  for  either  one 
or  at  least  2  years  under  present  trends,  so  it  is  no  answer  for  us. 
We  have  got  to  find  a  better  answer  overall,  and  the  basic  question 
is,  Should  everybody  be  under  Federal  employment?  I  am  not  going 
to  argue  with  you  a  bit  that  your  people  have  violated  the  law.  You 
have  not.  I  am  eligible  for  social  security.  I  am  also  a  Federal 
employee.  I  can  look  forward  to  receiving  benefits  from  both  sys- 
tems, as  well  as  medicare. 

These  are  enormous  costs,  and  I  have  to  ask  myself,  is  that 
equitable  to  my  State  employees  in  Austin,  Tex.,  who  belong  to  the 
system,  who  pay  for  the  system  in  full  over  a  period  of  20  or  30 
years,  and  yet  they  cannot  draw  any  benefits  on  the  social  security 
system?  So  where  is  the  equity,  and  how  do  we  arrive  at  it?  What 
is  the  solution?  Other  than  just  opposing  it,  one  of  you  said  we 
ought  to  be  equitable  in  our  program.  What  is  a  solution?  What  is 
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the  approach  we  can  take?  What  is  the  answer  to  this  problem?  I 
don't  think  it  is  going  to  go  away  when  90  percent  of  the  people  are 
covered  or  paying  for  it  and  10  percent  of  the  people  are  excluded 
from  the  system. 

Whether  we  address  it  now  or  later,  it  is  going  to  come  back  over 
and  over  until  this  thing  reaches  a  better  solution  than  we  have 
now.  What  is  the  answer?  What  do  you  propose?  Do  any  of  you 
have  any  proposal  other  than  just  opposition? 

Mr.  Collins.  Mr.  Chairman,  my  State  is  already  covered,  all  the 
public  employees.  I  am  probably  not  the  one  to  make  this  observa- 
tion, but  to  me,  the  only  realistic  or  logical  approach  would  be  on  a 
prospective  basis,  that  you  wouldn't  impact  the  systems  that  have 
been  developed  through  the  years  with  their  current  members. 

Mr.  Pickle.  Sir,  this  committee  and  other  members  of  the  Con- 
gress have  specifically  made  that  as  a  suggestion.  Suppose  we  made 
it  prospectively,  to  include  only  new  people,  because  we  recognize 
that  we  had  an  agreement  with  people  who  were  in  the  Federal 
service  that  if  you  earned  so  many  quarters  and  you  were  qualified 
you  get  not  only  that  retirement  but  you  also  get  medicare.  That 
has  been  our  offer,  and  many  people  have  planned  on  it  and 
accepted  it.  I  don't  think  we  can  go  back  on  that  contract  or  that 
word,  that  agreement,  and  I  don't  think  the  committee,  whatever 
position  they  might  take  on  it,  would  intend  to  do  that  or  would 
want  to  do  that.  But  when  that  has  been  suggested  to  the  Federal 
employees,  they  have  not  taken  to  that  any  more  than  they  have  to 
any  other  changes.  You  say  if  you  do  it  you  ought  to  make  it 
prospectively.  Would  all  of  the  rest  of  you  agree  that  if  we  did  it 
prospectively  you  would  be  agreeable  to  that? 

Mr.  Klepner.  Unfortunately,  Mr.  Chairman,  we  could  not  agree 
to  that. 

Mr.  Pickle.  Do  any  of  you  agree? 

Mr.  Zimmerman.  No.  We  are  aware  of  the  recommendations  and 
suggestions  by  the  Congress,  but  we  have  put  in  place,  we  feel,  an 
excellent  system,  based  on  options  that  we  had,  and  to  tie  those 
things  together  

Mr.  Pickle.  We  do  have  a  good  system,  but  you  have  a  retire- 
ment system. 

Mr.  Zimmerman.  Right. 

Mr.  Pickle.  And  you  have  a  social  security  system,  both. 
I  mean,  yours  is  primarily  a  retirement  system,  but  at  the  same 
|  time  you  have,  separate  and  apart  from  that,  the  benefits  of  the 
social  security  retirement  supplemental  payments.  We  have  one 
other  witness  here.  Would  you  be  willing  to  accept  a  prospective 
.  approach  to  this? 

Mr.  Gusky.  It  is  our  position,  Mr.  Chairman,  that  the  problems 
with  funding  social  security  were  neither  caused  by  nor  can  be 
solved  by  bringing  Federal  employees  under  the  system. 

Mr.  Pickle.  I  am  not  arguing  with  you  on  that.  The  problem  is 
not  that  there  are  other  ways  to  solve  the  social  security  system, 
1  but  the  question  is  whether  it  is  right  for  the  system  you  have.  We 
could  put  it  off  on  somebody  else.  I  could  raise  the  tax  rates,  I 
could  cut  the  benefits,  and  that  could  "save  our  system,"  but  it 
wouldn't  affect  the  difficult  problem  we  have  here  with  relation  to 
Federal  employees. 
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Mr.  Klepner.  Mr.  Chairman,  may  I  briefly  point  out  that  I 
certainly  don't  want  to  indicate  to  you  that  we  are  just  in  the 
posture  of  being  opposed  in  a  knee  jerk  manner. 

Mr.  Pickle.  What  is  your  posture,  then? 

Mr.  Klepner.  We  feel  that  the  civil  service  retirement  system  is 
a  sound  system  and  a  good  staff  retirement  program.  We  believe 
that  when  you  look  at  the  financing  of  the  social  security  system, 
and  the  problems  that  very  likely  would  result  from  bringing  Fed- 
eral employees  into  that  system,  a  coordination  or  integration  of 
the  two  systems  really  benefits  neither  social  security  nor  civil 
service  retirement. 

I  feel  that  we  do  have  an  equitable  situation  right  now.  Further- 
more, I  feel  that  one  of  the  very  real  concerns  with  applying  a 
coordinated  approach  is  that  members  will  be  creating  a  system  in 
which  civil  service  retirement,  as  a  separate  entity,  would  be  guar- 
anteed bankruptcy  in  a  very  short  period  of  time.  This  would  occur 
because  all  new  money  would  be  taken  out  of  the  civil  service 
retirement  program,  or  most  of  the  new  money  would  be  taken  out 
of  their  program  as  the  benefits  and  the  payments  would  continue 
to  increase. 

Mr.  Pickle.  I  am  not  qualified  to  know  from  an  actuarial  stand- 
point whether  that  would  happen.  I  can't  believe  that  that  would 
be  the  situation,  but  I  know  the  question  has  been  raised  if  we 
went  to  that  system,  but  other  systems  would  work  similarly,  and  I 
rather  doubt  that  that  would  happen,  but  it  is  a  legitimate  ques- 
tion. 

Now,  you  want  equity,  and  you  are  carrying  your  load,  and  you 
want  to  be  left  alone.  But  I  know  you  are  mindful  of  the  fact  that 
last  year  the  Federal  Government  put  a  sizable  sum  of  money  into 
your  retirement  system,  in  order  to  keep  it  solvent  or  on  a  sound 
basis.  You  collected  7  percent  each,  and  last  year,  in  addition  now 
to  what  the  Federal  Government  put  in  and  you  put  in,  the  Feder- 
al Treasury  had  to  appropriate  I  think  some  $18  or  $19  billion, 
$20.6  billion  of  Treasury  funds  this  last  year.  You  are  getting  a 
tremendous  amount  of  help. 

You  talk  about  the  strong  solvency  of  your  system.  Suppose, 
though,  the  Government  would  decide  that  we  are  not  going  to  put 
in  that  $20  billion  extra.  They  match  your  amount  to  begin  with, 
but  they  have  also  put  in  another  $20  billion  extra.  Next  year  it 
will  be  more  than  that.  Suppose  that  the  Federal  Treasury  says  we 
can't  afford  that  and  we  are  not  going  to  do  that.  What  is  going  to 
happen  to  your  system  then? 

Mr.  Tinsley.  The  system,  Mr.  Chairman,  very  definitely  would 
go  down  the  drain,  because  it  would  not  have  sufficient  income  to 
pay  the  benefits.  The  financing  of  the  civil  service  retirement 
system  is  based  upon  a  flaw  which  provides  that  employees  over 
their  career  will  contribute  a  certain  percentage  of  their  income. 
The  employing  agencies  will  match  that  contribution,  because  over 
the  years  the  Government — and  by  Government  here  I  am  using  it 
broadly,  the  Congress,  the  legislators — when  they  in  effect  in- 
creased benefits,  they  did  not  provide  for  full  funding  of  the 
system.  As  a  result,  certain  unfunded  liabilities  were  created. 

The  reason  for  the  large  payments  today  are  due  to  payments  on 
those  unfunded  liabilities.  Now,  that  doesn't  mean  that  the  pay- 
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ments  would  not  be  in  the  same  amount  today,  rather  it  means 
that  the  system  is  established  on  an  employer-employee  contribu- 
tion, involving  a  sharing  of  the  funds. 

Mr.  Pickle.  I  know  the  system  has  been  kept  up  at  its  present 
level  because  in  years  past  the  Government  did  not  make  appropri- 
ations at  the  time  when  there  was  that  agreement,  and  to  the 
extent  now  you  are  asking  the  Government  to  make  up  for  what 
they  did  not  appropriate  previously,  and  I  can  see  that  point.  I  am 
asking  figures.  We  have  asked  for  figures  to  show  how  much  over 
the  years  we  did  not  put  into  the  system,  and  now  how  much  we 
are  putting  in.  And  I  do  not  have  those  figures,  but  I  think  they 
would  be  interesting  to  know. 

Perhaps  the  Government  should  put  in  extra  money,  in  order  to 
attract  top  quality  people,  and  yet  we  are  at  a  point  where  we  have 
to  say,  is  this  the  best  system,  and  can  we  afford  it?  At  some  point 
this  question  will  probably  be  raised  on  the  floor,  because  the 
average  Member  of  Congress  does  not  know  that  these  kinds  of 
contributions  are  being  made  to  your  system,  over  and  above  a 
matching  amount.  But  that  may  or  may  not  be  a  problem.  That  is 
one  of  the  difficulties. 

I  have  a  concern  because,  you  see,  I  am  a  part  of  one  of  these 
systems,  and  I  benefit  from  it  similarly  as  you  do,  and  I  have  to  ask 
myself  sometimes  if  changes  were  made  in  that  level,  is  not  my 
retirement  system  in  greater  danger  than  the  social  security 
system?  And  if  any  of  those  types  of  developments  come  about,  it 
would  be. 

I  don't  know  whether  my  Federal  system  is  really  in  worse  shape 
than  the  social  security  system  or  not,  but  the  basic  question  is  not 
whether  we  would  merge,  you  know  that.  Can  we  coordinate  it?  Is 
there  a  way  to  work  it?  Frankly,  I  don't  know  whether  we  can  do  it 
or  not.  I  don't  know  whether  it  is  worth  it. 

I  have  the  feeling  sometimes  that  you,  because  of  your  position, 
will  not  be  able  to  let  anything  happen,  and  thus  making  no 
adjustments,  your  program  and  the  social  security  program  both 
could  be  in  great  difficulty.  And  then  we  are  all  the  losers,  but  who 
knows?  I  don't  know  that.  I  am  taking  much  of  the  time  with 
questioning,  but  let  me  recognize  Mr.  Bailey,  and  I  will  come  back 
with  other  questions  for  you  gentlemen. 

Mr.  Bailey.  Thank  you,  Mr.  Chairman.  I  incidentally  am  rela- 
tively new  to  these  subjects,  and  the  one  issue  I  have  probably  that 

i  much — and  I  know  you  cannot  see  the  space  between  my  finger 

I  and  thumb — knowledge  about,  is  probably  this  area,  because  you 
folks  know  we  are  serving  as  surrogates  for  those  back  home.  I 
happen  to  agree  with  the  sentiments  in  the  questions  asked  by  the 

-  chairman  here,  and  I  intend  to  back  him  up.  I  think  he  is  asking 
the  right  questions,  and  I  really  do  not  think  you  folks  are  being  as 
responsive  as  you  can  and  should  be,  because  they  are  going  to 
become  very  serious  political  questions  at  some  time,  you  know 
that,  this  issue  of  equity  and  the  fact  that  the  social  security 

j  system  not  so  much  as  what  it  pays  but  the  security  it  provides 
across  the  board,  the  universal  coverage  and  all  those  things,  and  I 
am  one  of  those  that  consistently  defends  public  employees.  I  am 

,  very  open  about  it.  I  get  sick  and  tired  of  hearing  the  criticism  that 
the  media  likes  to  bandy  about,  about  the  work  done  by  Govern- 
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ment  employees,  somehow  they  are  a  certain  class  of  lazy  scab  on 
the  behind  of  humanity.  I  just  get  awful  tired  of  that.  I  do  not 
think  that  is  fair.  I  know  you  have  a  lot  of  people  who  work  hard 
and  I  know  you  did  but  I  am  not  suggesting  a  merger  of  the 
system.  I  do  not  think  there  is  equity  in  that.  I  do  not  think  anyone 
is  seriously  suggesting,  I  do  not  think  it  would  hold  water,  the  idea 
that  somehow  we  are  going  to  come  after  your  advantages  or 
benefits  or  use  you  as  a  short-run  opportunity  to  make  the  system 
whole,  but  I  am  going  to  say  this  in  terms  of  the  attitude  that  I 
have  confronted  in  listening  to  a  few  of  the  witnesses  who  have 
talked  about  the  subject,  and  I  can  see  some  of  it  right  here. 

We  had  better  talk  about  the  political  issue  that  it  is  becoming  in 
this  country  concerning  who  pays  what,  and  where  it  comes  from, 
where  the  risks  are  spread,  that  kind  of  thing.  I  do  not  have  a 
solution.  I  am  not  expert  enough,  and  I  do  not  know,  but  I  know 
what  I  get  pounded  in  my  ear  time  after  time  at  public  meetings, 
and  I  hold  an  awful  lot  of  them  every  year,  and  you  would  really 
be  helpful  if  you  start  preparing  your  folks,  because  you  are  going 
to  have  to,  for  some  changes.  That  is  just  a  reality,  because  if  you 
fight  it  too  hard,  you  are  going  to  do  your  cause  and  the  cause  of  a 
government  that  I  think  really  does  try  to  be  responsive,  you  are 
going  to  do  more  harm  than  good.  We  are  going  to  have  to  do 
something.  I  do  not  know  what  role  you  are  going  to  play,  but  I 
just  wish  you  would  help  support  a  response  to  some  of  the  ques- 
tions that  the  chairman  asked,  because  I  think  he  is  asking  the 
rights  ones,  and  you  do  not  want  to  respond  to  those  and  you  have 
to. 

Mr.  Klepner.  I  think,  speaking  for  myself  and  for  our  union, 
that  we  have  tried  to  be  responsive.  I  sincerely  feel  that  there  is  a 
tremendous  misunderstanding  among  the  public  as  to  what  univer- 
sal social  security  is  really  all  about.  I  feel  that  the  public  

Mr.  Bailey.  I  do  not  want  to  dominate  the  time  either,  but  I  can 
tell  you  what  has  created  part  of  that.  What  has  created  part  of 
that  is  an  uproar  over  what  is  not  a  real  suggestion  that  there  is 
going  to  be  some  merger,  and  that  your  system  is  going  to  be 
bankrupted  or  stolen  from  or  robbed  in  order  to  prop  up  social  i 
security.  Now  I  do  not  think  that  has  ever  seriously  been  offered. 
Most  of  the  mail  I  get  from  Federal  employees  is  because  they  have 
got  some  bulletin  or  some  writing  that  goes  to  that  issue.  I  have  to  \ 
constantly  write  back  to  them  and  tell  them  look  I  do  not  believe 
this  should  be  taken  away  from  you.  I  do  not  believe  that.  That  is  \ 
not  fair  and  not  right  and  I  will  resist  it,  but  I  do  not  think 
anybody  has  ever  really  said  that.  Has  anybody  ever  really  serious- 
ly offered  that  proposal?  Maybe  I  am  wrong. 

Mr.  Klepner.  I  think  there  are  many  misunderstandings  on  this 
issue.  I  think  our  membership  does  not  clearly  understand  the 
issue.  However,  I  also  think,  based  upon  conversations  I  have  had 
with  friends  in  the  private  sector,  that  part  of  the  resentment  is 
because  the  public  truly  feels  that  if  Federal  employees  were  put 
into  the  social  security  system,  then  they  would  not  be  faced  with 
either  substantial  increases  in  the  amounts  that  they  have  to  pay 
in  or  reductions  in  benefits.  I  do  not  think  it  is  understood  that 
putting  Federal  employees  into  the  system  will  not  help  alleviate 
the  financial  problems,  and  I  think  that  is  the  issue. 
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Mr.  Bailey.  I  agree  with  what  you  have  just  said,  but  apparently 
I  did  not  make  the  point  that  I  wanted  to.  I  think  you  are  right. 
There  is  a  great  deal  of  misunderstanding,  and  I  do  not  want  to 
take  any  more  time,  because  more  intelligent  questions  can  be 
asked  than  I  can  raise  here.  I  just  think  that  a  lot  of  misinforma- 
tion could  be  alleviated  if  you  folks,  because  it  is  your  responsibili- 
ty, would  get  at  some  of  them,  and  throwing  out — and  I  am  not 
saying  you  have,  but  somebody  has  raised  some  false  things  about 
the  intentions  of  trying  to  do  something  with  social  security  bene- 
fits. They  have  raised  some  false  issue  of  proposal  that  when  I 
started  digging  around  I  could  not  find  about  what  is  going  to 
happen  to  your  benefits.  I  wish  somebody  would  respond  to  the 
question  I  raised,  which  is  can  you  come  up  with  some  solutions, 
aside  from  not  just  wanting  to.  Probably  nobody  wants  to  who  is  in 
a  position  certainly  that  you  are,  and  I  understand,  we  all  under- 
stand, but  we  have  to  face  the  music.  The  people  run  this  country. 
There  are  a  lot  of  them  out  there  and  they  are  upset  with  this 
thing  and  we  need  to  come  up  with  some  suggestions. 

Mr.  Gusky.  If  I  may  respond  for  just  one  second,  back  in  1977 
when  this  issue  was  raised  last,  the  legislation  that  was  introduced 
to  bring  Federal  employees  under  social  security  said  exactly  that, 
that  Federal  employees,  I  do  not  know  exactly  the  time  frame, 
would  be  brought  under  the  social  security  system.  There  was  no 
mention  at  all  of  what  would  happen  to  the  civil  service  retirement 
system,  and  therefore  it  was  a  natural  reaction  by  a  lot  of  people, 
because  Congress  was  so  vague,  that  the  civil  service  trust  fund 
would  indeed  be  merged  with  social  security.  So  this  is  nothing 
that  the  Federal  unions  just  pulled  out  of  their  hats.  In  fact  Con- 
gress did  not  address  the  issue,  and  it  was  a  real  issue  at  that  time. 

Mr.  Bailey.  That  was  1977? 

Mr.  Gusky.  Yes. 

Mr.  Bailey.  Sir,  let  me  tell  you  something.  I  did  not  run  for 
Congress,  I  never  got  a  petition  circulated  until  1978  and  did  not 
take  office  until  1979,  and  I  did  not  get  any  letters  on  it  until  then, 
and  if  it  was  still  a  screaming  issue  then  when  I  started  digging 
into  it  I  sure  could  not  find  where  it  came  from  and  we  cannot  run 
around  chasing  every  hypothetical,  you  know  that. 
If  you  know  my  voting  record  or  checked  on  it  I  think  you  will 
i  probably  find  I  am  one  of  the  best  supporters  you  folks  have  down 
|  here.  You  will  find  that  out.  We  have  got  to  respond  to  this 
I  problem.  I  have  no  ax  to  grind.  There  is  a  lot  of  misinformation  out 
there  and  I  think  it  starts  with  talking  to  your  employees  about 
some  of  the  problems  we  face,  because  the  public  is  upset,  and  the 
*  media  is  using  it,  using  it  as  a  headline  grabbing  kind  of  thing 
where  they  can  point  at  or  criticize  Government  employees.  You 
|  know  it  is  used.  It  is  headline  stuff.  You  have  seen  the  twisted 
stories.  You  see  how  it  is  abused.  You  see  how  it  is  used  to  stero- 
type  Federal  employees.  That  is  what  turns  my  guts.  It  really 
j  upsets  me,  because  I  am  proud  of  what  we  do  down  here,  what  we 
i  try  to  do,  but  I  do  not  think  we  are  responding  to  the  problems.  I 
!  am  taking  way  too  much  time.  If  you  want  to  comment,  go  ahead.  I 
guess  I  am  just  sharing  my  opinions  with  you. 

Mr.  Zimmerman.  If  I  may  I  would  like  to  make  just  one  comment 
on  that.  We  have  looked  at  alternatives.  We  have  seen  the  hand- 
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writing  maybe  on  the  wall,  have  looked  at  ways  in  which  we  can 
deal  with  this  issue,  but  on  good  faith  many  years  ago  we  started 
building  a  system,  and  we  have  an  excellent  system  in  Ohio,  and 
we  have  had  our  actuaries  and  some  other  people  who  at  what  it 
would  cost  to  combine  these  programs  with  the  philosophical  differ- 
ences on  which  they  are  based,  the  age  on  one  hand,  the  social 
security  and  the  years  of  service  with  retirement,  and  in  order  to 
put  any  kind  of  combination  in  that  provide  the  same  kind  of 
service  that  we  have  currently  is  an  increased  cost  to  us,  a  substan- 
tial cost  to  us,  and  with  the  mood,  I  am  sure  you  are  more  aware  of 
the  mood  

Mr.  Bailey.  I  think  I  have  taken  too  much  time. 

Mr.  Zimmerman.  More  aware  than  I  am. 

Mr.  Bailey.  The  political  benefits  might  be  worth  the  cost. 

Mr.  Pickle.  Last  week  one  of  the  witnesses  had  suggested  that 
we  might  institute  a  Federal  tax,  a  tax  by  Federal  employees  for 
coverage  under  medicare,  a  separate  medicare  tax.  How  would  you 
feel  about  that  for  Federal  employees? 

Mr.  Tinsley.  If  I  might  respond,  Mr.  Chairman,  I  believe  at  the 
time  that  medicare  law  was  under  consideration,  a  proposal  existed 
to  include  Federal  employees  and  others  who  were  not  covered  by 
the  social  security  system.  For  some  reason,  and  my  memory  is  not 
that  good  today,  that  was  turned  down. 

One  of  the  reasons  maybe  that  there  was  already  in  place  the 
Federal  employees  health  benefits  program,  which  contained  a  pro- 
vision that  provides  coverage  in  retirement,  and  it  probably  was 
felt  that  it  was  not  needed. 

Now  as  to  what  the  attitudes  of  the  Federal  unions  would  be 
today,  I  am  not  at  all  certain.  I  do  not  think  they  have  looked  at  it 
recently.  It  would  create  problems  in  terms  of  making  adjustment 
in  the  Federal  employees  health  benefits  program. 

Mr.  Pickle.  It  was  just  one  suggestion,  and  we  were  kind  of 
interested  in  it.  It  was  being  proposed.  I  recognize  you  have  got  the 
health  benefit  program  now,  but  in  addition,  in  order  to  have 
equity,  that  was  just  one  proposal  made.  I  asked  the  witness  last 
week,  the  Federal  groups,  to  give  me  some  information  about  your 
unfunded  liability  of  your  programs.  I  think  the,  either  one  of  you, 
I  think  it  is  the  gentleman  on  the  end,  but  no  matter,  either  one  of 
you.  I  am  going  to  ask  you  the  question  to  give  the  committee  this 
information,  because  I  asked  it  of  the  group  last  week.  What  was 
the  total  unfunded  liability  when  the  1969  legislation  providing  for 
general  revenue  contributions  to  eliminate  that  unfunded  liability 
was  enacted?  What  was  the  unfunded  liability  in  1969  when  we 
passed  that  law,  and  secondly,  what  has  been  the  yearly  contribu- 
tion since  that  date.  I  am  sure  you  may  not  know  that  now,  but 
supply  that  for  our  committee  if  you  will. 

Mr.  Tinsley.  I  believe  off  the  top  of  my  head,  Mr.  Chairman, 
that  the  unfunded  liability  in  1969  was  around  $60-some  odd  bil- 
lion. The  unfunded  liability  today,  depending  on  who  measures  it 
and  what  economic  assumptions  are  used,  and  what  actuarial  tech- 
niques are  used,  has  been  estimated  at  anywhere  from  $130  billion 
to  the  highest  figure  I  have  ever  seen  using  dynamic  type  projec- 
tions and  high  rates  is  slightly  under  I  believe  it  is  between  $260 
and  $300  billion. 
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Mr.  Pickle.  I  know  you  will  submit  that  information  to  us  as 
other  organizations  are  being  asked  to  do  similarly,  and  in  asking 
for  the  information  we  are  not  trying  to  point  the  finger  that  you 
have  got  a  big  unfunded  liability.  So  does  social  security  and  so  do 
most  other  pension  programs,  public  and  private,  many  of  them, 
and  it  is  a  very  serious  problem  for  the  people  of  the  United  States, 
but  we  need  to  gather  this  information,  and  we  would  ask  it  of  you 
also. 

Mr.  Tinsley.  The  biggest  part  of  that  unfunded  liability  has  been 
due  to  inflation.  Really  the  cost  of  living  increases  have  produced 
the  highest  part  of  that  unfunded  liability,  because  Congress  in 
1969  did  not  make  any  provision  for  funding  the  cost  of  living. 
They  are  funded  as  they  go  along  through  an  interest  payment. 

Mr.  Pickle.  I  thank  you  gentlemen.  I  want  to  say  again  to  you 
that  this  is  a  very  technical,  legal,  and  emotional  question.  We  do 
not  know  the  answer,  but  I  think  we  have  got  to  keep  looking  for 
better  answers  than  we  have,  so  in  the  spirit  of  cooperation  we  ask 
you  to  give  us  any  suggestions  you  have  got,  a  better  solution,  a 
better  way  to  go  about  it,  instead  of  just  adamantly  saying  we  are 
opposed  to  it,  That  may  be  your  feeling,  but  that  is  not  a  solution 
to  the  problem  we  have,  so  we  would  welcome  any  suggestions  you 
have.  Thank  you  very  much.  If  there  are  no  other  questions  then, 
the  committee  is  going  to  adjourn  now,  and  the  Chair  will  an- 
nounce that  the  next  hearing  date  for  this  subcommittee  will  be 
Friday,  March  13,  at  10  o'clock.  At  that  time  we  hope  to  hear  from 
the  Director  of  the  OMB,  Hon.  David  Stockman,  as  well  as  hear 
from  representatives  of  both  labor,  business  and  education.  We 
stand  adjourned  now  until  March  13  at  10  o'clock. 

[Whereupon,  at  1:55  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  10  a.m.,  Friday,  March  13,  1981.] 


SOCIAL  SECURITY  FINANCING  ISSUES 


FRIDAY,  MARCH  13,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 
The  subcommittee  met,  at  9  a.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 
Mr.  Pickle.  The  subcommittee  will  come  to  order. 
Good  morning,  all  of  you. 
Mr.  Jacobs.  Good  morning,  Mr.  Chairman. 
Mr.  Pickle.  We  are  off  to  a  good  start. 

The  first  witness  this  morning  was  scheduled  to  have  been  the 
Honorable  David  Stockman,  Director  of  the  Office  of  Management 
and  Budget.  Because  of  his  schedule,  he  has  asked  to  come  a  little 
later. 

We  are  going  to  change  the  order  of  witnesses  then  to  proceed 
first  with  the  American  Federation  of  Labor  and  the  Congress  of 
Industrial  Organizations,  Mr.  Bert  Seidman  and  Mr.  Robert 
McGlotten. 

If  those  two  gentlemen  would  come  forward,  we  will  proceed  with 
this  panel.  We  will  also  ask  Mr.  Charles  Loveless,  counsel  for 
employee  benefits  of  the  American  Federation  of  State,  County  and 
Municipal  Employees,  to  come  forward  to  the  table. 

We  are  going  to  proceed  with  you  gentlemen,  and  around  10  we 
are  hoping  that  Director  Stockman  might  be  here.  We  won't  cut 
you  off  at  that  point. 

Mr.  Seidman  is  director  of  the  Social  Security  Department  of  the 
AFL-CIO.  Mr.  Bob  McGlotten  is  associate  director  of  the  Depart- 
ment of  Legislation. 

Mr.  Jacobs.  I  think  that  is  John  McGlotten,  according  to  the 
Washington  Star. 

Mr.  Pickle.  Well,  we  got  the  last  name  right.  We  know  him  well. 

Mr.  Charles  Loveless  is  counsel  for  employee  benefits. 

Will  you  gentlemen  proceed? 

STATEMENT  OF  BERT  SEIDMAN,  DIRECTOR,  DEPARTMENT  OF 
SOCIAL  SECURITY,  AMERICAN  FEDERATION  OF  LABOR  AND 
CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS,  ACCOMPANIED 
BY  ROBERT  McGLOTTEN,  ASSOCIATE  DIRECTOR,  DEPART- 
MENT OF  LEGISLATION;  AND  LAWRENCE  SMEDLEY,  ASSO- 
CIATE DIRECTOR,  DEPARTMENT  OF  SOCIAL  SECURITY 

Mr.  Seidman.  I  am  Bert  Seidman,  director  of  the  Department  of 
Social  Security  of  the  AFL-CIO.  With  me  is  Robert  McGlotten, 
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associate  director  of  the  AFL-CIO  Department  of  Legislation.  To 
my  right  is  Lawrence  Smedley,  associate  director  of  the  AFL-CIO 
Department  of  Social  Security, 

Mr.  Chairman,  I  have  a  detailed  statement.  I  would  appreciate  it 
if  that  statement  could  be  incorporated  in  the  hearing  record. 

I  will  try  to  summarize  my  statement. 

Mr.  Pickle.  Your  statement  will  be  inserted. 

Mr.  Seidman.  We  appreciate  the  opportunity  to  present  the 
views  of  the  AFL-CIO  on  financing  the  social  security  system.  We 
know  your  concern  about  the  financial  soundness  of  the  system 
and  commend  you  for  the  determined  efforts  you  are  making  to 
deal  with  the  difficult  and  controversial  issue  of  program  financing. 

The  Executive  Council  of  the  AFL-CIO  adopted  a  statement, 
which  is  appended  to  our  statement,  at  its  recent  meeting  in  Febru- 
ary. We  respectfully  request  that  that  statement  also  be  included 
in  the  record  of  this  hearing. 

Mr.  Pickle.  It  will  be  included. 

Mr.  Seidman.  It  is  clear  the  social  security  program  is  headed  for 
cash  flow  problems  in  the  near  future.  It  is  equally  clear  that  last 
year's  tax  reallocation  between  trust  funds  was  only  an  interim 
measure  and  that  additional  steps  will  be  required  to  increase 
income. 

The  combined  trust  fund  situation  will  remain  unsatisfactory 
until  1988,  but  then  it  will  begin  to  improve  and  will  remain 
favorable  well  into  the  next  century. 

Mr.  Chairman,  in  dealing  with  the  program's  financing  problem, 
I  hope  that  neither  you  nor  the  other  members  of  the  subcommit- 
tee will  rely  on  the  administration's  economic  forecasts  as  outlined 
by  Secretary  Schweiker  in  his  testimony  to  this  subcommittee. 

Those  projections  might  be  better  characterized  as  wishful  think- 
ing rather  than  serious  economic  forecasting. 

Not  only  the  AFL-CIO,  but  most  private  economists,  both  conser- 
vative and  liberal,  monetarists  and  Keynesian,  doubt  these  rosy 
projections. 

In  short,  Mr.  Chairman,  if  the  Congress  for  the  third  time  since 
1977  undertakes  the  difficult  task  of  shoring  up  the  social  security 
system,  we  urge  reliance  on  more  realistic  economic  forecasts  in 
order  to  avoid  being  faced  with  the  problem  again. 

Mr.  Chairman,  we  are  deeply  concerned  about  proposals  which 
have  been  advanced  under  the  guise  of  dealing  with  social  security 
long-term  financing  problems  and  the  growing  burden  of  the  elder- 
ly, which  go  far  beyond  legitimate  concerns  about  the  program's 
financing. 

The  argument  is  made  that  a  proportionately  smaller  labor  force 
will  in  the  future  have  to  support  a  much  larger  proportion  of 
older  people  as  the  baby  boom  generation  becomes  the  Nation's 
retirees. 

Those  making  this  argument  neglect  to  mention  some  offsetting 
factors — a  lower  birthrate  will  mean  a  proportionately  smaller 
labor  force,  but  also  fewer  children,  unemployed,  and  disabled. 
Lower  expenditures^for  those  groups  can  be  used  to  support  retir- 
ees. 

Unfortunately,  these  compensating  factors  are  only  slightly  re- 
flected in  direct  monetary  gains  to  the  program.  The  problem, 
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therefore,  will  be  how  to  channel  some  of  the  savings  from  the 
decline  in  certain  dependency  categories  to  the  social  security  pro- 
gram in  order  to  help  pay  for  the  higher  costs  for  retirees.  Surely 
ways  can  be  devised  for  this  to  be  done. 

The  AFL-CIO  has  long  been  convinced  that  the  use  of  general 
revenue  to  partially  finance  the  social  security  system  is  the  best 
way  both  to  achieve  greater  tax  equity  and  to  channel  financial 
gains  elsewhere  in  the  economy  to  the  support  of  the  social  secu- 
rity program. 

The  AFL-CIO  supports  the  introduction  of  general  revenue  fi- 
nancing into  all  of  the  social  security  programs.  A  good  first  step 
toward  that  objective  would  be  to  partially  finance  medicare  in  this 
way,  as  has  been  suggested  by  Congressman  Barber  Conable,  rank- 
ing minority  member  of  the  House  Ways  and  Means  Committee, 
just  recently  the  National  Commission  on  Social  Security,  and 
others. 

The  United  States  is  one  of  the  few  advanced  industrial  nations 
in  the  world  in  which  the  social  security  system  is  financed  almost 
entirely  from  payroll  taxes.  We  propose  that  the  combined  rate  for 
OASI  and  DI,  now  5.35  percent  each  for  employees  and  employers, 
be  set  at  6  percent  of  earnings  beginning  in  1982. 

The  medicare  contribution  rate,  now  1.3  percent  for  employees 
and  employers,  would  be  reduced  by  one-half  to  0.65  percent  each. 
General  revenues  to  pay  half  the  costs  of  medicare  part  A  would  be 
introduced  into  the  program  at  the  start  of  1983. 

Incidentally,  Mr.  Chairman,  it  will  be  possible  to  gradually  intro- 
\  duce  these  general  revenues,  so  that  in  time  half  the  cost  of  medi- 
care would  be  paid  out  of  the  general  revenues.  The  6-percent  rate 
for  the  cash  benefit  program  would  stay  at  that  amount  for  the 
next  25  years.  It  would  finance  these  programs  well  into  the  next 
century. 

To  allay  public  anxiety,  we  urge  in  addition  the  following  back- 
up actions  to  assure  that  Congress  will  not  again  be  forced  to  deal 
with  a  short-term  financing  problem: 

One,  authorize  interfund  borrowing; 

Two,  compensate  the  trust  funds  for  the  decline  in  income  during 
economic  downturns  as  recommended  by  President  Carter  in  1977, 

I    and  by  the  last  Advisory  Council  on  Social  Security,  on  which  I  had 

|    the  privilege  to  serve. 

Three,  include  a  provision  in  the  social  security  law  stating  that 
social  security  benefits,  like  interest  on  the  national  debt,  will  be 
paid  from  general  revenues  in  the  event  payroll  taxes  are  insuffi- 

-  cient.  This  would  strengthen  public  confidence  in  the  program. 
This  kind  of  provision,  which  was  known  as  the  Vandenberg 
amendment — because  it  was  introduced  by  Senator  Vandenberg  at 
that  time — was  actually  part  of  the  law  from  1944  to  1950. 
Four,  enact  a  refundable  tax  credit  equal  to  20  percent  of  the 

j   employee's  and  5  percent  of  the  employer's  social  security  tax.  As  a 

I   matter  of  fact,  Mr.  Chairman,  this  is  the  major  tax  proposal,  inso- 
far as  the  income  tax  is  concerned,  that  the  AFL-CIO  has  made  in 

!   other  forums. 

Though  this  does  not  directly  help  social  security  financing,  it 
does  indirectly  relieve  some  of  the  financing  burden  through  the 
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income  tax  system,  and  thus  makes  easier  congressional  actions  to 
soundly  finance  the  program. 

We  believe  enactment  of  the  recommendations  we  are  making 
for  shoring  up  the  system  will  assure  the  financial  soundness  of  the 
social  security  system  for  the  next  25  or  30  years. 

If  it  should  be  thought  important  that  the  75-year  actual  projec- 
tions show  an  exact  actuarial  balance,  one  possibility  would  be  to 
set  a  tax  rate  in  the  next  century  that  would  fully  finance  the  cash 
benefit  programs,  as  has  been  done  in  the  past  and  as  the  last 
Advisory  Council  on  Social  Security  has  recommended. 

It  should  be  understood  that  such  a  rate  would  only  be  a  guess 
about  conditions  50  to  75  years  from  now  and  would  probably  have 
to  be  adjusted  at  some  future  date. 

Mr.  Chairman,  we  would  now  like  to  turn  to  recent  proposals 
made  by  the  Reagan  administration  to  cut  back  social  security 
benefits.  The  AFL-CIO  believes  that  there  is  a  fundamental  differ- 
ence between  a  decision  in  a  particular  budget  year  to  fund  author- 
ized programs  financed  by  general  revenues  and  recommendations 
to  permanently  change  the  benefit  projection  provided  by  social 
security. 

In  the  latter  case,  the  recommendation  is  to  permanently  reduce 
in  a  self-financed  program  the  level  of  protection  for  which  people 
have  worked  and  paid  contributions.  That  program  is,  in  effect,  a 
social  compact  between  citizens  and  their  Government. 

If  confidence  in  the  program  is  to  be  maintained,  the  interests  of 
those  who  have  worked  and  contributed  to  the  program  and 
planned  around  its  guarantees  must  be  fully  protected. 

The  administration's  proposals  do  not  meet  this  criterion,  and 
Congress  should  reject  them  even  if  they  did.  Let  me  explain  why. 

The  administration  has  proposed  the  following  cutbacks  in  ad- 
ministration benefits.  I  shall  briefly  list  them  as  the  administra- 
tion's proposals  and  then  indicate  what  our  comments  are  on  them. 

First,  the  administration  would  eliminate  the  future  award  of 
child's  insurance  benefits  in  the  case  of  children  aged  18  through 
21  who  attend  postsecondary  schools.  This  proposal  arises  from  a 
misunderstanding  of  the  nature  of  social  security  student  benefits. 

They  are  not  educational  grants  to  needy  students  but  survivor 
benefits  to  make  up  for  the  loss  of  the  support  of  a  parent.  They 
are  an  essential  part  of  the  overall  insurance  program  that  permits 
workers  to  provide  predictable  benefits  for  their  children  to  contin- 
ue their  education  in  the  event  of  the  worker's  death,  disability  or 
retirement. 

While  the  administration  claims  that  alternative  programs  are 
available,  the  fact  of  the  matter  is  it  is  proposing  to  drastically 
slash  these  alternative  programs  as  well. 

A  second  proposal  of  the  administration  is  to  eliminate  the  mini- 
mum benefit.  The  minimum  benefit  is  now  frozen  at  $122  a  month, 
and  since  it  will  not  increase  in  the  future,  it  will  be  effectively 
phased  out  over  time.  It  is  wrong  to  change  the  rules  in  the  middle 
of  the  game  and  remove  this  protection  that  people  are  counting 
on. 

Third,  the  administration  proposes  to  reduce  social  security  bene- 
fits as  a  result  of  benefits  received  from  other  disability  programs 
so  that  total  benefits  will  not  exceed  a  specified  percentage. 
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The  social  security  program  provides  the  basic  protection  against 
loss  of  income  due  to  disabling  illness  and  it  is  incompatible  with 
the  principles  of  the  program  to  reduce  those  benefits  on  account  of 
disability  benefits  that  are  payable  under  other  programs.  If  adjust- 
ments are  needed,  it  is  the  other  programs  that  should  make  them. 

A  stated  objective  of  this  proposal  is  to  increase  work  incentives. 
Realism  requires  recognizing  that  the  severely  disabled  will  be 
among  the  last  to  be  hired.  This  results  not  only  from  their  physi- 
cal devastation,  but  also  from  their  age  and  low  skill  levels  and 
training  as  well. 

Work  incentives  can  make  a  difference,  but  in  an  economy  with 
large  numbers  of  jobless  able-bodied,  both  fairness  and  realism 
warns  against  expecting  very  much. 

The  proposal  also  ignores  some  complex  and  difficult  problems. 
The  largest  Federal  program  offsetting  social  security  disability 
insurance  benefits  would  be  veterans  compensation  benefits  for 
service-connected  disability. 

Veterans  would  be  required  to  give  up  social  security  disability 
insurance  benefits  which  they  have  earned  because  they  have  com- 
pensation for  loss  of  legs,  eyes  or  arms  incurred  in  the  service  of 
their  country. 

Another  administration  proposal  is  to  provide  a  stricter  recency 
of  work  test  as  a  condition  of  eligibility  for  social  security  disability 
benefits  by  requiring  work  in  6  of  the  last  13  quarters. 

The  present  definition  of  disability  denies  disabled  workers  bene- 
fits if  they  are  considered  able  to  perform  any  job  at  all,  no  matter 
how  different  from  their  usual  work,  how  unlikely  their  chances  of 
being  hired  or  the  location  of  the  job. 

One  of  the  persistent  problems  in  the  present  social  security 
disability  provisions  has  been  the  effect  of  the  present  recency  test 
in  denying  disability  benefits  to  people  who  were  regular  workers 
but  whose  working  ability  has  diminshed  greatly  because  of  pro- 
gressive illness. 

By  the  time  their  impairments  progress  to  the  point  that  the 
definition  of  eligibility  can  be  met,  the  interruption  of  their  work 
caused  by  illness  means  that  many  of  them  can  no  longer  meet  the 
test  of  recent  employment  and  so  are  not  eligible  for  disability 
benefits.  The  proposal  would  make  this  situation  much  worse. 

Mr.  Chairman,  I  would  like  to  conclude  with  comments  on  sever- 
al proposals  which,  though  not  yet  recommended  by  the  adminis- 
tration, are  frequently  mentioned  as  ways  to  help  reduce  the  costs 
of  the  social  security  program:  mandatorily  cover  public  employees 
by  social  security,  deny  retirees  the  full  value  of  their  cost-of-living 
raises,  raise  the  age  of  eligibility  for  social  security  benefits,  and 
modify  social  security  benefit  formula  so  that  future  replacement 
ratios  decline. 

We  oppose  mandatory  social  security  coverage  of  public  employ- 
ees unless  the  following  conditions  are  met: 

1.  No  reduction  in  the  level  of  pension  benefits  now  available  to 
Government  workers; 

2.  No  additional  financial  burden  imposed  on  public  employees 
without  a  commensurate  adjustment  in  benefits; 

3.  Maintenance  of  the  identity  of  Government  workers'  retire- 
ment plans;  and 
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4.  No  diminution  in  the  opportunity  for  these  employees  to  im- 
prove their  retirement  systems. 

We  also  oppose  efforts  that  would  cap  the  social  security  cost-of- 
living  formula.  Such  proposals  take  various  forms  but  all  mistaken- 
ly assume  that  retirees  are  over-compensated  by  the  present  Con- 
sumer Price  Index  and  would  deny  beneficiaries  the  full  value  of 
their  cost-of-living  increases. 

May  I  remind  the  members  of  the  subcommittee  that  the  typical 
social  security  beneficiary  today  is  a  widow  living  alone.  She  is  a 
widow  living  alone  with  an  average  benefit  of  $307  a  month.  Do  we 
want  to  make  it  more  difficult  for  that  widow  living  alone  on  $307 
a  month  to  keep  up  with  inflation? 

I  am  sure  the  members  of  this  subcommittee,  when  they  take 
those  facts  into  account,  will  not  do  anything  to  make  it  still  more 
difficult  for  such  people  to  keep  up  with  inflation. 

The  AFL-CIO  strongly  opposes  a  decision  now  to  increase  at 
some  future  date  the  age  of  eligibility  for  full  social  security  bene- 
fits to  age  68  and  for  actuarily  reduced  benefits  to  age  65.  Raising 
the  age  of  eligibility  for  retirement  is  tantamount  to  a  benefit 
reduction  and  would  break  faith  with  younger  workers  who  have 
been  working  and  paying  for  this  protection  on  the  expectation 
they  would  be  eligible  for  full  benefits  when  they  reach  age  65. 

In  addition,  the  proposal  wrongly  equates  increased  life  expectan- 
cy with  improved  health.  Life  expectancy  has  increased  but  the 
health  status  of  older  Americans  has  not.  Most  of  the  burden  of  the 
proposal  would  fall  proportionately  on  those  in  poor  health  who 
cannot  qualify  for  disability  benefits  and  blue  collar  workers  whose 
jobs  require  more  strenuous  benefits. 

The  proposal  denies  benefits  without  guaranteeing  or  providing 
benefits  in  the  event  of  disability.  The  solution  is  effective  econom- 
ic policies  that  will  make  it  possible  for  older  people  to  work.  This 
will  enable  those  who  want  to  work  to  do  so  without  punishing 
those  who  can't. 

Finally,  Mr.  Chairman,  we  are  particularly  concerned  about  pro- 
posals that  would  modify  the  social  security  benefit  formula  so  that 
the  future  replacement  ratios  for  those  now  at  work  would  be 
indexed  with  prices  rather  than  wages. 

The  proper  basis  for  determining  social  security  benefits  is  to 
relate  initial  benefits  to  workers'  recent  earnings  and  to  their 
previous  level  of  earnings  relative  to  other  wage  earners  and  then 
keep  them  up  to  date  with  living  cost  increases. 

The  present  wage  indexing  approach  does  the  best  job  of  accom- 
plishing this  objective.  Price  indexing,  on  the  other  hand,  would 
produce  results  that  would  be  socially  unjust.  This  approach  in  the 
long  run  would  result  in  a  26-percent  replacement  ratio  for  the 
average  worker  instead  of  the  41  percent  now  guaranteed  these 
workers  both  presently  and  on  into  the  future. 

A  formula  based  on  price  indexing  would  mean  a  disastrous 
decline— a  decline  by  three-quarters — in  the  living  standards  of 
retired  workers. 

I  would  like  to  turn  to  Mr.  Smedley  for  a  minute.  He  will  say  a 
few  words  on  the  administration's  proposal  for  the  death  benefit. 

Mr.  Smedley.  Very  quickly,  Mr.  Chairman,  as  you  know,  the 
administration  has  just  come  out  with  a  new  and  revised  budget. 
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They  included  an  additional  cutback  in  the  social  security  program 
to  do  away  with  the  death  benefit  for  individuals  who  do  not  have 
a  surviving  spouse  or  child. 

There  was  not  time  to  include  comments  on  it  in  our  statement, 
but  this  in  no  way  indicates  that  the  AFL-CIO  supports  that  pro- 
posal. We  oppose  it.  We  oppose  it  essentially  for  the  same  reasons 
that  Mr.  Seidman  mentioned  for  the  others. 

These  people  have  worked  and  paid  for  a  benefit  throughout 
their  working  lives.  It  is  unfair  to  change  an  earned  entitlement  in 
this  manner. 

Single  people  are  one  group  in  the  social  security  program  who  if 
they  die  prior  to  retirement  receive  no  benefits  from  the  program. 
They  are  taking  this  additional  benefit,  one  of  the  few  benefits 
single  persons  have  in  the  event  of  their  death. 

It  is  still  an  important  benefit  to  very  low  income  people,  and  if 
it  is  denied  to  them,  they  are  going  to  have  to  rely  to  a  great 
extent  on  so-called  industrial  insurance  policies  so  they  don't  end 
up  in  potter's  field. 

Some  of  those  policies  have  expense  loadings  as  high  as  50  per- 
cent. In  short,  though  it  is  not  covered  in  the  statement,  the  AFL- 
CIO  strongly  opposes  this  cutback. 

Mr.  Seidman.  Mr.  Chairman,  in  conclusion,  we  hope  our  state- 
ment concerning  the  financing  of  the  social  security  program  has 
been  helpful.  We  hope  it  demonstrates  a  need  for  concern,  but  no 
reason  for  alarm.  The  trust  funds  are  doing  the  job  they  were 
intended  to  do — to  carry  the  social  security  system  through  periods 
of  economic  difficulty  until  corrective  action  can  be  taken. 

Now  is  the  time  for  such  corrective  action.  We  are  certain  that 
this  subcommittee  and  the  Congress  will  act  quickly  to  remedy  the 
program's  financial  difficulties. 

Mr.  Chairman,  we  would  be  glad  to  answer  any  questions  at  the 
appropriate  time. 

[The  prepared  statement  follows:] 

Statement  of  Bert  Seidman,  Director,  Department  of  Social  Security, 
American  Federation  of  Labor  and  Congress  of  Industrial  Organizations 

We  appreciate  the  opportunity  to  present  the  views  of  the  AFL-CIO  on  financing 
the  social  security  program.  We  know  you  are  aware,  Mr.  Chairman,  of  the  tremen- 
dous importance  of  social  security  to  American  workers — both  active  and  retired. 
We  also  know  of  your  concern  about  the  financial  soundness  of  the  system  and 
commend  you  for  the  determined  efforts  you  are  making  to  deal  with  the  difficult 
and  controversial  issue  of  program  financing. 

Like  you,  Mr.  Chairman,  the  AFL-CIO  is  deeply  concerned  about  the  social 
security  program.  These  concerns  prompted  the  Executive  Council  of  the  AFL-CIO 
to  issue  a  statement  on  the  program  at  its  recent  meeting  in  February.  This 
1  statement  is  appended  to  our  testimony.  We  respectfully  request  that  it  be  included 
in  the  record  of  this  hearing. 

SOCIAL  SECURITY  FINANCING 

It  is  clear  that  the  social  security  program  is  headed  for  cash-flow  problems  in  the 
j  near  future.  It  is  equally  clear  that  last  year's  tax  reallocation  between  trust  funds 
was  only  an  interim  measure  and  that  additional  steps  will  be  required  to  increase 
income.  Most  experts  expect  serious  cash-flow  problems  will  begin  to  appear  in  1983. 
These  experts  believe — even  with  interfund  borrowing — that  the  three  trust  funds 
combined  will  need  additional  money  exceeding  present  anticipated  income,  given 
the  volatility  of  the  economy  and  other  factors  that  can  affect  the  balance  between 
income  and  outgo.  The  combined  trust  fund  situation  will  remain  unsatisfactory 
until  1988,  but  then  will  begin  to  improve  and  will  remain  favorably  well  into  the 
next  century. 
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Mr.  Chairman,  in  dealing  with  the  program's  financing  problem,  I  hope  that 
neither  you  nor  the  other  members  of  the  subcommittee  will  rely  on  the  Adminis- 
tration's rosy  economic  forecasts  as  outlined  by  Secretary  Schweiker  in  his  testimo- 
ny to  this  subcommittee.  Basing  the  operations  of  the  OASI,  DI  and  HI  trust  funds 
on  such  shaky  assumptions  would  be  extremely  foolhardy.  Those  projections  might 
be  better  characterized  as  wishful  thinking  rather  than  serious  economic  forecast- 
ing. I  am  sure  that  you,  Mr.  Chairman,  and  the  members  of  the  subcommittee  will 
not  yield  to  this  temptation  regardless  of  its  surface  attractiveness. 

The  Administration  projects  a  5  percent  increase  in  real  GNP  for  1983,  while 
reputable  forecasters  are  predicting  a  little  more  than  half  that  increase.  The 
Reagan  Administration  sees  in  its  economic  crystal  ball  a  4.4  percent  real  increase 
in  GNP  for  the  next  five  years  accompanied  by  a  lowering  of  the  annual  increase  in 
the  Consumer  Price  Index  to  4.2  percent  and  the  unemployment  rate  to  5.6  percent 
by  1986.  Not  only  the  AFL-CIO,  but  most  private  economists,  both  conservative  and 
liberal,  monetarist  and  Keynesian,  doubt  these  rosy  projections.  In  short,  Mr.  Chair- 
man, if  the  Congress — for  the  third  time  since  1977 — undertakes  the  difficult  task  of 
shoring  up  the  social  security  system,  we  urge  reliance  on  more  realistic  economic 
forecasts  in  order  to  avoid  being  faced  with  the  problem  again. 

Mr.  Chairman,  we  are  deeply  concerned  about  proposals  which  have  been  ad- 
vanced under  the  guise  of  dealing  with  social  security's  long-term  financing  prob- 
lems and  the  growing  burden  of  the  elderly  which  go  far  beyond  legitimate  concerns 
about  the  program's  financing.  The  argument  is  made  that  the  proportion  of  work- 
ers supporting  beneficiaries  will  be  much  less  in  the  future.  Because  of  the  low 
birthrate,  a  proportionately  smaller  labor  force  will  have  to  support  a  much  larger 
proportion  of  older  people  as  the  "baby  boom"  becomes  the  nation's  retirees.  An 
even  larger  proportion  of  the  nation's  income  will  be  required  to  support  the 
elderly.  Thus,  something  must  be  done  about  this  growing  economic  burden. 

Those  making  this  argument  neglect  to  mention  some  offsetting  factors.  A  lower 
birthrate  will  mean  a  proportionately  smaller  labor  force  but  also  fewer  children, 
unemployed  and  disabled.  Lower  expenditures  for  these  groups  can  be  used  to 
support  retirees.  In  short,  in  any  society,  the  population  at  work  has  to  support 
those  that  can't  work.  The  total  dependency  burden  for  active  workers  will  not 
change  much — more  will  be  older  people  but  there  will  be  fewer  in  the  other 
categories.  In  short,  the  burden  of  the  retired  for  the  economy  as  a  whole  will  be 
offset  to  a  large  degree,  perhaps  totally,  by  the  decline  in  society's  support  required 
for  other  groups. 

Unfortunately,  these  compensating  factors  are  only  slightly  reflected  in  direct 
monetary  gains  to  the  program  because  of  the  circumscribed  manner  in  which  the 
social  security  program  is  funded.  The  problem  is  how  to  channel  some  of  the 
savings  from  the  decline  in  certain  dependency  categories  to  the  social  security 
program  in  order  to  help  pay  for  the  higher  costs  for  retirees. 

We  are  attempting  to  examine  the  growth  of  the  elderly  population  and  the 
overall  dependency  ratio  in  order  to  get  a  rough  idea  of  what  the  future  develop- 
ments are  likely  to  imply  for  increased  costs  to  society.  Preliminary,  rough  calcula- 
tions indicate  these  increased  costs  are,  at  most,  small  and  well  within  the  capacity 
of  society  to  bear. 

The  AFL-CIO  has  long  been  convinced  that  the  use  of  general  revenue  to  partial- 
ly finance  the  social  security  system  is  the  best  way  both  to  achieve  greater  tax 
equity  and  to  channel  financial  gains  elsewhere  in  the  economy  to  the  support  of 
the  social  security  program.  The  AFL-CIO  supports  the  introduction  of  general 
revenue  financing  into  all  of  the  social  security  programs  (OASDHI).  A  good  first 
step  toward  that  objective  would  be  to  partially  finance  Medicare  in  this  way.  Many 
individuals  who  oppose  general  revenue  financing  of  the  cash  benefit  programs  do 
not  object  to  this  kind  of  financing  for  Medicare  because  benefits  are  not  related  to 
wages  or  contributions  paid.  This  idea  is  not,  of  course,  original  with  the  AFL-CIO  • 
and  has  been  previously  advocated  by  various  experts  and  groups  including  Con- 
gressman Barber  Conable,  ranking  minority  member  of  the  House  Ways  and  Means 
Committee,  and  the  National  Commission  on  Social  Security.  The  United  States  is 
one  of  the  few  advanced  industrial  nations  in  the  world  in  which  the  social  security 
system  is  financed  almost  entirely  from  payroll  taxes. 

We  propose  that  the  combined  rate  for  OASI  and  DI,  now  5.35  percent  each  for 
employees  and  employers,  be  set  at  six  percent  of  earnings  beginning  in  1982.  The 
Medicare  contribution  rate,  now  1.3  percent  for  employees  and  employers  would  be 
reduced  by  one-half  to  0.65  each.  General  revenues  to  pay  half  the  cost  of  Medicare 
Part  A  would  be  introduced  into  the  program  at  the  start  of  1983.  The  total  social 
security  rate  would  remain  at  the  present  6.65  percent  each  for  1982  rather  than 
the  6.7  percent  rate  now  scheduled  in  present  law.  The  contribution  rate  for  Medi- 
care Part  A  would  stay  at  0.65  percent  through  1984  and  would  be  increased  to  0.80 


657 

in  1985.  (Present  law  calls  for  an  increase  in  this  rate  of  0.05  and  an  additional  0.10 
in  1986).  The  six  percent  rate  for  the  cash  benefit  program  would  stay  at  that 
amount  for  the  next  25  years.  It  would  finance  these  programs  well  into  the  next 
century  and  would  avoid  the  future  tax  increases  now  scheduled  for  them. 

Repeated  financial  crises  are  disturbing  to  both  workers  and  retirees  and  are 
undermining  public  confidence  in  the  social  security  program.  The  overriding  con- 
sideration in  any  congressional  action  should  be  to  finance  the  system  in  a  manner 
that  will  maintain  public  confidence.  Because  of  the  extraordinary  economic  situa- 
tion facing  the  nation,  we  urge  in  addition  to  50  percent  financing  of  Medicare  from 
general  revenues  the  following  back-up  actions  to  insure  that  Congress  will  not 
again  be  forced  to  deal  with  a  short-term  financing  problem: 

1.  Authorize  interfund  borrowing  to  provide  flexibility  and  support  in  the  event 
actuarial  and  economic  forecasts  are  inaccurate. 

2.  Insulate  social  security  financing  from  the  effects  of  high  unemployment  and 
economic  downturns  by  compensating  the  trust  funds  during  such  periods  for  the 
decline  in  income  in  the  absence  of  full  employment  that  otherwise  would  be 
forthcoming.  The  concept  was  recommended  by  President  Carter  in  1977  and  by  the 
last  Advisory  Council  on  Social  Security. 

3.  Include  a  provision  in  the  Social  Security  Law  stating  that  social  security 
benefits,  like  interest  on  the  national  debt,  will  be  paid  from  general  revenues  in 
the  event  payroll  taxes  are  insufficient.  The  present  moral  obligation  should  be  a 
legal  one.  This  would  reassure  beneficiaries  and  contributors  and  strengthen  public 
confidence  in  the  program.  This  kind  of  a  provision  was  actually  part  of  the  law 
from  1944-1950. 

4.  Enact  a  refundable  tax  credit  equal  to  20  percent  of  the  employee's  and  five 
percent  of  the  employer's  social  security  tax.  Though  this  does  not  directly  help 
social  security  tax.  Though  this  does  indirectly  relieve  some  of  the  financing  burden 
through  the  income  tax  system  and  thus  makes  easier  congressional  actions  to 
soundly  finance  the  program. 

We  believe  that  enactment  of  the  recommendations  we  are  making  for  shoring  up 
the  financing  of  the  system  will  assure  the  financial  soundness  of  the  social  security 

i  system  for  the  next  25  or  30  years.  Many  of  our  suggestions  would  do  much  to 
resolve  the  long-range  financing  problem.  But  full  resolution  of  this  problem  should 
wait  until  the  most  important  variables  can  be  judged  with  a  greater  degree  of 

,  certainty.  Very  small  differences  in  economic  and  demographic  assumptions  can 
lead  to  great  variations  in  estimating  the  long-term  costs.  There  is  still  plenty  of 
time  in  which  to  determine  the  extent  to  which  present  projections  are  valid  and  to 
take  corrective  action. 

If  it  should  be  thought  important  that  the  75  year  actual  projection  show  an  exact 
actuarial  balance,  one  possibility  would  be  to  set  a  tax  rate  in  the  next  century  that 
would  fully  finance  the  cash  benefit  programs.  This  is  a  device  Congress  has  used  in 
the  past  and  the  last  Advisory  Council  on  Social  Security  recommended.  But  it 
should  be  understood  that  such  a  rate  would  only  be  a  guess  about  conditions  50  to 
75  years  from  now  and  would  probably  have  to  be  adjusted  at  some  future  date. 

PROPOSALS  FOR  REDUCTIONS  IN  SOCIAL  SECURITY  BENEFITS 

Mr.  Chairman,  we  would  now  like  to  turn  to  recent  proposals  made  by  the  Reagan 
Administration  to  cut  back  social  security  benefits.  The  AFL-CIO  believes  there  is  a 
I  fundamental  difference  between  a  decision  in  a  particular  budget  year  to  fund 
|  authorized  programs  financed  by  general  revenues  and  recommendations  to  perma- 
nently change  the  benefit  protection  provided  by  social  security.  In  the  latter  case, 
the  recommendation  is  to  permanently  reduce  in  a  self-financed  program,  the  level 
of  protection  for  which  people  have  worked  and  paid  contributions.  The  program  is, 
;  in  effect,  a  social  compact  between  citizens  and  their  government.  If  confidence  in 
j-  the  program  is  to  be  maintained,  the  interests  of  those  who  have  worked  and 
contributed  to  the  program  and  planned  their  lives  around  its  guarantees  must  be 
fully  protected.  The  Administration's  proposals  don't  meet  this  criteria  but  Congress 
|  should  reject  them  even  if  they  did.  Let  me  explain  why. 

The  Administration  has  proposed  the  following  cutbacks  in  existing  social  security 
benefits: 

i     Eliminate  the  future  award  of  child's  insurance  benefits  in  the  case  of  children  age 
I  18  through  21  who  attend  postsecondary  schools. — The  proposal  arises  from  a  misun- 
j  derstanding  of  the  nature  of  social  security  student  benefits.  They  are  not  educa- 
j  tional  grants  to  needy  students  but  survivor  benefits  to  make  up  for  the  loss  of 
support  of  a  parent.  The  student  benefit  was  added  on  the  rationale  that  education 
beyond  age  18  was  an  essential  requirement  of  our  society  and  that  a  young  person 
who  was  attending  school  full  time  should  not  be  required  to  bear  the  entire  burden 
of  self-support. 
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It  is  the  part  of  the  insurance  program  that  permits  workers  to  provide  predict- 
able benefits  for  their  children  to  continue  their  education  in  the  event  of  the 
worker's  death,  disability  or  retirement.  Without  the  social  security  student  benefit, 
tens  of  thousands  of  children  would  not  be  able  to  complete  their  education  and 
parents  would  see  destroyed  the  insurance  protection  for  which  they  had  been 
working  and  paying  taxes  for  a  good  part  of  their  working  lives.  While  the  Adminis- 
tration says  alternative  programs  are  available,  it  is  proposing  to  drastically  slash 
them  as  well. 

Eliminate  the  minimum  benefit. — The  minimum  is  now  frozen  at  $122.00  a  month 
and  will  not  increase  in  the  future.  Thus,  the  minimum  benefit  under  present  law 
will  be  effectively  phased  out  over  time.  The  idea  of  cutting  out  the  minimum 
benefit  completely  for  those  now  receiving  benefits  is  unwise.  A  great  many  people 
who  have  already  contributed  enough  so  that  they  are  eligible  for  and  counting  on 
the  $122.00  promised  under  present  law.  Although  some  people  entitled  to  minimum 
benefits  are  government  employees  covered  under  their  own  independent  system, 
the  great  majority  are  not  and  many  are  low-income  people.  Though  we  do  not 
object  to  deemphasizing  the  minimum  benefit  as  in  present  law,  it  is  wrong  to 
change  the  rules  in  the  middle  of  the  game  and  remove  this  protection  that  people 
are  counting  on. 

Reduce  social  security  benefits  as  a  result  of  benefits  received  from  other  disability 
programs  so  total  benefits  will  not  exceed  a  specified  percentage. — An  offset  provision 
is  inconsistent  with  the  basic  social  security  principle  that  recognizes  benefits  as  an 
earned  right  based  on  wage-related  tax  payments.  The  social  security  program 
provides  the  basic  protection  against  loss  of  income  due  to  disabling  illness  and  it  is 
incompatible  with  the  principles  of  the  program  to  reduce  these  benefits  on  account 
of  disability  benefits  that  are  payable  under  other  programs.  If  adjustments  are 
needed,  it  is  the  other  programs  that  should  make  them. 

A  stated  objective  of  this  proposal  is  to  increase  work  incentives.  Realism  requires 
recognizing  that  the  severely  disabled  will  be  among  the  last  to  be  hired.  This 
results  not  only  from  their  physical  devastation,  but  also  from  their  age  and  low 
skill  levels  and  training  as  well.  Work  incentives  can  make  a  difference  but  in  an 
economy  with  large  numbers  of  jobless  able-bodied,  both  fairness  and  realism  warns 
against  expecting  very  much. 

The  proposal  also  ignores  some  complex  and  difficult  problems.  The  largest  feder- 
al program  offsetting  social  security  disability  insurance  benefits  would  be  veterans 
compensation  benefits  for  service  connected  disability.  Veterans  would  be  required 
to  give  up  social  security  disability  insurance  benefits  which  they  have  earned 
because  they  have  compensation  for  loss  of  legs,  eyes  or  arms  incurred  in  the  service 
of  their  country. 

Provide  a  stricter  recency-of-work  test  as  a  condition  of  eligibility  for  social  security 
disability  benefits  by  requiring  work  in  six  of  the  last  thirteen  quarters. — The  pres- 
ent definition  of  disability  denies  disabled  workers  benefits  if  they  are  considered 
able  to  perform  any  job  at  all,  no  matter  how  different  from  their  usual  work,  how 
unlikely  their  chances  of  being  hired  or  the  location  of  the  job.  The  present  defini- 
tion fails  to  account  for  the  tragic  reality  that  a  disabled  worker  in  his  or  her  fifties 
faces  a  remote  chance  of  finding  a  new  job.  Even  in  good  economic  times,  all 
unemployed  older  workers  have  difficulty  finding  work.  For  the  older,  disabled 
workers  it  is  a  virtual  impossibility. 

Coupled  with  this  stringent  eligibility  definition  are  requirements  that  the  dis- 
abled worker  must  be  fully  insured  for  regular  social  security  benefits  and  must  also 
meet  a  test  of  substantial  recent  covered  work — five  of  the  last  ten  years  in  covered 
employmment. 

One  of  the  persistent  problems  in  the  social  security  disability  provisions  has  been 
the  effect  of  the  present  recency  test  in  denying  disability  benefits  to  people  who 
were  regular  workers  but  whose  working  ability  has  diminished  gradually  because 
of  progressive  illness.  By  the  time  their  impairments  progress  to  the  point  that  the 
definition  of  eligibility  can  be  met,  the  interruption  of  their  work  caused  by  illness 
means  that  many  of  them  can  no  longer  meet  the  test  of  recent  employment,  and  so 
are  not  eligible  for  disability  benefits.  The  proposal  would  make  this  situation  much 
worse. 

Mr.  Chairman,  I  would  like  to  conclude  with  comments  on  several  proposals 
which,  though  not  yet  recommended  by  the  Administration,  are  frequently  men- 
tioned as  ways  to  help  reduce  the  costs  of  the  social  security  program:  mandatorily 
cover  public  employees  by  social  security,  deny  retirees  the  full  value  of  their  cost- 
of-living  increases,  raise  the  age  of  eligibility  for  social  security  benefits,  and  modify 
social  security  benefit  formula  so  that  future  replacement  ratios  decline. 

We  oppose  mandatory  social  security  coverage  of  public  employees  unless  the 
following  conditions  are  met:  (1)  no  reduction  in  the  level  of  pension  benefits  now 
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available  to  government  workers,  (2)  no  additional  financial  burden  is  imposed  on 
public  employees  without  a  commensurate  adjustment  in  benefits,  (3)  maintain 
identity  for  government  workers'  retirement  plan  and  (4)  no  diminution  in  the 
opportunity  for  these  employees  to  improve  their  retirement  systems. 

We  also  oppose  efforts  that  would  cap  the  social  security  cost-of-living  formula. 
Such  proposals  take  various  forms  but  all  mistakenly  assume  that  retirees  are  over- 
compensated  by  the  present  Consumer  Price  Index  (CPI)  and  would  deny  beneficia- 
ries the  full  value  of  their  cost-of-living  increases. 

More  than  other  groups  in  the  population,  the  elderly  live  on  fixed  incomes  and 
have  little  or  no  opportunity  for  personal  improvement  of  income.  Actually,  the 
cost-of-living  adjustments  are  only  partially  helpful  since,  at  most,  they  restore 
buying  power  well  after  the  fact  and  most  retirees  have  little  in  the  way  of  savings 
to  sustain  themselves  during  the  catch-up  period.  Private  pensions,  with  rare  excep- 
tions, are  not  indexed  with  the  CPI  and  for  the  many  who  partially  depend  on  such 
supplementary  pensions  their  already  low  living  standards  are  declining  rapidly. 

Four  basic  necessities  comprise  nearly  80  percent  of  the  purchases  of  a  majority  of 
the  elderly  and  an  even  greater  percentage  for  the  elderly  poor.  Prices  for  these 
necessities — food,  housing,  energy  and  health-care — have  been  outstripping  the  cost 
of  all  other  items  in  the  CPI,  and  the  future  outlook  is  for  more  of  the  same.  There 
is  little  retirees  can  do  to  shield  themselves  from  the  steady  rise  in  prices  in  these 
key  sectors.  Inflation  has  badly  hurt  the  elderly  and  Congress  should  not  make  their 
losing  battle  with  inflation  an  even  more  unequal  struggle. 

The  AFL-CIO  strongly  opposes  a  decision  now  to  increase  at  some  future  date  the 
age  of  eligibility  for  full  social  security  benefits  to  age  68  and  for  actuarily  reduced 
benefits  to  age  65.  Raising  the  age  of  eligibility  for  retirement  is  tantamount  to  a 
benefit  reduction  and  would  break  faith  with  younger  workers  who  have  been 
working  and  paying  for  this  protection  on  the  expectation  they  would  be  eligible  for 
full  benefits  when  they  reach  age  65.  In  addition,  the  proposal  wrongly  equates 
increased  life  expectancy  with  improved  health.  Life  expectancy  has  increased  but 
the  health  status  of  older  Americans  has  not.  The  National  Center  for  Health 
Statistics  has  compiled  data  which  show  an  increase  in  the  incidence  of  acute 
,  conditions  and  chronic  illness  among  people  age  45-64.  Disability  days  and  restrict- 
ed acti/ity  days  for  people  age  65  and  over  have  not  changed  over  the  past  ten 
years.  Research  shows  that  roughly  two-thirds  of  workers  retire  for  two  reasons — 
poor  health  or  layoff  or  discontinuance  of  jobs.  In  short,  these  workers  lack  the 
physical  ability  to  work  at  their  usual  occupations  or  can't  find  work  and  are  not 
likely  to  find  another  job  given  their  health  and/or  age. 

A  large  portion  of  any  savings  to  the  social  security  system  would  be  shifted  to 
other  governmental  programs.  More  importantly,  most  of  the  burden  of  the  proposal 
would  fall  disproportionately  on  those  in  poor  health  who  cannot  qualify  for  disabil- 
ity benefits  and  blue  collar  workers  whose  jobs  require  more  strenuous  physical 
efforts. 

The  proposal  denies  benefits  without  guaranteeing  jobs  or  providing  benefits  in 
the  event  of  disability.  The  solution  is  effective  economic  policies  that  will  make  it 
I  possible  for  older  people  to  work.  This  will  enable  those  who  want  to  work  to  do  so 
'  without  punishing  those  who  can't. 

Finally,  Mr.  Chairman,  we  are  particularly  concerned  about  proposals  that  would 
modify  the  social  security  benefit  formula  so  that  the  future  replacement  ratios  for 
!  those  now  at  work  would  be  indexed  with  prices  rather  than  wages.  The  social 
';  security  benefit  formula  stablizes  the  present  wage  replacement  ratios  (the  ratio  of 
I  benefits  to  wages  at  the  time  of  retirement)  for  the  working  population  on  into  the 
I  future.  This  is  called  indexing  by  average  wages.  The  other  major  alternative 
approach  would  index  by  prices  so  that  these  ratios  in  the  future  would  decline.  In 
other  words,  the  percentage  of  benefits  relative  to  wages  at  the  time  of  retirement 
would  decrease. 

The  proper  basis  for  determining  Focial  security  benefits  is  to  relate  initial  bene- 
;  fits  to  workers'  recent  earnings  and  to  their  previous  level  of  earnings  relative  to 
I  other  wage  earners  and  then  keep  them  up-to-date  with  living  cost  increases.  The 
wage-indexing  approach  does  the  best  job  of  accomplishing  this  objective.  Price- 
indexing,  on  the  other  hand,  would  produce  results  that  would  be  socially  unjust. 
I  This  approach  in  the  long  run  would  result  in  a  26  percent  replacement  ratio  for 
J  the  average  worker  instead  of  the  41  percent  now  guaranteed  these  workers  both 
I  presently  and  on  into  the  future.  A  formula  based  on  price-indexing  would  mean  a 
;|  disastrous  decline  in  the  living  standards  of  retired  workers. 

|      We  hope  our  statement  concerning  the  financing  of  the  social  security  program 
I  has  been  helpful.  We  hope  it  demonstrates  a  need  for  concern,  but  no  reason  for 
alarm.  The  trust  funds  are  doing  the  job  they  were  intended  to  do — to  carry  the 
I,  social  security  system  through  periods  of  economic  difficulty  until  corrective  action 
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can  be  taken.  But  now  is  the  time  for  such  corrective  action.  We  are  certain  that 
this  subcommittee  and  the  Congress  will  act  quickly  to  remedy  the  program's 
financial  difficulties. 


Statement  by  the  AFL-CIO  Executive  Council  on  Social  Security 
(OASDHD— February  20,  1981,  Bal  Harbour,  Fla. 

Proposals  are  being  advanced,  under  the  guise  of  dealing  with  Social  Security's 
exaggerated  financial  problems,  that  go  far  beyond  any  legitimate  concern  about 
program  financing  and  would  reduce  benefits  and  weaken  the  basic  protections  of 
the  program.  The  Congress  should  not  over-react  to  the  financial  difficulties  faced 
by  Social  Security  and  endanger  a  fundamentally  sound  and  essential  program  by 
cutting  benefits,  using  more  regressive  forms  of  taxation  or  relying  on  stopgap 
measures  that  do  not  put  the  program  on  a  secure  financial  basis. 

The  Reagan  Administration  has  proposed  slashes  and  even  elimination  of  a 
number  of  essential  Social  Security  protections.  We  will  vigorously  oppose  Adminis- 
tration efforts  to  restrict  disability  benefits  and  eligibility,  eliminate  the  Social 
Security  minimum  benefit  and  deny  children  of  deceased  breadwinners  who  are  full- 
time  students  the  continuation  of  benefits  through  age  21.  These  Social  Security 
protections  are  vital  to  active  workers  and  their  families,  and  erosion  of  them  would 
be  most  harmful  to  widows,  the  disabled,  the  young  and  the  poor. 

The  AFL-CIO  believes  that  partial  general  revenue  financing  could  be  introduced 
into  all  Social  Security  programs  (OASDHI)  to  provide  relief  for  low  and  middle- 
income  workers  from  the  scheduled  increases  in  the  payroll  tax  and  to  shore  up  the 
financing  of  the  system. 

The  federal  government  must  recognize  that  the  financial  problems  of  Social 
Security  are  caused  in  large  measure  by  continued  high  unemployment  and  infla- 
tion, which  are  aggravated  by  high  interest  rate  policies.  Changes  in  Social  Security 
benefits  or  eligibility  will  not  solve  the  central  economic  problem  of  unemployment 
that  deprives  the  system  of  employer-employee  contributions.  The  financial  prob- 
lems confronting  Social  Security  are  primarily  a  result  of  the  current  economic 
illness. 

Organized  labor  is  proud  of  its  role  in  the  development  of  this  program  and  will 
oppose  efforts  to  undermine  it.  Specifically,  we  believe  that: 

Social  Security  beneficiaries  must  be  guaranteed  their  full  cost-of-living  increases. 

The  age  of  eligibility  for  Social  Security  benefits  should  not  be  raised.  Raising  the 
age  of  eligibility  would  be  tantamount  to  an  across-the-board  benefit  reduction  for 
millions  of  workers,  particularly  those  who  are  forced  into  early  retirement  for 
reasons  of  poor  health  or  unemployment. 

No  single  program,  such  as  disability  insurance  or  Medicare,  should  be  totally 
financed  from  general  revenues.  It  is  important  that  Social  Security  programs 
retain  the  contributory  principle  that  guarantees  benefits  as  an  earned  right.  With- 
out contributory  features,  income  and  means  tests  could  be  imposed  that  would 
transform  social  insurance  programs  into  welfare  programs. 

The  present  formula  for  determining  the  benefits  workers  receive  at  the  time  of 
retirement  should  be  continued.  We  oppose  proposals  to  tamper  with  the  formula 
that  would  reduce  benefit  entitlements. 

We  will  oppose  mandatory  Social  Security  coverage  of  public  employees  as  a  way 
of  securing  additional  short  run  revenue  for  the  trust  funds  unless  the  following 
conditions  are  met:  (1)  no  reduction  is  made  in  the  level  of  pension  benefits  now 
available  to  government  workers;  (2)  no  additional  financial  burden  is  imposed  on 
public  employees  without  a  commensurate  adjustment  in  benefits;  (3)  the  identity  of 
government  workers'  retirement  plans  is  preserved;  (4)  there  is  no  diminution  in  the 
opportunity  for  these  employees  to  improve  their  retirement  system. 

Workers  must  not  be  denied  the  benefits  they  have  worked  for  and  paid  for 
during  their  working  lives.  The  government  must  keep  its  word  to  its  citizens. 
Changing  the  terms  and  conditions  of  the  Social  Security  program  would  constitute 
a  breach  of  faith  that  would  undermine  public  confidence  in  Social  Security. 

Social  Security  has  served  America  well.  The  AFL-CIO  will  defend  this  vital 
program  so  that  it  can  provide  adequate  income  to  the  elderly,  disabled  and  survi- 
vors who  rely  on  it  for  their  protection. 

Mr.  Pickle.  Mr.  McGlotten,  did  you  want  to  add  anything  at  this 
point?  You  are  just  available  for  questions? 

Mr.  McGlotten.  Not  at  this  time,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Seidman,  I  appreciate  your  statement.  You  have 
given  us  a  very  comprehensive  and  helpful  statement.  Though  we 
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may  not  agree,  you  obviously  present  your  testimony  with  deep 
feelings  and  justifiable  concerns.  We  thank  you  for  your  statement. 

Before  we  go  into  the  questions,  I  think  we  will  recognize  Mr. 
Loveless,  who  represents  the  American  Federation  of  State,  County 
and  Municipal  Employees. 

Would  you  like  to  make  your  statement  now  and  then  we  will 
open  it  up  to  the  committee  for  questions. 

STATEMENT  OF  CHARLES  LOVELESS,  COUNSEL  FOR  EMPLOY- 
EE BENEFITS,  AMERICAN  FEDERATION  OF  STATE,  COUNTY 
AND  MUNICIPAL  EMPLOYEES  (AFSCME),  AFL-CIO 

Mr.  Loveless.  Thank  you. 

Mr.  Chairman,  distinguished  members  of  the  subcommittee,  we 
appreciate  the  opportunity  to  appear  before  you  today  and  present 
the  views  of  the  American  Federation  of  State,  County  and  Munici- 
pal Employees,  AFSCME,  on  social  security  financing  issues. 

We  are  a  union  which  represents  approximately  1  million  State 
and  local  government  workers  from  across  the  Union.  We  com- 
mend you,  Mr.  Chairman,  and  the  members  of  this  subcommittee, 
for  starting  so  early  in  this  session  to  address  the  various  impor- 
tant problems  currently  facing  our  social  security  system. 

Mr.  Chairman,  as  noted  in  your  opening  statement  at  these 
hearings,  it  is  clear  based  on  recent  economic  projections  that  some 
action  has  to  be  taken  this  year  to  address  at  least  the  short- 
term — and  we  hope  the  long-term — financial  problems  of  the  social 
security  system. 

In  the  time  allotted  to  me  today,  I  would  like  to  briefly  outline 
the  program  advocated  by  AFSCME  for  resolving  those  problems. 
A  more  detailed  statement  of  my  union's  views  on  various  social 
security  financial  issues  is  contained  in  the  formal  written  state- 
ment, which  we  have  submitted  for  these  hearings. 

AFSCME  believes  there  are  several  actions  which  should  be 
taken  by  the  Congress  to  maintain  the  financial  integrity  and 
bolster  public  confidence  in  the  social  security  system. 

First,  we  favor  a  general  revenue  contribution  to  social  security 
to  supplement  payroll  tax  revenues.  In  our  view,  the  payroll  tax  at 
least  as  imposed  on  lower-  and  middle-income  workers  has  reached 
its  limit  as  a  source  of  financing  for  the  program. 
I     Second,  we  favor  inter-trust-fund  borrowing  and,  if  necessary  to 
'  assure  the  timely  payment  of  benefits,  authority  for  the  trust  funds 
j  to  borrow  from  the  Treasury  as  a  means  of  resolving  at  least  the 
very  short-term  cash  flow  problems  of  the  system. 
Finally,  we  oppose  any  proposed  changes  in  social  security  which 
-  would  cut  into  the  heart  of  the  income  protections  currently  pro- 
vided by  the  program.  In  this  regard,  we  strongly  oppose  the  var- 
ious benefit  cutbacks  advocated  by  the  administration  as  a  means 
of  producing  short-term  savings  for  the  budget,  notably  the  propos- 
als to  phase  out  the  student  benefit,  place  additional  limitations  on 
I  the  receipt  of  DI  benefits,  eliminate  the  minimum  benefit,  and 
!  restrict  the  payment  of  the  lump  sum  death  benefit. 

In  a  statement  we  submitted  to  your  subcommittee  last  year,  and 
again  in  our  statement  today,  we  have  indicated  our  support  for 
'  proposals  providing  for  an  across-the-board  use  of  general  revenues 
to  help  finance  the  program. 
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In  our  statement,  we  point  out  that  the  original  drafters  of  social 
security,  successive  Advisory  Councils,  and  numerous  retirement 
policy  experts  have  urged  that  general  revenues  be  tapped  as  a 
source  of  financing  for  the  program. 

I  think  we  also  show  in  our  statement  the  highly  regressive 
nature  of  the  payroll  tax  and  how  for  most  families  of  low  or 
moderate  income  means  it  is  already  the  heaviest  tax  burden  that 
they  must  bear. 

We  think  general  revenue  financing  is  desirable  for  several  addi- 
tional reasons. 

First,  as  you  know,  since  important  parts  of  the  benefit  structure 
of  social  security  are  socially  weighted — and  we  have  in  mind  here 
benefit  features  such  as  the  weighting  in  the  benefit  formula, 
dependents  benefits,  and  as  long  as  we  have  it,  the  minimum 
benefit — it  appears  only  reasonable  that  the  Government  and  the 
general  taxpayer  should  pay  for  this  part  of  the  social  weighting  in 
the  system. 

But  even  more  fundamental,  we  think — as  recognized  in  many 
other  nations,  where  general  revenue  financing  of  general  and 
social  insurance  programs  is  a  long-established  public  policy — the 
general  welfare  of  our  Nation  is  well-served  by  a  viable  social 
insurance  system  financed  primarily  by  worker  and  employer  con- 
tributions, but  also  by  general  Government  expenditures. 

We  believe  a  constructive  first  step  toward  the  objective  of  sup- 
plemental general  revenue  financing  of  social  security  would  be 
partially  to  finance  part  A  of  medicare  in  that  manner.  The  propos- 
al, as  you  know,  in  various  forms  has  been  advocated  by  Congress- 
man Conable  and  other  Members  of  Congress,  and  other  individ- 
uals and  groups. 

It  should  be  noted  that  many  individuals  who  philosophically 
oppose  general  revenue  financing  of  the  cash  benefits  programs  do 
not  oppose  such  financing  of  HI.  They  point  out  the  primary  justifi- 
cation used  in  favor  of  payroll  tax  financing — that  is,  that  benefits 
received  are  related  to  the  individual's  covered  earnings — does  not 
apply  to  HI,  where  the  amount  of  HI  benefits  received  is  related 
not  to  prior  earnings,  but  to  the  need  for  hopsital  care  and  services. 

With  my  time  remaining,  let  me  briefly  indicate  why  we  oppose 
the  four  benefit  reductions  advocated  by  the  administration  as  a 
budget  cutting  device. 

Specifically,  we  oppose  these  cuts  because  we  believe  these  reduc- 
tions cut  into  the  heart  of  the  income  protections  provided  by  social 
security  which  will  have  a  particularly  severe  impact  on  low  and 
moderate  income  workers  and  their  families,  and  because  we  be- 
lieve that  they  break  faith  with  the  American  workers  and  their 
families,  who  have  been  paying  what  no  one  disputes  is  a  very  high 
rate  of  taxes  on  the  assumption  that  they  will  receive  certain 
benefits  in  return. 

Interestingly  enough,  Mr.  Chairman,  an  administration  which 
prides  itself  on  promoting  individual  work  incentives  and  produc- 
tivity is  now  proposing  that  certain  social  security  benefits  which 
previously  had  been  viewed  as  earned  rights  be  reinstituted  as 
welfare,  means-tested  entitlements. 

AFSCME  strongly  believes  to  the  extent  that  any  changes  are  to 
be  made  in  the  pogram,  they  should  be  carefully  studied  and  de- 
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bated  and  phased  in  over  a  long  period  of  time  so  as  to  preserve  the 
continued  faith  of  the  American  people  in  this  most  important  of 
Federal  Government  programs. 

Thank  you  very  much  for  your  attention.  At  the  appropriate 
time,  we  would  be  pleased  to  answer  any  questions  that  you  may 
have. 

[The  prepared  statement  follows:] 

Statement  of  the  American  Federation  of  State,  County  and  Municipal 

Employees,  AFL-CIO 

summary 

I.  The  time  has  come  to  reduce  reliance  on  the  payroll  tax  and  to  finance  a 
significant  portion  of  the  social  security  program  with  general  tax  revenues. 

II.  Inter-fund  borrowing  and  borrowing  from  the  Treasury  should  be  allowed  to 
assure  the  timely  payment  of  benefits. 

ELI.  The  three  benefit  cuts  proposed  by  the  administration  should  be  rejected. 

A.  Eliminating  the  Student  Benefit. 

B.  Eliminating  the  Minimum  Benefit. 

C.  Further  Tightening  of  Eligibility  for  DI  Benefits. 

IV.  Proposals  to  tamper  with  the  consumer  price  index  as  a  means  of  yielding 
lower  cost-of-living  adjustments  and  to  raise  the  normal  retirement  age  should  be 
rejected. 

V.  Conclusion. 

STATEMENT 

Mr.  Chairman  and  distinguished  members  of  the  Subcommittee,  I  am  Charles  M. 
Loveless,  Counsel  for  Employee  Benefits  of  the  American  Federation  of  State, 
County  and  Municipal  Employees  (AFSCME),  AFL-CIO.  I  am  here  today  represent- 
ing the  more  than  one  million  of  our  members  who  work  in  state  and  local 
governments  across  the  nation.  I  appreciate  the  opportunity  to  present  AFSCME's 
views  on  the  financing  problems  faced  by  the  Social  Security  system. 

AFSCME  has  a  major  interest  and  stake  in  the  protection  of  the  integrity  and 
financial  viability  of  the  Social  Security  system.  The  great  majority  of  our  members 
count  on  Social  Security  as  an  essential  protection  for  themselves  and  their  families 
against  loss  in  income,  whether  by  old  age,  disability  or  death.  As  noted  by  former 
Social  Security  Commissioner  Roert  M.  Ball,  Social  Security  in  effect  represents  a 
compact  between  contributing  workers  and  the  Federal  Government,  and  we,  there- 
fore, share  with  you  a  major  concern  regarding  the  continuing  financial  difficulties 
of  the  program. 

In  February  17,  1981  testimony  before  your  Subcommittee,  the  Congressional 
,  Budget  Office  (CBO)  projected  that  by  the  beginning  of  fiscal  1982,  the  balance  in 
,  the  old-age  and  survivors  (OASI)  trust  fund  will  fall  to  14  percent  of  the  estimated 
$141.4  billion  needed  for  that  year's  outlays  and  that  by  early  1983,  the  OASI  fund 
:  will  be  depleted.  CBO  also  estimated  that  the  disability  insurance  (DI)  trust  fund 
i  will  improve  its  position  through  1986  with  reserves  increasing  to  112  percent  of 
:  outlays  and  that  the  hospital  insurance  (HI)  fund's  reserve  balance  will  remain  at 
]  approximately  50  percent  of  outlays  through  this  period.  CBO  indicated  that  even 
I  with  improvement  in  the  economy  during  the  next  two  years,  the  combined  reserve 
position  of  the  three  trust  funds  is  expected  to  worsen  and  may  not  be  adequate  to 
avoid  cashflow  problems.  Therefore,  as  noted  in  Chairman  Pickle's  statement  at  the 
opening  of  these  hearings,  it  is  clear  that  some  action  must  be  taken  this  year  to  at 
,  least  address  the  short-term  financial  problems — and,  hopefully,  the  long-term  prob- 
lems— faced  by  the  Social  Security  system. 
1     AFSCME  believes  that  there  are  several  actions  which  should  be  taken  by  the 
Congress  to  maintain  the  integrity  of  and  bolster  confidence  in  the  Social  Security 
l  system.  First,  we  think  the  time  has  come  to  reduce  reliance  on  the  payroll  tax  and 
.  to  finance  a  significant  portion  of  Social  Security  with  general  tax  revenues.  Second, 
we  support  the  proposal  most  recently  advanced  by  the  National  Commission  on 
Social  Security  (National  Commission)  permitting  inter-fund  borrowing  among  the 
|  trust  funds.  Third,  we  believe  that  the  trust  funds  should  be  authorized  to  borrow 
from  the  Treasury  such  amounts  as  necessary  to  assure  the  timely  payment  of 
(  benefits  if  total  revenues  for  the  program  prove  inadequate. 

AFSCME  opposes  any  changes  in  Social  Security  which  would  cut  into  the  heart 
'  of  the  income  protections  provided  by  the  program.  Specifically,  we  oppose  the  three 
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benefit  reductions  advocated  by  the  Reagan  Administration.  Moreover,  we  oppose 
any  change  in  the  basic  cost-of-living  indexing  method  for  computing  benefit  in- 
creases and  any  proposed  increase  in  the  normal  retirement  age  for  receiving  cash 
benefits  and  Medicare  and  any  increase  in  the  actuarial  reduction  option.  We  set 
forth  below,  in  greater  detail,  our  views  on  these  extremely  important  policy  ques- 
tions. 

/.  The  Time  has  come  to  reduce  reliance  on  the  payroll  tax  and  to  finance  a 
significant  portion  of  the  social  security  program  with  general  tax  revenues 

AFSCME  strongly  supports  an  across-the-board  use  of  geneal  revenues  to  finance 
the  Social  Security  program.  Such  a  step,  we  believe,  would  not  only  be  consistent 
with  the  historic  foundations  of  the  program  but  also  would  ensure  greater  equity  in 
how  the  program  is  financed. 

It  is  clear  that  the  original  drafters  of  the  Social  Security  program,  successive 
Social  Security  advisory  councils  and  numerous  Social  Security  experts  have  urged 
that  general  revenues  be  tapped  as  a  major  source  of  funding  for  the  program.  In 
1935,  President  Roosevelt's  Committee  on  Economic  Security,  which  is  credited  with 
being  the  architect  of  Social  Security,  recommended  that  general  revenues  be  used 
to  fund  the  program's  deficit  anticipated  to  occur  after  1965.  However,  the  President 
rejected  the  Committee's  recommendation  and  decreed  that  the  program  was  to  be 
financed  entirely  through  the  payroll  tax.  Moreover,  for  the  past  four  decades, 
successive  Social  Security  advisory  councils  have  repeatedly  called  for  using  general 
revenues  to  finance  at  least  a  portion  of  the  program: 

The  1938  advisory  council  recommended  that  general  revenues  eventually  be 
introduced  into  Social  Security  and  gradually  be  increased  to  the  point  where  the 
program  would  be  one-third  financed  from  general  revenues. 

The  1948  council  concluded  that  there  were  "compelling  reasons"  for  an  eventual 
general  revenue  contribution  to  social  security  but  that  there  was  no  current  need 
to  decide  on  the  timing  or  amount  of  the  general  revenue  infusions. 

The  1965  council  recommended  that  a  small  general  revenue  contribution  (equiva- 
lent to  0.15  percent  of  payroll  for  50  years)  be  used  to  finance  the  cost  of  Medicare 
benefits  for  those  already  retired  or  disabled  when  the  program  began. 

The  1971  council  recommended  that  one-third  of  parts  A  and  B  of  Medicare  taken 
as  a  whole  should  eventually  be  financed  by  general  revenues. 

The  1975  council  recommended  that  general  revenues  gradually  be  introduced 
into  the  hospital  insurance  program  and  that  payroll  taxes  scheduled  for  the  hospi- 
tal insurance  trust  fund  be  gradually  shifted  to  the  old-age  and  survivors'  and 
disability  insurance  trust  funds.  1979  Advisory  Council  Report,  p.  36. 

In  supporting  a  proposal  to  finance  the  HI  program  entirely  with  earmarked 
general  revenue  funds,  the  1979  Advisory  Council  reaffirmed  this  recommendation. 
See  1979  Advisory  Council  Report,  pp.  35-42.  Finally,  numerous  experts  on  Social 
Security  and  retirement  policy  have  argued  for  the  need  for  at  least  limited  general 
revenue  financing.  See,  e.g.,  Robert  M.  Ball's  "Social  Security  Today  and  Tomorrow" 
(Columbia  University  Press,  1978),  pp.  429-438. 1 

The  regressive  features  of  the  Social  Security  payroll  tax  have  been  noted  by 
numerous  economists  ranging  the  ideological  spectrum  from  Joseph  Pechman  to 
Milton  Friedman.  See,  e.g.,  "The  Crisis  in  Social  Security"  (Institute  for  Contempo- 
rary Studies,  1977),  pp.  27-28,  33-34.  The  tax  takes  a  constant  proportion  of  a 
worker's  income  up  to  a  set  maximum  and  thus  clearly  falls  more  heavily  on 
workers  with  low  or  moderate  incomes.  As  stated  by  the  1979  Advisory  Council,  the 
payroll  tax  has  a  regressive  structure  for  several  reasons: 

There  is  a  limit  on  the  amount  of  earnings  subject  to  the  payroll  tax. 

The  payroll  tax  has  no  exemptions  or  deductions. 

The  payroll  tax  rate  is  constant  rather  than  increasing  at  higher  income  levels. 

Income  from  interest,  rents  and  profits  is  not  subject  to  the  payroll  tax  at  all,  and 
most  of  this  income  is  received  by  persons  in  the  highest  income  brackets.  "Social* 
Security  Financing  and  Benefits'  (Reports  of  the  1979  Advisory  Council  on  Social 
Security,  December  1979),  p.  37  (hereafter  referred  to  as  1979  Advisory  Council 
Report). 

While  the  earned-income  tax  credit,  enacted  as  part  of  the  Tax  Reduction  Act  of 
1976,  helps  relieve  the  burden  of  the  payroll  tax  for  workers  with  taxable  incomes ; 
in  the  lowest  income  groups,  the  credit  is  notably  restricted  to  families  with  depend- 
ent children  and  only  partially  eliminates  the  regressivity  effect  of  the  tax.  More- 
over, the  regressively  of  the  payroll  tax  is  further  accentuated,  in  the  view  of  many 


1  To  a  limited  extent,  general  revenues  already  have  been  introduced  into  the  social  security 
program.  In  this  regard,  the  SMI  program  (part  B  of  Medicare)  currently  receives  significant 
general  revenue  support  with  the  Government's  share  of  financing  SMI  representing  71  percent 
of  the  cost  of  the  program. 
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economists,  by  the  fact  that  the  tax  on  the  employer,  as  well  as  that  on  the 
employee,  is  ultimately  borne  by  the  employee  either  because  the  tax  makes  wages 
and  fringe  benefits  lower  than  they  otherwise  would  be  or  because  the  tax  drives  up 
prices  and  profits  while  leaving  wages  unchanged.2 

We  believe  general  revenue  financing  is  desirable  for  several  reasons.  First, 
important  parts  of  the  benefit  structure  of  the  Social  Security  program,  notably 
dependents  benefits,  the  "weighting"  in  the  benefit  formula  and  the  minimum 
monthly  benefit,  more  closely  resemble  the  features  of  a  means-tested  general 
welfare  program  than  a  contributory  retirement  program  and  therefore  are  more 
appropriately  financed  by  general  revenues  than  direct  employer  and  employee 
contributions.  In  this  regard,  Robert  Ball  states: 

I  believe  that  the  government  contribution  to  the  programn  should  help  pay  the 
cost  of  dependents'  benefits,  the  cost  of  giving  lower-paid  workers  under  the  system 
the  advantage  of  a  weighted-benefit  formula,  and  as  long  as  we  have  it,  the  cost  of 
giving  those  who  work  only  part-time  under  the  system  the  advantage  of  a  mini- 
mum benefit.  It  seems  to  me  proper  that  the  cost  of  these  provisions  designed  to 
more  adequately  meet  the  needs  of  lower-paid  people  and  to  some  extent  those  with 
dependents  should,  over  the  long  run,  be  borne  in  part  by  taxes  of  income  from 
capital  and  on  earnings  above  the  maximum  covered  under  Social  Security.  Since 
the  minimum  benefit,  the  weighted-benefit  formula,  and  dependents'  benefits  relieve 
the  general  taxpayer  of  a  major  part  of  cost  of  general-revenue  supported,  means- 
tested  programs,  it  seems  reasonable  to  me  that  the  general  taxpayer  should  make  a 
contribution  to  pay  for  this  social  weighting  in  the  social  insurance  system  (emphasis 
added).  "Social  Security  Today  and  Tomorrow,"  p.  430. 

Since  the  nation  as  a  whole,  independent  of  Social  Security  beneficiaries,  benefits 
from  the  program  in  terms  of  decreased  public  assistance  payments,  we  believe  it 
only  fair  that  general  revenues,  which  are  derived  from  the  more  progressive 
income  tax  rather  than  the  tax  on  earnings  and  payroll,  substantially  contribute 
toward  the  cost  of  the  program. 

However,  in  AFSCME's  view,  the  economic  and  social  benefits  conferred  by  Social 
Security  on  the  nation  as  a  whole  go  beyond  merely  avoiding  increased  public 
assistance  payments.  As  stated  by  the  first  Social  Security  Advisory  Council  and 
reaffirmed  by  successor  advisory  councils,  the  general  welfare  of  our  democratic 
society  is  well  served  by  a  viable  social  insurance  system  which  prevents  the  growth 
of  dependency.  Dependent  old  age  is  certainly  a  national  problem,  and  the  establish- 
ment and  maintenance  of  a  federal  program  which  is  designed  to  prevent  or  at  least 
mitigate  the  effects  of  dependency  is  a  necessary  general  governmental  expendi- 
ture.3 

We  believe  a  constructive  first  step  toward  the  objective  of  supplemental  general 
revenue  financing  of  the  Social  Security  program  would  be  to  partially  finance  Part 
A  of  Medicare  in  this  manner.  We  support  the  proposal  advocated  by  Congressman 
Conable  in  H.R.  1018,  former  HEW  Secretary  Cohen  and  other  individuals  to 
transfer  half  of  the  taxes  that  currently  finance  HI  to  the  cash/benefit  programs 
(OASDI)  and  to  replenish  the  HI  trust  fund  with  general  tax  revenues.  This  would 
ensure  both  a  substantial  reduction  in  the  regressive  payroll  tax  and  the  long-term 
financial  soundness  of  the  Social  Security  program. 

It  should  be  noted  that  many  individuals  and  groups  who  oppose  general  revenue 
financing  of  the  cash  benefits  do  not  oppose  such  financing  of  the  Medicare  pro- 
gram. They  point  out  that  the  primary  argument  used  in  justification  of  payroll  tax 
financing — namely,  that  benefits  received  are  related  to  the  individual's  covered 
earnings — does  not  apply  to  the  HI  program.  Everyone  who  is  eligible  for  HI 
receives  the  same  protection.  The  amount  of  HI  benefits  received  is  related  not  to 
prior  earnings  but  to  the  need  for  hospital  care  and  services. 

77.  Inter-fund  borrowing  and  borrowing  from  the  treasury  should  be  allowed  to 
assure  the  timely  payment  of  benefits 
In  a  March  26,  1980  statement  submitted  to  the  Subcommittee,  AFSCME  endorsed 
the  Carter  Administration's  proposal,  set  forth  in  H.R.  6652,  which  would  authorize 
inter-fund  borrowing  among  the  OASDHI  trust  funds  whenever  needed  to  assure 
timely  payment  of  benefits,  with  the  loans  being  repayable  with  appropriate  inter- 
est. As  a  means  of  helping  resolve  the  short-term  cashflow  problems  of  the  Social 


2  The  1979  Advisory  Council  Report  also  emphasizes  the  contribution  which  increases  in  the 
i  payroll  tax  rate  make  to  inflation.  "They  (payroll  tax  increases)  do  so,"  the  Report  states, 
'because  the  employer's  portion  of  the  tax  directly  adds  to  labor  costs  per  unit  of  production." 
1979  Advisory  Council  Report,  p.  37. 
•  3  It  should  be  noted  that  general  government  financing  of  social  insurance  programs  is  a  long- 
established  public  policy  in  many  other  countries.  See,  e.g.,  "Social  Security  Today  and  Tomor- 
row," pp.  438-440. 
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Security  program,  the  National  Commission,  in  its  final  report  to  be  released  this 
month,  recommends  that  inter-fund  borrowing  be  authorized.  The  President's  Com- 
mission on  Pension  Policy  also  endorsed  this  approach.  See  "Coming  of  Age:  Toward 
a  National  Retirement  Income  Policy"  (President's  Commission  on  Pension  Policy 
1981),  p.  46. 

While  we  support  inter-fund  borrowing  as  a  means  of  attempting  to  address  the 
very  short-term  financial  problems  of  the  Social  Security  system,  it  is  clear  that  the 
amount  of  revenue  generated  for  the  OASI  fund  from  this  device  will  not  be 
sufficient  to  protect  the  system  from  even  mild  economic  downturns.  In  fact,  under 
CBO's  current  economic  projections,  the  combined  OASDHI  trust  fund  reserve  bal- 
ance will  be  inadequate  to  meet  benefit  obligations  by  the  start  of  1985  and  leaves 
very  little  margin  for  error  or  for  possible  worse  economic  conditions  before  that 
date.  See  Statement  of  Raymond  C.  Scheppard,  Deputy  Director  of  CBO,  before  the 
Subcommittee  on  Social  Security  (February  17,  1981),  pp.  5-6.  Accordingly,  we 
believe  inter-fund  borrowing  represents  only  a  stopgap  solution  to  Social  Security's 
immediate  financial  needs  and  should  not  obscure  the  need  to  address  the  critical 
problems  which  the  system  faces. 

AFSCME  also  recommends  that  the  trust  funds  be  authorized  to  borrow  from  the 
Treasury  such  amounts  as  necessary  to  assure  the  timely  payments  of  benefits  if 
total  revenues,  after  reallocation  and  inter-fund  borrowing,  prove  inadequate.  This 
proposal,  in  various  forms,  is  endorsed  by  the  1979  Advisory  Council  and  the 
National  Commission  on  Social  Security.  Adoption  of  this  proposal  will  make  it 
clear  to  the  public  that  Congress  will  not  tolerate  any  interruption  of  Social 
Security  benefit  payments  and,  therefore,  will  go  a  long  way  toward  restoring  public 
confidence  in  the  financial  soundness  of  the  system. 

///  The  three  benefit  cuts  proposed  by  the  administration  should  be  rejected 

In  its  fiscal  1982  budget,  the  Administration  proposed  three  specific  benefit  reduc- 
tions: student  benefits  would  be  phased  out  over  a  four-year  period;  the  minimum 
benefit  would  be  eliminated;  and  eligibility  for  DI  benefits  would  be  tightened  by 
improving  the  DI  program's  administrating  providing  a  stricter  recency-of-work  test 
and  imposing  a  "megacap"  which  would  limit  total  DI  benefits  so  as  not  to  exceed  a 
worker  s  prior  after-tax  income. 

As  indicated  above,  AFSCME  has  a  long-standing  general  policy  opposing  any 
proposed  changes  in  the  Social  Security  program  which  would  cut  the  present 
income  protections  provided  by  the  system.  A  copy  of  the  AFSCME  policy  statement 
on  this  issue  is  set  forth  below  as  Attachment  A.  Specifically,  we  oppose  the  benefit 
cuts  advocated  by  the  Administration  because  we  believe  such  reductions  would  cut 
into  the  heart  of  the  income  protections  provided  by  Social  Security  and  would 
break  faith  with  workers  who  have  been  paying  Social  Security  taxes  on  the 
assumption  that  they  would  receive  certain  benefits  in  return. 

To  the  extent  that  any  modifications  in  the  program  are  contemplated,  such 
changes  should  be  carefully  studied  and  phased  in  over  a  long  period  of  time  to 
preserve  the  continued  faith  of  the  public  in  the  promises  of  the  Social  Security 
system.  However,  it  should  be  noted  that  the  Administration  proposes  eliminating 
the  minimum  and  student  benefits  even  for  individuals  currently  on  the  beneficiary 
rolls.  AFSCME  strongly  opposes  any  benefit  reductions  which  would  be  imposed 
immediately  and  thus  undermine  workers'  reasonable  benefit  expectations. 

A.  Eliminating  the  student  benefit 

As  noted  in  the  1979  Advisory  Council  Report  which  rejected  the  argument  that 
Social  Security  student  benefits  be  eliminated,  the  student  benefit  is  an  insurance 
program  by  which  all  covered — and  taxed — workers  provide  for  their  children  so 
that  in  the  event  of  retirement,  disability  or  death  there  will  be  predictable  benefits 
for  the  child  to  continue  education.  The  program,  therefore,  sharply  constrasts  with 
federal  educational  aid  programs  such  as  grants,  count  all  family  income  to  deter- 
mine eligibility.  Elimination  of  this  program  will  not  only  break  the  implied  social 
contract  between  those  covered  by  Social  Security  and  the  government  but  help  to 
weaken  a  key  policy  objective  of  the  Social  Security  system — minimizing  the  need 
for  means-tested  public  assistance. 

While  student  benefits  go  to  all  income  level  families,  they  are  a  vital  form  of 
finanical  protection  for  low-income  and  minority  families.  The  1979  Advisory  Coun- 
cil Report  indicates  that  the  majority  of  student  beneficiaries  are  from  low-income 
families  and  more  than  a  fifth  are  from  racial  or  ethnic  minorities.  "Social  Security 
Financing  and  Benefits"  (1979  Advisory  Council  Report),  p.  190.  A  study  of  the 
family  income  levels  of  student  beneficiaries  notes: 

For  college  students  receiving  social  security,  the  median  family  income  is  less 
than  71  percent  of  the  national  median  for  all  families  with  full-time  college 
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students.  Without  the  student  benefit,  family  income  of  the  beneficiary  group  falls 
to  less  than  56  percent  of  the  national  median. 

For  non-college  post-secondary  students  receiving  social  security,  the  median 
family  income  is  54  percent  of  median  income  for  all  families  with  similar  ages  of 
students;  without  the  student  benefit,  family  income  falls  to  43  percent  of  the 
national  median.4 

A  1979  GAO  release  on  the  family  income  levels  of  student  beneficiaries  further 
indicates: 

29  percent  of  the  students  had  family  income  under  $6,000; 

53  percent  of  the  students  had  family  income  under  $8,000; 

71  percent  of  the  students  had  family  income  under  $15,000;  and 

84  percent  of  the  students  had  family  income  under  $20,000. 5 

When  the  above  statistical  information  is  combined  with  data  showing  that,  in 
1976,  approximately  22  percent  of  the  student  beneficiaries  were  from  minority 
groups,6  it  is  clear  that  the  Social  Security  student  entitlement  reaches  a  dispropor- 
tionately high  number  of  low  income  and  minority  group  beneficiaries. 

B.  Eliminating  the  minimum  benefit 

As  part  of  the  1977  Social  Security  Amendments,  Congress  enacted  a  provision 
freezing  the  regular  minimum  Primary  Insurance  Amount  (frequently  called  the 
regular  minimum  benefit)  at  $122.  It  took  this  action  because  of  a  concern  that 
many  minimum  benefit  recipients  were  deriving  an  unintended  advantage  from  the 
minimum  benefit  provision  because  they  had  not  worked  regularly  under  Social 
Security.  The  effect  of  this  action  will  be  to  gradually  phase  out  the  minimum 
benefit  over  roughly  a  35-year  period  because  it  will  become  increasingly  unlikely 
over  the  years  for  workers  with  sufficient  earnings  to  be  insured  to  qualify  for  a 
benefit  as  small  as  $122. 

While  we  do  not  object  to  the  phase-out  method  contained  in  the  present  law,  we 
oppose  the  Administration's  plan  to  abruptly  terminate  the  benefit.  The  elimination 
of  the  minimum  benefit  will  work  a  severe  hardship  on  many  low  income  individ- 
uals who  would  not  qualify  for  SSI  assistance,  including  early  retirees  between  ages 
60  and  65,  widows  and  widowers  between  ages  60  and  65  and  many  other  elderly 
persons  who  could  not  meet  the  very  stringent  SSI  assets  test.  Further,  as  stated  in 
the  1979  Advisory  Council  Report  which  rejected  proposals  to  abruptly  eliminate  the 
benefit,  it  is  important  for  continued  public  confidence  in  Social  Security  to  phase 
out  the  regular  minimum  benefit  over  an  extended  period  of  time.  Large  numbers  of 
people  have  worked  for  and  planned  on  the  minimum  benefit  as  an  essential  part  of 
their  retirement  income,  and  we  believe  it  would  be  unfair  to  remove  this  protection 
that  people  are  counting  on. 

C.  Further  tightening  of  eligibility  for  DI  benefits 

While  we  do  not  object  in  principle  to  the  Administration's  announced  intention 
to  "improve"  adminstration  of  the  DI  program  as  a  means  of  reducing  the  error 
rate,  we  strongly  oppose  the  proposals  to  impose  a  stricter  recency-of-work  test  and 
a  "megacap"  on  benefits.  The  current  definition  of  disability,  supplemented  by 
vigorous  SSA  implementation,  operates  to  deny  disabled  workers  benefits  if  they  are 
considered  able  to  perform  any  job  at  all,  no  matter  how  different  from  their  work 
history,  how  unlikely  their  chances  of  being  hired  or  the  location  of  the  job  from 
their  homes.7  Such  a  definition  of  disability  fails  to  take  into  account  older,  dis- 
abled workers  who,  even  in  periods  of  high  employment,  face  overwhelming  obsta- 
cles in  attempting  to  locate  work. 

In  addition  to  being  required  to  meet  the  very  stringent  definition  of  disability 
and  being  fully  insured  for  regular  Social  Security  purposes,  a  DI  applicant  already 
must  meet  a  test  of  substantial  recent  covered  work — five  of  the  last  ten  years  in 
covered  employment.  This  recency-of-work  requirement  has  had  the  effect  of  deny- 
ing benefits  to  persons  who  gradually  become  disabled  due  to  progressive  illness. 
Such  persons  will  have  increased  difficulty  keeping  steady  employment,  and  by  the 


4  Philip  Springer,  "Characteristics  of  Student  OASDI  Beneficiaries  in  1973:  An  Overview," 
Social  Security  Bulletin  (November  1976). 

5  General  Accounting  Office,  "Information  on  Social  Security  Beneficiaries"  (February  1979). 

6  Barbara  A.  Lingg,  Notes  and  Brief  Reports.  Social  Security  Benefits  for  Students,  1965-75," 
Social  Security  Bulletin  (November  1976). 

7  Section  223(aX2XA)  of  the  Social  Security  Act,  as  amended,  states,  in  relevant  part:  An 
individual  *  *  *  shall  be  determined  to  be  under  a  disability  only  if  his  physical  or  mental 
impairment  or  impairments  are  of  such  severity  that  he  is  not  only  unable  to  do  his  previous 
work  but  cannot,  considering  his  age,  education  and  work  experience,  engage  in  any  kind  of 
substantial  gainful  employment  which  exists  in  the  national  economy,  regardless  of  whether 
such  work  exists  in  the  immediate  area  in  which  he  Hues,  or  whether  a  specific  job  vacancy  exists 
for  him,  or  whether  he  would  be  hired  if  he  applied  for  work  (emphasis  added). 
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time  their  impairments  progress  to  the  point  that  they  meet  the  stringent  disability 
test,  they  are  unable  to  meet  the  current  recency-of-work  test.  Clearly,  the  Adminis- 
tration's proposal  to  further  tighten  the  recency-of-work  test  by  requiring  work  in 
six  of  the  last  13  quarters  will  only  work  a  further  hardship  on  such  persons. 

The  Administration's  proposal  to  place  a  "megacap"  on  benefits  would  radically 
change  the  entitlement  concept  underlying  the  DI  program  by,  in  effect,  introducing 
a  "means  test"  into  the  program.  This  proposal  conflicts  with  a  fundamental  policy 
guiding  the  Social  Security  program  since  its  inception — that  benefits  are  an  earned 
right  based  on  wage-related  contributions. 

In  the  last  Congress,  this  Subcommittee  led  the  way  in  enacting  major  reforms  in 
the  DI  program.  H.R.  3236,  the  Disability  Insurance  Amendments  of  1980  (Public 
Law  96-265),  significantly  strengthened  federal  management  of  the  program,  re- 
duced the  number  of  dropout  years  afforded  disabled  workers  and  placed  a  limita- 
tion on  total  DI  family  benefits.  The  amendments  also  included  several  new  work- 
incentive  provisions.8 

Even  prior  to  passage  of  H.R.  3236,  a  declining  trend  has  been  noted  in  the 
number  of  disability  benefit  awards.  The  number  of  disability  benefit  awards  has 
been  declining  since  1976,  and  this  trend  was  particularly  pronounced  in  1978.  The 
number  of  awards  dropped  from  552,000  in  1976  to  456,000  in  1978,  and  the  growth 
rate  in  the  number  of  beneficiaries  on  the  disability  rolls  is  the  lowest  since  the 
program's  inception. 

The  disability  award  denial  rate  which  was  approximately  50  percent  in  1975 
moved  upward  to  60.6  percent  in  1978.  Furthermore,  the  disability  cessation  rate 
which  was  approximately  16  percent  in  1975  increased  to  50  percent  in  1978. 

Before  any  additional  modifications  are  made  in  DI,  we  believe  there  should  be 
sufficient  time  to  study  the  effect  of  Public  Law  96-265  on  the  program.  Further 
cuts  in  the  DI  program  are  unjustified  at  this  time  and  would  result  in  an  onerous 
new  financial  burden  being  imposed  on  disabled  workers  and  their  families. 

IV.  Proposals  to  tamper  with  the  Consumer  Price  Index  as  a  means  of  yielding  lower 
cost-of-living  adjustments  and  to  raise  the  normal  retirement  age  should  be 
rejected 

AFSCME  opposes  any  proposal  which  would  cap  or  reduce  cost-of-living  increases 
to  Social  Security  beneficiaries.  Under  current  law,  whenever  consumer  prices,  as 
measured  by  the  Consumer  Price  Index  (CPI),  have  risen  by  at  least  3  percent  since 
the  measuring  period  for  the  last  general  adjustment,  benefits  are  increased  on  an 
automatic  annual  basis  by  the  percentage  increase  in  prices.  Any  proposal  which 
would  cap  the  benefit  increase,  alter  the  construction  of  the  CPI  in  a  way  that 
would  yield  a  lower  increase  or  use  either  a  wage  or  price  index  (depending  on 
which  yields  the  lower  increase)  should  be  rejected.  Any  cutback  in  Social  Security's 
inflation  protection  for  the  elderly  would  further  jeopardize  their  already  eroding 
living  standards. 

We  also  oppose  those  proposals  which  have  surfaced  in  recent  months  raising  the 
normal  and  early  retirement  ages  at  some  future  date  for  receipt  of  Social  Security 
benefits.  In  our  view,  such  proposals  in  effect  constitute  a  benefit  reduction  and 
would  break  faith  with  the  current  generation  of  workers  now  contributing  to  Social 
Security  who  have  a  legitimate  expectation  that  their  benefits  will  become  available 
at  age  65. 

V.  Conclusion 

AFSCME  believes  the  current  crisis  in  the  Social  Security  financing  system  has 
left  the  Congress  with  only  three  alternatives. 


8  The  new  law's  work-incentive  provisions,  some  of  which  become  effective  December  1980, 
included  the  following: 

Social  Security  disability  benefits  and  supplemental  security  income  (SSI)  disability  payments 
may  be  reinstated  without  a  new  disability  application  if,  during  the  15-month  period  following 
a  trial  work  period,  a  person  who  has  not  recoverd  medically  no  longer  engages  in  substantial 
gainful  activity  (SGA). 

Medicare  protection  will  be  provided  during  the  automatic  reentitlement  period  and  for  24 
additional  months. 

The  9-month  trial  work  period  has  been  extended  to  disabled  widows  and  widowers. 

Certain  impairment-related  work  expenses  may  be  deducted  from  earnings  of  disabled  benefi- 
ciaries in  determining  SGA  for  Social  Security  and  SSI  purposes  and  in  computing  disability 
payments  under  the  SSI  program. 

If  a  previously  disabled  worker  again  becomes  entitled  to  Social  Security  disability  benefits 
within  5  years,  medicare  coverage  can  be  resumed  immediately  if  the  person  has  previously  met 
the  2-year  waiting  period.  If  he  or  she  previously  received  checks  for  less  than  2  years,  those 
months  during  which  payments  were  received  count  toward  meeting  the  waiting  period. 
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Alternative  one  is  the  current  path  of  increasing  payroll  taxes  that  contribute  to 
our  inflationary  spiral  and  places  unfair  and  onerous  burdens  on  low  and  middle 
income  wage-earners. 

Alternative  two  is  to  travel  the  slippery  slope  of  benefit  cuts.  We  in  AFSCME  are 
convinced  that  if  the  Administration's  current  proposals  for  "trimming"  the  pro- 
gram are  adopted,  the  nature  of  the  Federal  Government's  commitment  to  maintain 
benefits  will  have  been  radically  changed  and  the  door  will  have  been  opened  to 
further  and  much  more  serious  cutbacks  in  basic  benefits. 

Alternative  three,  the  one  we  endorse,  is  partial  general  revenue  financing  of  a 
portion  of  the  system.  Partial  general  revenue  financing  has  the  obvious  benefit  of 
mamtaining  the  current  insurance  nature  of  the  program,  while  distributing  its  cost 
in  a  much  more  equitable,  and  less  inflationary  way. 

We  hope  that  the  subcommittee  will  navigate  its  way  through  the  Scylla  of 
increased  payroll  taxes  and  the  Charybdis  of  benefit  aide  to  reach  the  conclusion 
that  the  most  equitable  and  economically  sound  way  of  financing  the  Social  Security 
system  is  through  the  introduction  of  general  revenue  funds. 

Attachment  A 

Resolution  Number  20 

preserving  the  social  security  system 

WHEREAS:  AFSCME  has  a  major  interest  and  stake  in  the  protection  of  the 
integrity  and  the  financial  viability  of  the  Social  Security  system.  The  great  major- 
ity of  our  members  count  on  Social  Security  as  an  essential  protection  for  them- 
selves and  their  families  against  loss  of  income  whether  by  old  age,  disability  or 
death. 

WHEREAS:  Recently  a  number  of  proposals  have  been  advanced  by  individual 
members  of  Congress,  the  Administration,  the  press  and  the  academic  world  which 
would  cut  into  the  heart  of  the  income  security  protection  provided  by  Social 
Security.  These  proposals,  usually  disguised  as  "solutions"  to  inaccurate  and  alarm- 
ist reports  regarding  the  long-term  financial  stability  of  the  Social  Security  system, 
frequently  extend  beyond  legitimate  concern  about  future  scheduled  increases  in  the 
payroll  tax.  Many  of  these  proposals  would  break  faith  with  workers  who  have  been 
paying  Social  Security  taxes  on  the  assumption  that  they  would  receive  certain 
benefits  in  return.  Concern  regarding  past  proposed  benefit  cuts  in  the  Social 
Security  system  prompted  the  AFSCME  International  Convention  in  1978  to  go  on 
record  strongly  opposing  such  cuts  and  to  reaffirm  AFSCME's  commitment  to 
preserving  the  program's  integrity  and  purposes. 

WHEREAS:  The  regressive  features  of  the  Social  Security  payroll  tax  which 
under  current  law  will  increase  six  times  between  1979  and  1990  to  a  maximum 
rate  of  7.65  percent  have  been  noted  by  numerous  economists  ranging  the  entire 
ideological  spectrum.  The  tax  takes  a  constant  proportion  of  a  worker's  income  up 
to  a  set  maximum  and  thus  falls  more  heavily  on  workers  with  low  or  moderate 
incomes.  The  regressivity  of  the  payroll  tax  is  further  accentuated  since  there  is  a 
limit  on  the  amount  of  earnings  subject  to  the  tax  and  non-wage  income  is  not 
subject  to  the  payroll  tax  at  all. 

WHEREAS:  While  Social  Security  coverage  is  mandatory  for  virtually  all  private 
sector  workers,  state  and  local  government  employees  are  covered  on  a  voluntary 
basis.  Despite  a  host  of  recent  studies  by  pension  and  Social  Security  experts  which 
clearly  demonstrate  that  public  employees  who  have  their  coverage  terminated  are 
the  ultimate  losers  because  Social  Security  benefits  cannot  be  duplicated  elsewhere, 
a  growing  number  of  state  and  local  employers  have  exercised  the  unilateral  power 
granted  them  under  current  law  to  terminate  coverage  for  their  employees. 

WHEREAS:  The  danger  of  the  present  voluntary  coverage  arrangement  also 
adversely  affects  state  and  local  workers  who  never  had  coverage.  These  workers 
frequently  have  to  rely  on  financially  unstable  public  pension  plans  which  do  not 
have  the  scope  of  the  income  security  protections  provided  by  Social  Security. 

THEREFORE  BE  IT  RESOLVED:  That  AFSCME  will: 

1.  Make  every  effort  individually  and  collectively  with  other  groups  to  oppose  any 
proposed  changes  in  the  Social  Security  program  which  would  cut  the  present 
income  security  protections  provided  by  the  Social  Security  system; 

2.  Oppose  taxing  Social  Security  benefits  which  would  effectively  cut  payments  to 
more  than  ten  million  beneficiaries; 

3.  Oppose  raising  the  age  of  eligibility  to  receive  full  Social  Security  benefits  for 
future  retirees; 
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4.  Support  efforts  to  reduce  Social  Security's  reliance  on  the  highly  regressive 
payroll  tax  and  to  finance  a  significant  portion  of  the  Social  Security  program  with 
general  tax  revenues;  and 

5.  Oppose  all  efforts  to  withdraw  covered  employees  from  the  Social  Security 
system. 

AND  BE  IT  FURTHER  RESOLVED:  That  AFSCME  continue  to  support  enact- 
ment of  federal  legislation  which  will  make  Social  Security  universally  available  to 
public  employees  at  all  levels  of  government  as  long  as  the  following  conditions  are 
met: 

1.  No  reduction  in  the  level  of  pension  benefits  now  available  to  government 
workers; 

2.  No  increase  in  the  financial  burden  on  public  employees  without  a  commensu- 
rate adjustment  in  benefits; 

3.  Maintenance  of  the  identity  of  current  public  employee  retirement  systems;  and 

4.  No  diminution  of  the  opportunity  for  these  workers  to  improve  their  retirement 
systems  in  the  future. 

Submitted  by:  The  International  Executive  Board. 

Mr.  Pickle.  Thank  you,  Mr.  Loveless.  I  commend  you  for  your 
statement,  also. 

Both  of  your  organizations  have  given  us  some  broad  recommen- 
dations. The  committee  will  be  mindful  of  all  of  them.  I  am  pleased 
that  we  have  so  many  members  of  the  subcommittee  here  this 
morning.  I  know  they  may  want  to  have  questions  for  you.  We 
have  a  full  day,  but  I  think  we  have  time  to  go  into  a  lot  of  these 
different  aspects  of  it. 

I  notice  both  of  you  recommended  some  transfer  of  funds  from 
the  HI  to  general  revenues,  and  the  committee  may  want  to  ask 
some  questions  on  that.  I  want  to  ask  one  particular  question  now 
of  Mr.  Seidman. 

One  of  the  recommendations  you  made  was  to  enact  a  refundable 
tax  credit  equal  to  20  percent  of  the  employee's  and  5  percent  of 
the  employer's  social  security  tax. 

Why  do  you  recommend  20  percent  of  one  and  5  percent  of  the 
other?  If  you  want  to  have  one,  why  wouldn't  you  make  it  the 
same?  The  tax  is  the  same. 

Mr.  Seidman.  Because,  Mr.  Chairman,  we  are  of  the  belief  that 
there  is  a  greater  need  for  tax  relief  for  low  and  moderate  income 
workers  than  there  is  for  business  in  an  undifferentiated  way. 

The  AFL-CIO  is  in  favor  of  targeted  tax  benefits  for  business  to 
promote  needed  types  of  investment,  to  promote  investment  in 
areas  where  plants  have  closed  down;  in  other  words,  to  do  the 
kinds  of  things  which  will  improve  productivity  and  get  us  back  on 
the  path  of  economic  growth  and  toward  full  employment. 

We  also  recognize  there  is  a  need  for  tax  relief.  This  program  has 
been  offered  by  the  AFL-CIO,  Mr.  Chairman,  as  our  alternative  to 
the  administration's  10  percent  a  year  for  3  years  across-the-board 
tax  reduction. 

Perhaps  Mr.  McGlotten  would  want  to  supplement  what  I  have 
said. 

Mr.  Pickle.  Mr.  McGlotten? 

Mr.  McGlotten.  Yes.  Let  me  go  on,  Mr.  Chairman. 

We  believe  that  the  20-percent  refundable  tax  credit  is  a  much 
fairer  way  of  dealing  with  any  kind  of  tax  adjustment  for  individ- 
uals. There  are  a  variety  of  people  in  our  society  who  work  every 
day  who  pay  very  little  or  no  income  tax,  but  certainly  all  workers 
are  taxed  as  far  as  social  security  is  concerned. 

So,  we  feel  it  is  a  much  fairer  way  to  deal  with  it. 
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Mr.  Pickle.  I  know  you  realize  that  if  this  subcommittee  were  to 
get  into  that  aspect,  we  might  be  subject  to  some  point  of  order. 
That  would  be  a  matter  more  appropriate  of  the  full  committee, 
because  it  would  be  a  tax  matter. 

Mr.  Seidman.  We  do  recognize  that.  We  only  included  it  in  our 
statement  because  it  does  have  some  relationship. 

We  would  have  a  jurisdictional  problem,  too,  Mr.  Chairman.  It  is 
another  department  that  handles  it  in  the  AFL-CIO. 

Mr.  Pickle.  Well,  thank  you  very  much. 

I  have  some  other  questions,  but  I  want  to  recognize  other  mem- 
bers of  the  committee. 
Mr.  Archer? 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

You  gentlemen  have  interesting  proposals.  They  certainly  would 
be  less  painful  politically  for  the  members  of  this  subcommittee. 
So,  there  obviously  is  a  lot  of  appeal  from  that  standpoint. 

I  wonder  a  little  bit,  though,  that  as  we  supposedly  create  confi- 
dence in  the  social  security  fund  by  drawing  from  general  rev- 
enues, what  do  we  do  about  confidence  in  the  whole  economic 
structure? 

It  seems  to  me  that  this  latest  election  told  us  that  the  American 
people  were  losing  confidence  in  the  entire  economic  structure, 
that  they  didn't  like  inflation,  they  didn't  like  high  taxes,  and  they 
made  some  rather  definitive  changes  at  the  polls. 

If  you  are  going  to  take  the  amount  of  money  required  to  meet 
the  deficit  in  social  security  out  of  a  fund  which  is  in  greater  deficit 
than  the  social  security  trust  fund;  what  does  that  do  to  the  confi- 
dence of  the  people  in  the  entire  economic  system  in  this  country? 

Mr.  Seidman.  Mr.  Chairman,  we  don't  think  that  that  is  the  way 
to  deal  with  it — Mr.  Archer — we  don't  think  that  that  is  the  way  to 
deal  with  the  economic  problems  that  face  the  country  by  doing  it 
on  the  backs  of  the  most  disadvantaged  people;  generally  speaking, 
people  on  social  security,  the  widow  who  gets  $307  a  month  

Mr.  Archer.  I  understand  that.  What  are  you  going  to  do  to  put 
the  money  in  the  General  Treasury? 

Mr.  Seidman.  I  was  about  to  say,  Mr.  Chairman,  that  the  AFL- 
CIO  has  offered,  did  offer  before  the  President  made  his  economic 
proposal  a  statement,  an  economic  plan  to  deal  with  the  problems 
of  inflation  and  unemployment. 

I  would  be  glad  to  go  into  those  proposals  at  length,  but  we 
offered  those  proposals  as  an  alternative  to  the  administration's 
proposals,  which  would  put  the  major  burden  on  those  who  can 
least  afford  it. 

Mr.  Archer.  I  listened  very  carefully  to  your  statement,  though. 
I  saw  not  one  word  in  it  of  new  taxes.  You  are  going  to  take — and 
that  is  the  reason  why  it  has  so  much  political  appeal — the  money 
out  of  the  General  Treasury  to,  in  effect,  bail  out  social  security, 
but  you  have  no  new  taxes. 

I  used  to  have  a  great  colleague  and  friend  here  on  this  subcom- 
mittee who  pursued  that  course.  I  kept  asking  him,  "Where  is  your 
tax  bill  to  provide  the  money  into  the  General  Treasury  so  that 
there  will  be  money  to  shift  over  into  social  security?" 
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He  said,  "Well,  Bill,  I  have  been  all  over  the  country.  I  have  been 
into  every  museum,  every  public  park,  and  I  never  saw  a  statue 
erected  to  a  Congressman  that  offered  a  tax  bill." 

You  are  following  the  same  pattern.  It  is  the  easy  route.  Where 
is  the  money  going  to  come  from  that  goes  into  the  General  Treas- 
ury and  puts  this  additional  burden  on  the  General  Treasury,  so 
that  there  will  be  money  to  transfer  over  into  the  social  security 
funds? 

Mr.  Seidman.  In  the  first  place,  Mr.  Archer,  we  do  not  make  a 
fetish  of  balancing  the  Federal  budget.  We  are  much  more  interest- 
ed in  balancing  the  American  economy. 

Second,  as  I  have  indicated,  we  do  have  proposals  which  we  think 
would  bring  about  economic  growth  and  only  with  economic  growth 
are  we  going  at  some  time  to  balance  the  Federal  budget. 

We  do  not  think  that  the  way  to  do  this  is  to  put  burdens  on 
people  who  already  are  shouldering  far  more  burdens  than  those, 
let's  say,  who  will  be  benefitted  by  the  administration's  economic 
proposals. 

So  that  we  are  concerned,  first  of  all,  with  restoring  the  fiscal 
soundness  of  the  social  security  system.  That  is  why  we  are  here 
today.  We  are  also  very  much  concerned  with  reachieving  economic 
growth  and  eventually  reaching  full  employment. 

In  that  way  we  will  have  the  funds,  through  additional  taxation, 
with  additional  income,  to  meet  the  problems  that  you  are  describ- 
ing. 

Mr.  Loveless.  Mr.  Archer,  if  I  may  add  to  Mr.  Seidman's  re- 
sponse to  your  question,  we  recognize  there  are  difficult  political 
judgments  that  will  have  to  be  made  by  you  and  other  Members  of 
Congress.  However,  we  strongly  believe  that  there  are  areas  of  the 
budget  where  cuts  can  be  made  which  are  not  being  looked  at  at 
the  current  time. 

I  would  point  to  the  recent  letter  that  Elmer  Staats  wrote  to 
Secretary  Weinberger  pointing  out  there  was  considerable  waste  in 
the  Defense  Department's  budget,  from  a  minimum  of  $4  billion  to 
perhaps  as  much  as  $19  billion  a  year. 

We  also  believe,  for  example,  that  various  Army  Corps  of  Engi- 
neer water  projects  can  be  eliminated  and  various  tax  subsidies 
and  tax  loopholes  can  be  eliminated  which  are  designed  to  benefit 
various  private  economic  interests. 

So,  in  our  judgment  there  are  areas  of  the  budget  that  you  can 
look  at,  and  it  is  our  feeling  that  social  security  is  such  an  impor- 
tant program  to  the  vast  majority  of  Americans  that  when  we  are 
talking  about  priorities  in  the  budget,  it  should  receive  the  highest 
priority. 

Mr.  Archer.  You  understand,  though,  again  going  back  to  the 
chairman's  jurisdictional  comments,  this  committee  has  the  prob- 
lem of  trying  to  balance  the  income  and  the  outgo  insofar  as  it 
relates  to  social  security. 

If  there  are  going  to  be  spending  cuts  in  the  rest  of  the  budget 
that  relate  to  the  total  budget  picture,  that  is  another  responsibili- 
ty of  another  committee. 

But  we  have  a  responsibility  that  whatever  action  we  take  does 
not  ultimately  result  in  borrowing  more  money  to  pay  social  secu- 
rity benefits. 
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As  I  understand  your  proposal  today,  that  is  what  you  are  recom- 
mending, that  we  borrow  more  money. 

Mr.  Seidman.  It  is  not  what  we  are  proposing. 

Mr.  Archer.  Well,  you  show  no  taxes  to  provide  the  money  that 
you  want  to  take  out  of  the  General  Treasury.  You  know,  I  asked 
you.  You  didn't  come  up  with  any  tax  program. 

Mr.  Seidman.  The  AFL-CIO  does  have  a  tax  program.  Mr.  Chair- 
man, I  would  be  glad  to  enter  into  the  record  

Mr.  Archer.  What  specific  tax  would  provide  the  specific  amount 
of  money  that  you  are  going  to  take  out  of  the  General  Treasury? 

Mr.  Seidman.  The  AFL-CIO  is  in  favor  of  overall  tax  reform 
which  would  eliminate  many  of  the  tax  expenditures  in  the  form  of 
tax  benefits  for  the  wealthy  and  for  the  large  corporations,  which 
would — I  know  you  are  opposed  to  that,  but  this  is  the  way  in 
which  we  think — the  fair  way  in  which  the  fiscal  problems  of  the 
United  States  should  be  addressed. 

We  are  in  favor  of  that  kind  of  a  program  which  would  be 
beginning  to  deal  with  this. 

Mr.  Archer.  What  if  the  Congress  will  not  pass  your  recom- 
mended changes  in  the  tax  structure?  I  doubt  that  you  can  find 
enough  to  equal  the  amount  of  money  you  are  going  to  take  out  of 
the  General  Treasury,  but  what  if  the  Congress  does  not?  Then  do 
you  still  want  us  to  take  the  money  out  of  the  General  Treasury 
and  borrow  it  from  the  Saudi  Arabians  in  order  to  pay  retirement 
benefits  to  our  elderly? 

Mr.  Seidman.  Mr.  Chairman,  Mr.  Archer,  it  is  our  responsibility 
to  develop  what  we  think  is  a  responsible  way  of  dealing  with  both 
the  social  programs  and  the  financial  needs  of  the  American  econo- 
my and  the  American  Government. 

The  AFL-CIO  has  done  this.  You  may  disagree  with  what  we  are 
proposing,  but  we  think  that  we  have  done  this  in  a  responsible 
manner.  We  think  that  the  present  tax  system  is  not  fair,  and  we 
think  that  there  are  ways  of  righting  it  which  will  produce  addi- 
tional revenue  which  will  be  far  more  than  enough  to  take  care  of 
what  we  are  suggesting  here. 

Mr.  Pickle.  The  Chair  would  intervene  at  this  point  to  say  to 
both  of  you  that  I  don't  think  we  are  going  to  balance  the  social 
security  vis-a-vis  the  General  Treasury  of  the  United  States  this 
morning. 

If  you  have  a  specific  recommendation  in  answer  to  Mr.  Archer's 
question  as  to  what  kind  of  tax,  the  committee  would  be  glad  to 
receive  it. 

The  Chair  recognizes  Mr.  Jacobs. 

Mr.  Jacobs.  Thank  you,  Mr.  Chairman. 

Mr.  Seidman,  I  think  we  have  a  disagreement,  on  the  question  of 
the  balanced  budget  or  the  importance  of  that.  In  the  past  10  years 
to  an  ever-increasing  and,  I  think,  more  dangerous  degree,  the  U.S. 
Government  has  chosen  to  finance  its  deficits  through  the  phenom- 
enon described  by  what  Andrew  White  called  phrasemongers, 
sometimes  called  committees,  as  monetizing  the  debt. 

I  believe  you  would  agree  with  me  that  that  practice  has  taken 
place  and  that  in  essence  it  means  simply  creating  money  out  of 
nothing  to  pay  Government  bills,  to  the  extent  that  the  deficit  and 
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the  debt  are  monetized.  When  that  takes  place,  it  is  a  method  of 
financing  Government  activities  through  a  regressive  tax. 

If  the  U.S.  Government  elects  to  procure  additional  military 
equipment,  for  example,  it  takes  it  out  of  the  current  economy  at 
this  time.  It  will  pay  for  them  either  by  the  progressive  income  tax 
system  or,  to  some  extent,  by  monetizing  the  deficit,  which  means 
printing  money,  which  means  additional  sales  tax,  which  means 
that  when  the  poorest  among  us  go  to  the  grocery  store,  they  do 
not,  as  is  the  case  in  my  State,  find  an  exemption  from  the  sales 
tax  but  must  pay  it. 

So,  I  don't  fully  grasp  why  it  is  not  of  concern  to  the  AFL-CIO 
that  the  financing  of  Government  activities  take  place  in  that 
monetized  way. 

I  wonder  if  you  could  comment  on  that,  just  as  a  followup  to  Mr. 
Archer's  questions? 

Mr.  Seidman.  Well,  I  tried  to  make  clear,  Mr.  Jacobs,  that  the 
AFL-CIO  is  in  favor  of  balancing  the  budget  by  balancing  the 
economy  and  not  the  reverse. 

We  do  not  think  that,  for  example,  the  budget  should  be  bal- 
anced this  year  in  the  kind  of  economy  that  we  have.  We  think 
that  if  we  are  able  to  achieve  economic  growth,  if  we  are  able  to 
achieve  full  employment,  if  we  are  able  to  do  a  number  of  other 
things  that  the  AFL-CIO  has  advocated  as  ways  of  restoring  eco- 
nomic prosperity,  that  under  those  circumstances  we  will  be  able  to 
balance  the  budget. 

We  do  not  think  that  we  should,  in  an  effort  to  balance  the 
budget  this  year,  or  next  year,  make  permanent  changes  in  the 
social  security  program  which  will  put  far  more  burdens  than  they 
are  now  shouldering,  which  are  now  excessive,  on  disadvantaged 
people,  people  who  rely  on  social  security. 

Mr.  Jacobs.  Mr.  Seidman,  does  the  AFL-CIO  have  a  position  on 
the  technique  I  just  described  for  financing  deficits;  namely,  to 
monetize  the  debt?  To  print  the  money  

Mr.  Seidman.  We  have  a  policy  with  respect  to  monetary  policy, 
and  I  will  be  glad  to  

Mr.  Jacobs.  No.  Specifically  monetizing  the  debt,  printing  the 
money  to  pay  the  bills  currently  as  juxtaposed  to  borrowing  the 
money  if  the  deficit  occurs?  Are  you  familiar  with  the  process  of 
monetizing  the  debt? 

Mr.  Seidman.  In  a  general  way,  I  am.  This  is  not  my  particular 
area  of  expertise.  I  didn't  expect  to  be  testifying  on  this  subject  this 
morning. 

Mr.  Jacobs.  When  we  get  into  the  question  of— you  said  that  you 
did  not  make  a  fetish  of  balancing  the  budget.  I  simply  say  that 
you  have  your  choice  in  an  unbalanced  budget,  either  monetizing 
the  debt,  which  simply  means  that  the  Treasury  sells  a  bond  to  a 
New  York  bank,  which  then  sells  it  to  the  Federal  Reserve  System, 
which  buys  it  with  its  imagination.  That  is  monetizing  the  debt. 

The  other  one  is  to  go  out  and  honestly  borrow  the  money  and 
pay  15  percent  interest  on  it.  Either  way  is  distasteful,  but  at  least 
the  second  way  doesn't  put  a  sales  tax  on  the  poor. 

I  would  like  to  see  the  AFL-CIO  take  a  position  on  that  in 
regard  to  this  whole  general  matter  of  general  revenue  financing  of 
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social  security.  Perhaps  we  could  hear  from  your  organization 
later.  I  think  it  would  be  very  helpful. 

Mr.  McGlotten.  We  will  see  you  get  a  copy  of  our  economic 
statement. 

Mr.  Pickle.  The  Chair  recognizes  Mr.  Shannon. 
Mr.  Shannon.  Thank  you,  Mr.  Chairman 

I  think  I  heard  a  vague  reference  a  little  earlier  to  my  predeces- 
sor from  Massachusetts,  Mr.  Burke,  who  I  know  worked  along  with 
the  AFL-CIO  and  other  groups  on  some  proposals.  I  don't  know 
whether  we  are  going  to  be  able  to  adopt  his  proposals  this  year, 
but  I  would  like  to  assure  him  and  you  that  the  spirit  lives  on 
anyway. 

I  would  like  to  ask  you  a  question  that  you  flagged  in  your 
testimony,  Mr.  Seidman,  about  some  concerns  that  I  have  about 
the  administration's  proposals.  Those  concerns  go  to  their  projec- 
tions of  what  is  going  to  happen  to  the  economy  in  the  next  few 
years. 

Those  projections  are  very  optimistic,  it  seems  to  me.  Of  course, 
we  all  hope  that  they  are  accurate,  but  you  raised  the  question  of 
what  happens  if  they  are  not  accurate,  what  happens  to  the  social 
security  system  if  they  are  not  accurate? 

Do  you  have  an  economic  model  that  you  use  to  make  your 
projections?  If  so,  how  do  your  projections  differ  from  the  adminis- 
tration's? 

Mr.  Seidman.  Mr.  Shannon,  we  do  not  have  our  own  separate 
economic  model,  but  our  economic  research  department  does  exam- 
ine and  study  the  projections  that  are  made  by  some  of  the  leading 
firms,  as  well  as  the  Federal  agencies  that  are  engaged  in  this. 

In  our  testimony,  we  have  indicated — if  I  can  find  it  

Mr.  Shannon.  On  page  2. 

Mr.  Seidman.  On  page  2  we  have  indicated  some  of  these  com- 
parisons. 

Mr.  Shannon.  I  guess  my  question  would  be  from  what  sources 
are  you  led  to  doubt  the  administration's  numbers? 

Mr.  Seidman.  You  will  find,  for  example  just  in  this  morning's 
paper,  references  to  leading  economists  who  have  stated — I  do  not 
have  the  reference  at  hand — from  Chase  Econometrics,  Data  Re- 
search Institute,  and  so  on,  groups  of  that  kind,  almost  all  of  which 
find  that  the  administration's  economic  projections  which  they  say 
will  result  from  the  implementation  of  their  program — all  of  them 
find  these  to  be  far  too  optimistic. 

The  only  thing  we  are  suggesting  is  since  so  many  reputable 
economists  feel  those  projections  are  too  optimistic,  we  would 
i  expect  that  the  subcommittee  would  not  rely  on  them  in  its  efforts 
to  shore  up  the  financing  of  the  social  security  system,  that  it 
would  use  more  conservative  projections  as  a  way  of  determining 
what  the  requirements  are. 

Mr.  Shannon.  The  Social  Security  Administration  itself  has 
much  more  conservative  projections  of  what  is  going  to  happen? 

Mr.  Seidman.  It  did  have.  I  believe  now  they  will  be  bound  by 
\  what  are  the  official  projections  of  the  Office  of  Management  and 
'  Budget. 

Mr.  Shannon.  I  guess  the  fear  you  spoke  of,  and  I  know  of  some 
j  members  of  this  subcommittee,  is  that  we  are  going  to  do  some- 
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thing  which  is  just  going  to  put  us  in  a  position  where  we  will  have 
to  come  back  a  few  years  from  now  and  do  something  all  over 
again, 

I  would  like  to  avoid  that  if  I  can.  I  know  you  would  too.  I  think 
it  is  essential  we  deal  with  some  real  numbers  here  if  we  are  going 
to  be  able  to  avoid  that. 

You  said  in  your  testimony  that  you  would  support  deemphasiz- 
ing  the  minimum  benefit.  What  do  you  mean  by  that? 

Mr.  Seidman.  It  has  already  been  deemphasized,  because  it  has 
not  been  adjusted  to  inflation,  and  as  time  goes  on  it  will  have  an 
impact  on  fewer  and  fewer  people  and  therefore  it  is  gradually 
being  phased  out.  It  is  that  deemphasis  we  support. 

Mr.  Shannon.  You  do  support  that? 

Mr.  Seidman.  We  have  not  proposed  

Mr.  Shannon.  No  conceptual  problem  with  that  at  all? 

Mr.  Seidman.  We  have  not  proposed  an  improvement;  we  simply 
think  it  ought  not  to  be  changed. 

Mr.  Pickle.  On  that  note  of  progress,  I  recognize  Mr.  Bailey. 

Mr.  Bailey.  Thank  you,  Mr.  Chairman. 

I  would  like  to  welcome  you  folks. 

One  of  the  things  I  would  like  to  emphasize  is  that  I  think  we 
have  to  begin  a  dialog.  The  consistent  references  to  the  fact  that 
there  is  a  safety  net  that  includes  at  least  what  the  administration 
feels  are  sacred  or  unassaulted  benefits — among  them  social  secu- 
rity— is  a  little  frustrating  for  me.  We  need  your  comments  to  help 
us  solve  our  problems.  But  simple  references  to  a  safety  net  won't 
help  us  realize  our  goals. 

I  appreciate  the  fact  that  you  folks  are  highlighting  here,  indeed, 
the  fact  that  the  administration  definitely  is  proposing  alterations 
or  changes  in  social  security. 

In  order  for  us  to  solve  these  problems,  it  has  to  be  brought 
home — and  the  administration  has  to  realize — we  cannot  play  poli- 
tics with  rhetoric  in  describing  what  is  beginning  to  be  done  with 
some  of  these  programs. 

Indeed,  there  are  proposed  changes.  It  is  not  honest  to  go  to  the 
American  people  and  tell  them  it  is  an  area  we  are  going  to  let 
alone  and  think  perhaps  that  will  put  the  monkey  on  the  backs  of 
the  House  of  Representatives  and  therefore  escape  the  heat  in  the 
kitchen.  We  do  need  some  help  from  the  administration. 

I  want  to  compliment  you  gentlemen  on  the  fact  this  statement 
is  very  well  put  together  and  it  is  honest  in  the  elucidation  of  some 
of  the  problems. 

I  cannot  say  I  agree  with  you  on  everything,  but  it  is  a  very 
honest  approach  to  things. 

You  have  been  reading  the  papers,  you  watch  TV  and  you  hear 
this  barrage  all  the  time — no  changes,  no  proposed  changes,  we  are 
not  going  to  have  any  changes  in  social  security. 

Mr.  Seidman.  As  we  have  stated  in  our  statement,  in  the  first 
place  the  administration  has  already  proposed  a  number  of  changes 
in  social  security  which  we  think  would  be  clearly  contrary  to  its 
assurance  that  a  safety  net  will  be  provided  for  disadvantaged 
people. 
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We  think  that  any  continued  attacks  on  the  disability  insurance 
program  are  aiming  at  some  people  who  are  really  in  a  very,  very 
difficult  situation. 

We  have  already  had  serious  cutbacks  in  disability  insurance. 
Under  the  present  recency  test,  the  number  of  quarters  people 
have  to  have  had  in  recent  years  in  order  to  be  eligible  for  disabil- 
ity insurance  is  already  disqualifying  people  who  are  disabled  be- 
cause when  their  diseases  are  progressive,  that  is,  they  become 
worse  as  time  goes  on,  they  have  a  harder  and  harder  time  holding 
on  to  a  job  and  therefore  they  can  no  longer  work. 

To  make  that  test  even  more  onerous,  and  to  cut  off  even  more 
people,  clearly  is  inconsistent  with  the  idea  of  having  a  safety  net 
under  social  security. 

The  elimination  of  the  minimum  benefit  is  another  example  of 
this.  It  is  true  that  many  people  who  get  the  minimum  benefit 
have  the  minimum  benefit  supplemented  by  SSI,  but  others  do  not. 
They  get  by  somehow  on  the  minimum  benefit.  Those  are  people 
who  have  not  been  on  welfare  all  their  lives  and  they  do  not  want 
to  be,  but  eliminating  the  minimum  benefit  would  mean  they 
would  have  no  other  recourse. 

Mr.  Bailey.  It  is  important  to  emphasize  we  do  have  recommen- 
dations for  the  administration  for  changes  in  these  programs  and 
to  go  along  with  the  myth  somehow  this  is  something  that  is  not 
being  done  I  think  is  politically  dishonest.  That  is  flat  out  what  I 
think  it  has  been,  and  is  not  serving  the  public  very  well 

Let  me  close  with  recommending  to  everyone  that  they  do  a  little 
study  of  the  AFL-CIO  proposal  along  the  lines  of  capital  formation 
in  that  area,  and  investment,  because  in  the  AFL-CIO  proposal 
there  is  a  more  progressive  and  a  better  creative  use  of  the  tax 
program  than  we  see  even  in  the  administration  proposals. 

I  think  that  is  the  direction  we  have  to  go  to  create  industrial 
jobs  in  this  country,  and  I  hope  everyone  will  study  it. 

Mr.  Seidman.  Mr.  Chairman,  we  will  make  available  to  the 
members  of  the  committee  that  proposal  which  has  come  from  the 
AFL-CIO  Executive  Council. 

Mr.  Pickle.  We  will  be  glad  to  have  it. 

The  Chair  recognizes  Mr.  Rousselot  of  California. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Thank  you  for  being  here,  gentlemen. 

I  was  fascinated  with  your  alternative  as  a  better  tax  proposal, 
"The  AFL-CIO  supports  the  introduction  of  general  revenue  fi- 
nancing into  all  of  the  social  security  programs.  I  know  that  is  not 
new.  You  have  done  that  previously. 

How  much  of  the  general  revenues  do  you  propose  in  1982,  1983 
and  1984? 

Mr.  Seidman.  At  the  moment  I  cannot  give  you  a  dollar  figure — I 
don't  have  them  in  front  of  me — but  in  the  past  we  have  advocat- 
ed  

Mr.  Rousselot.  You  will  supply  that  for  us?  We  are  always 
hearing  complaints  that  the  Reagan  proposals  are  not  specific 
enough,  so  you  will  make  it  specific  what  the  dollar  revenue  costs 
would  be  to  the  Treasury? 

Mr.  Seidman.  But  may  I  make  it  clear,  Mr.  Rousselot,  we  are 
realistic,  we  do  not  expect  that  proposal  to  be  accepted  this  year. 
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The  proposal  that  we  do  think  has  a  good  deal  of  support  is  the 
one  for  financing  half  of  part  A  of  medicare  out  of  general  revenue. 
Mr.  Rousselot.  Half? 
Mr.  Seidman.  Yes. 

Mr.  Rousselot.  What  is  the  dollar  cost  of  that? 

Mr.  Seidman.  And  doing  that  on  a  gradual  basis. 

Mr.  Loveless.  $8.75  billion,  according  to  information  provided  by 
Mr.  Conable's  staff. 

Mr.  Seidman.  If  that  were  done  all  at  once,  but  we  are  not 
proposing  that. 

Mr.  Rousselot.  I  guess  that  is  what  I  was  asking.  Since  you  said, 
"The  AFL-CIO  supports  the  introduction  of  general  revenue  fi- 
nancing into  all  of  the  social  security  programs,"  how  much  and 
when  and  what  would  the  loss  to  the  Treasury  be? 

Mr.  Seidman.  We  will  try  to  supply  those  figures. 

[The  following  was  subsequently  received:] 
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MERICAN  FEDERATION  OF  LABOR  AND  CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS 


EXECUTIVE  COUNCIL 

LANE  KIRKLAND  THOMAS  R.  DONAHUE 

PRESIDENT  SECRETARY-TREASURER 


VINPISINGER  WILLIE 


EMME  f  ANDREWS 


(202)  B37-SOOO 


March  24,  1981 


Honorable  J.  J.  Pickle,  Chairman 
Subcommittee  on  Social  Security 
House  Ways  and  Means  Committee 
U.  S.  House  of  Representatives 
Washington,  D.  C.  20515 

Dear  Mr.  Chairman: 

At  the  time  I  presented  testimony  to  the  Subcommittee  on  Social 
Security,  several  subcommittee  members  requested  more  detailed  information 
on  AFL-CIO  economic  policy,  the  AFL-CIO  position  on  the  indexing  of  tax 
brackets  and  a  mere  detailed  explanation  of  the  costs  of  our  proposal  to 
partially  finance  the  social  security  system  with  general  revenue,  particu- 
larly on  our  proposal  to  finance  half  the  costs  of  Medicare  Part  A  in  that 
way.    This  letter  is  in  response  to  these  requests. 

A  description  of  AFL-CIO  economic  policy  could  not  be  satisfactorily 
covered  in  a  letter  and,  for  that  reason,  I  am  attaching  a  paper  which 
explains  our  policy  for  dealing  with  inflation  and  unemployment. 

The  AFL-CIO  is  opposed  to  indexing  the  federal  income  tax  brackets. 
Indexation  would  result  in  a  built-in  automatic  and  continuing  erosion  of 
the  tax  base,  would  hopelessly  confuse  the  majority  of  the  nation's  tax- 
payers and  would  blunt  the  "automatic"  stabilizing  effect  of  the  tax  structure 
making  it  even  more  difficult  to  fight  inflation,  recession  or  both.  Rather 
than  give  up  its  control  over  this  aspect  of  fiscal  policy,  the  country 
would  be  better  off  if  Congress  continued  with  its  existing  ad  hoc  approach 
to  tax  increases  and  decreases.    Admittedly,  there  have  been  occasions  when 
the  economy  would  have  been  better  off  with  an  automatic  reduction  but  these 
occasions  were  exceptions  that  argue  for  a  basic  tax  structure  that  is 
fairer,  less  complex  and,  therefore,  more  amenable  to  speedy  legislative 
action  when  the  need  for  changes  in  fiscal  policy  are  in  order. 

In  addition,  a  fair  indexing  scheme  would  have  to  account  for 
inflation's  effect  on  reducing  the  cost  of  debt  and  thus  provide  for  increas- 
ing taxes  on  those  whose  "real"  incomes  have  gone  up  as  a  result  of  debt 
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holdings  and  would  require  a  reexamination  and  change  in  many  provisions 
such  as  capital  gains  which  have  been  enacted  to  correct  for  inflation. 

The  AFL-CIO  advocates  a  gradually  increasing  general  revenue 
contribution  that  would  eventually  reach  one-third  of  the  funding  of  the 
whole  social  security  system.    We  have  not  set  a  time  schedule  or  specific 
amounts  for  such  general  revenue  payments  but  have  only  urged  that  they 
be  sufficient  to  avoid  the  future  tax  increases  scheduled  in  present  law. 
However,  we  are  not  now  emphasizing  across-the-board  general  revenue  financ- 
ing of  the  social  security  system  but  instead  are  urging  partial  financing 
of  the  Medicare  Program  as  a  first  step  toward  that  objective. 

The  AFL-CIO  proposes  that  the  combined  rate  for  OASI  and  DI,  now 
5.35  percent  each  for  employees  and  employers,  be    set  at  six  percent  of 
earnings  beginning  in  1982.    The  Medicare  contribution  rate,  now  1.3  percent 
for  employees  and  employers  would  be  reduced  by  one-half  to  0.65  each. 
There  would  be  a  drawing  down  of  the  Health  Insurance  Trust  Fund  during  the 
year.    General  revenues  to  pay  half  the  cost  of  Medicare  Part  A  would  be 
introduced  into  the  program  at  the  start  of  1983. 

The  estimated  income  to  the  Health  Insurance  Trust  Fund  (Medicare 
Part  A)  for  1983  under  present  law  is  $45.4  billion.    One-half  of  this  amount 
is  $22.7  billion  or  the  required  amount  to  be  made  up  by  general  revenue. 
The  comparable  amount  for  1984  is  $25.15  billion;  for  1985,  $28.45  billion; 
for  1986,  $33.05  billion. 

Since  the  Health  Insurance  Trust  Fund  is  running  a  surplus  for  some 
time  in  the  future,  a  less  costly  alternative  initially  would  be  to  base 
the  general  revenue  contribution  on  outgo  rather  than  income.    In  other 
words,  put  into  the  trust  fund  an  amount  equal  to  the  difference  between  the 
actual  outgo  for  the  year  and  the  amount  provided  by  the  reduced  Medicare 
tax.    On  this  basis,  the  amount  for  1983  would  be  $16.3  billion  and  the 
amounts  for  the  next  three  years  would  be  $19.65  billion,  $22.85  billion 
and  $25.45  billion. 

I  hope  this  letter  adequately  responds  to  the  requests  of  subcommittee 
members.    If  further  information  is  needed,  please  feel  free  to  call  on  me. 


Sincerely  yours, 


Bert  Seidman,  Director 
Department  of  Social  Security 


Attachment 


681 

THE  AFL-CIO  ECONOMIC  PLAN 
TO  DEAL  WITH 
INFLATION  &  UNEMPLOYMENT 

****** 

THE  AFL-CIO  RESPONSE 
TO  THE  PRESIDENT'S  ECONOMIC  PROPOSAL 


February  1981 


76-484   0—81  44 


682 


Statement  by  the  AFL-CIO  Executive  Council 
on 

The  National  Economy 

February  16 ,  198l 
Bal  Harbour,  Fla. 

America  needs  economic  policies  that  deal  effectively  and  equitably 
with  the  causes  of  inflation  and  the  weaknesses  that  prolong  unemployment. 

Such  policies  must  base  any  sharing  of  austerity  in  the  fight  against 
inflation  on  the  ability  to  sacrifice,  and  not  demand  even  more  sacrifice 
from  those  who  know  only  austerity.     They  also  must  iaclude  adequate  resources 
to  provide  needed  investment  in  specific  industrial  and  geographic  sectors  within 
an  overall  employment  program. 

Based  on  these  key  principles,  the  AFL-CIO  supports  economic  policies 

that : 

First,  reduce  interest  rates.    The  high  cost  of  money  spreads  throughout 
the  economy  and  is  built  into  the  cost  of  all  goods  and  services.     High  interest 
rates  choke  the  economy  and  prevent  expansion.     High  interest  rates  and  high 
unemployment  are  the  major  contributors  to  a  high  budget  deficit. 

Second,  dampen  actual  inflationary  forces  directly  rather  than  attempting 
to  depress  demand  in  the  hope  that  this  generalized  approach  may  eventually  cool 
the  causes  of  inflation  as  the  entire  economy  is  thrust  into  a  deep  freeze. 

Cutting  federal  expenditures  to  balance  the  budget  is  not  a  cure-all 
for  inflation.     Budget  cuts  will  not  protect  the  economy  from  spiraling  energy 
and  food  costs,  nor  will  they  bring  down  housing  costs. 
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At  a  time  like  the  present,  when  large  portions  of  plant  capacity- 
stand    idle  and  when  a  hig  segment  of  the  labor  force  is  unemployed,  federal 
budget  cuts  will  only  aggravate  already  sluggish  economic  conditions.  When 
both  labor  and  capital  resources  are  fully  used,  then  a  balanced  budget  makes 
sense. 

Third,  reduce  unemployment  by  providing  training  and  Job  opportunities 
for  those  specific  population  groups  that  have  neither  and  encourage  the 
rebuilding  of  the  economy,  especially  in  industries  and  geographic  areas 
hardest  hit  by  unemployment.     The  ranks  of  the  Jobless  will  not  be  diminished 
by  undermining  the  wages,  standards  and  safeguards  of  those  who  already  hold 
Jobs.     Rather,  there  must  be  a  policy  that  improves  the  ability  of  American 
industry  to  compete  in  the  world  economy  by  modernizing  outdated  plants  and 
equipment  and  by  modernizing  outdated  foreign  trade  policies. 

Reducing  unemployment  is  the  most  effective  method  of  reducing  the 
federal  deficit.    Yet,  the  current  unemployment  rate  is  7.*+  percent,  a  level 
that  was  surpassed  in  the  post-World  War  II  years  only  by  the  1975-76  recession. 
Each  one  percent  decline  in  Joblessness  increases  federal  revenues  and  decreases 
social  costs  a  total  of  $30  billion.     Putting  one  million  Jobless  workers  back 
to  work  would  balance  the  previous  Administration's  proposed  fiscal  1982  budget. 

Fourth,  use  an  effective  combination  of  targeted  taxing  and  expenditure  pro- 
grams to  reverse  the  damage  caused  by  inflation  and  unemployment.  Individual 
tax  cuts  should  be  used  to  restore  consumer  buying  power.    Business  tax  cuts 
should  be  used  to  stimulate  investment  where  it  is  needed  the  most.  Government 
revenues  should  be  used  to  sustain,  consumer  spending  during  periods  of  unem- 
ployment . 
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A  tax  cut  that  fuels  inflation  by  encouraging  the  wealthy  to  buy  more 
luxuries  or  speculate  in  commodities  is  not  an  answer  to  the  nation's  economic 
woes.    A  general  across-the-board  business  tax  cut  or  depreciation  speed-up 
would  provide  large  windfalls  to  sectors  of  the  economy  that  are  already 
prosperous  while  ignoring  critical  industry  and  area  investment  capital  needs. 

Today's  problems  of  unemployment  and  inflation  cannot  be  measured  by 
"averages"  or  solved  by  aggregate  across-the-board  policies.     The  impact  of 
unemployment  and  inflation  are  distributed  unevenly  across  different  sectors, 
regions,  and  demographic  groups.    The  solution  to  these  problems,  therefore, 
does  not  lie  in  macroeconomic  policies  that  are  applied  in  an  unfocused 
manner.    The  nation  needs  to  address  its  problems  in  a  manner  that  alleviates 
the  underlying  forces  pushing  up  inflation  and  unemployment. 

As  we  have  said  in  the  past:     if  an  overall  program  of  price  and  income 
controls  becomes  necessary  to  fight  inflation,  we  are  prepared  to  cooperate 
provided  controls  are  fair  and  equitable  and  applied  to  all  prices  and  all  forms 
of  income. 

Specifically,  the  AFL-CIO  calls  for  adoption  of  the  following  program: 

I.     Lowering  high  interest  rates 

*  Credit  controls  should  be  authorized  by  the  President  and  instituted 
by  the  Federal  Reserve  Board.    Funds  and  credit  should  be  targeted  to  certain 
sectors  of  the  economy  for  productive  industrial  development  and  needed  housing 
expansion.    Existing  credit  control  procedures  should  be  used  and  new  tools 
developed  to  tighten  credit  for  speculative  activities  and  made  available  to 
productive  uses. 
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II.    Anti-inflation  policies 

To  reduce  inflation  in  energy: 

*  Maintain  controls  on  natural  gas  to  moderate  price  increases. 

*  Continue  presidential  authority  to  control  oil  prices  and  invoke 
rationing  in  time  of  need. 

*  Expand  development  of  alternative  sources  of  energy  to  prevent  short- 
term  and  long-term  shortages  that  artificially  increase  prices. 

*  Assist  utilities  to  convert  from  high-priced  oil  to  coal. 

*  Equalize  utility  rate  structures  to  end  the  subsidy  consumers  are 
providing  for  large  industrial  users  and  institute  peak-load  pricing. 

*  Expand  energy  conservation  programs,  especially  the  weatherization 
of  schools,  hospitals,  public  buildings  and  low-income  housing. 

*  Establish  a  U.S.  oil  import  agency  to  purchase  and  distribute  oil 
imports,  thus  assuring  the  nation  an  adequate  supply  of  oil  at  a  fair  price. 

To  reduce  inflation  in  housing: 

*  Expand  the  supply  of  low-  and  middle-income  housing  to  alleviate  the 
housing  shortage  that  is  driving  up  prices  and  rents. 

*  Reduce  mortgage  interest  rates  by  expanding  the  use  of  so-called 
"tandem  plans"  that  provide  below-market  interest  rate  mortgages  for  low-  and 
middle-income  buyers. 

*  Encourage  home  mortgage  financing  by  union  pension  funds  invested  in 
long-term,  fixed-payment  mortgages  guaranteed  by  the  government. 
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*  Discourage  the  conversion  of  rental  housing  structures  to 
condominiums  in  tight  housing  markets. 

*  Restrict  the  export  of  logs  which  is  causing  shortage-induced  domestic 
price  increases  for  lumber. 

To  reduce  inflation  in  food: 

*  Restrict  the  export  of  commodities  in  short  supply. 

*  Remove  restrictions  on  the  planting  of  crops. 

*  Limit  price  support  programs  to  small-  and  moderate-sized  farms 
that  are  owned  and  worked  by  resident  farm  families. 

*  Establish  a  National  Grain  Board,  similar  to  the  Canadian  Wheat 
Board,  to  handle  foreign  sales  of  U.S.  grain. 

To  reduce  inflation  in  health  care: 

*  Enact  hospital  cost  containment. 

*  Encourage  expansion  of  Health  Maintenance  Organizations,  which  have 
a  proven  record  of  lower  health  care  costs. 

*  Use  coat-reducing  practices,  such  as  second  opinions  before  elective 
surgery  and  support  for  health  planning  to  eliminate  duplication  of  costly 
equipment  and  services. 

*  Provide  medical  care  for  Medicare  and  Medicaid  recipients  under  HMO 
programs  using  per  capita  payments  for  total  health  care  services  rather  than 
more  costly  fee-for-service  payments. 

*  Reform  health  insurance  practices  to  eliminate  cost-plus  reimburse- 
ment of  hospitals  and  nursing  homes  by  using  prospective  reimbursement  and 
negotiated  fee  schedules. 

*  Reform  the  health  care  system  through  national  health  insurance. 
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III.     Reducing  unemployment  and  rebuilding  the  economy. 

Reindustrializatlon 

*  Business,  labor  and  government  should  participate  in  a  Reindustrialization 
Board.-    Under  this  Board,  a  Reconstruction  Finance  Corporation  would  invest  public 
and  private  funds  in  necessary    reindustrialization  projects. 

*  The  RFC  should  have  authority  to  allocate  $5  billion  in  depreciation 
allowances,  investment  tax  credits,  or  other  business  tax  changes  targeted  to 
where  they  are  most  urgently  needed. 

*  The  RFC  should  be  allotted  an  additional  $5  billion  to:  encourage  new 
industries  that  have  difficulty  obtaining  necessary  financing;  and  assist  older 
industries  with  special  capital  needs  for  modernization,  expansion  and  re- 
storation of  their  competitive  position.     The  RFC  should  also  direct  its  resources 
to  specific  geographic  areas  of  the  country  that  are  most  in  need. 

*  The  nation's  transportation  network  needs  to  be  upgraded  for  people 
and  goods  to  move  more  efficiently.     Railroads,  highways,  port  facilities  and 
airports  are  in  desperate  need  of  rehabilitation.     Urban  mass  transit  systems 
need  to  be  extended  and  modernized. 

*  The  urban  infrastructure  of  sewers,  water  systems,  streets  and  bridges 
needs  to  be  renewed.     Public  investment  of  this  nature  would  greatly  improve 
economic  efficiency  and  potential  output  of  goods  and  services. 

*  There  should  be  a  thorough  review  and  analysis  of  existing  investment 
tax  "incentives"  in  the  light  of  reindustrialization  goals.    The  capital  gains 
exclusion,  rapid  depreciation,  oil  depletion  allowances,  and  investment  tax 
credits  have  all  been  enacted  as  tax  "incentives"  to  investment.     Tens  of  billions 
of  federal  dollars  are  lost  through  these  provisions,  and  it  is  time  to  restudy 
their  value  to  the  economy. 
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*  The  multi-billion  dollar  tax  subsidies  available  for  overseas  operations  - 
such  as  the  Domestic  International  Sales  Corporation,  foreign  tax  credits  and  the 
deferral  of  taxes  on  overseas  profits  are  in  direct  conflict  with  national  needs 
and  restrict  the  availability  of  needed  capital  at  home.     They  should  be  repealed. 
The  Overseas  Private  Investment  Corporation  should  also  be  ended,  as  it  encourages 
U.S.  firms  to  invest  abroad  by  insuring  such  investments  against  political  risks. 

*  The  tax  benefits  of  state  and  local  industrial  development  bonds  should 
be  curtailed  and  integrated  into  the  overall  approach  to  ^industrialization. 

Employment  and  training  programs 

*  The  unemployed  men  and  women  who  cannot  find  Jobs  in  tho  private 
sector  should  be  put  to  work  on  the  various  public  service  and  public  worku 
projects  that  expand  the  services  and  facilities  needed  for  a  healthy 
economy.    The  skills  and  abilities  of  the  unemployed  must  be  put  to  productive 
purposes    and  not  go  wasted.     These  programs  can  be  targeted  to  increase  supply 
and  economic  efficiencies  in  key  areas,  thereby  moderating  price  increases, 
while  reducing  unemployment. 

*  There  should  be  expanded  training  programs  for  adult  workers  and  youth. 
Training  programs  should  provide  new  job  skills  and  lead  to  employment  opportu- 
nities. 

*  Direct,  targeted  Jobs  programs  tailored  to  the  specific  needs  of  un- 
employed workers  are  two  to  four  times  more  effective  in  creating  Jobs  than 
generalized  tax  cuts. 


689 


The  National  Economy  _8_ 
IV.    Restoring  Buying  Power 

Federal  Taxes 

The  AFL-CIO  calls  for  enactment  of  a  refundable  tax  credit  equal  to  20 
percent  of  the  employee's  and  5  percent  of  the  employer's  Social  Security  tax. 
Thus ,  the  benefits  would  he  concentrated  on  middle  and  low-income  wage  earners , 
those  who  have  suffered  the  most  from  high  inflation.    It  would  more  than  offset 
the  recent  increases  in  Social  Security  taxes  on  workers  and  have  no  adverse 
effect  on  the  financial  stability  of  the  Social  Security  trust  fund. 

Under  such  a  tax  program,  a  four-person  family  with  a  $12,000  per  year 
income  would  receive  a  $l60-a-year  tax  reduction  compared  with  $92  under  the 
first  year  of  the  Kemp-Roth  proposal.-   At  $25,000,  the  cut  would  be  $332  compared 
with  $305  under  Kemp-  Roth.    At  $30,000,  relief  is  about  the  same,  and  above 
those  levels,  the  maximum  relief  is  limited  by  Social  Security  payments  and,  thus, 
would  not  provide  the  open-ended,  ever-growing  windfall  to  the  wealthy  that  Kemp- 
Roth  would  provide. 

This  individual  Social  Security  tax  credit  would  cost  the  Treasury  ap- 
proximately $16  billion,  or  about  half  of  the  first-year  cost  of  Kemp-Roth. 
The  employer  Social  Security  tax  credit  would  cost  the  Treasury  about  $1*  billion, 
and  benefit  employers  in  labor-intensive  industries. 
Income  Support  Programs 

Basic  income  support  programs  for  the  unemployed,  the  poor  and  the  elderly 
must  be  maintained  and  improved  to  restore  buying  power  lost  to  inflation. 

When  people  are  jobless,  a  minimum  level  of  buying  power  is  sustained  by 

basic  income  support  mechanisms  such  as  unemployment  insurance,  trade  adjustment 

assistance  and  food  stamps.    When  inflation  is  high,  the  elderly  and  the  poor, 

who  are  forced  to  rely  on  government,    also  need  their  income  protected  by  Social 

Security,  welfare  and  Medicaid. 
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»  «  »  « 

In  order  to  curb  inflation,  reduce  unemployment  and  solve  fundamental 
problems,  the  resources  of  the  country  must  be  redirected.     Additional  capital 
investment  is  needed  in  many,  but  not  all  industries  and  areas.     Tax  burdens 
should  be  lightened  for  many  but  not  all  individuals.     The  problems  of  the 
poor  in  our  society  must  be  solved,  not  aggravated. 
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Statement  by  the  AFL-CIO  Executive  Council 
on 

The  President's  Economic  Proposal 

February  19,  19 8l 
Bal  Harbour,  Fla. 

The  AFL-CIO  agrees  with  the  proposition  that  inflation  must  be  reduced; 
the  number  of    Jobs  increased  and  the  unemployed  put  back  to  work;  productivity 
improved;  industrial  strength  restored,  and  federal  programs  made  more  effective 
and  efficient. 

But  we  cannot  agree  that  the  measures  the  President  outlined  will  achieve 
those  goals  or  that  they  meet  the  essential  tests  of  fairness  and  equity. 

His  proposals  require  mere  sacrifice  from  those  who  have  little,  to  give 
more  to  those  who  already  have  much.     They  substitute  unrestrained  market  power 
for  social  responsibility  and  human  concerns.    They  shortchange  sound  economic 
growth  by  cutting  back  programs  to  achieve  energy  independence,  rebuild  the  ■ 
nation's  transportation  system  revitalize  urban  areas  and  safeguard  the  environment. 

The  President  placed  on  us  and  others  who  cannot  agree  with  him  the  re- 
sponsibility of  offering  an  alternative.    The  AFL-CIO  has  spelled  out  such  a 
program  that  meets  the  nation's  economic  needs  with  fairness  and  equity. 

Tax  Policy 

Americans  need  a  change  in  the  tax  laws  to  alleviate  the  effects  of 
inflation.    At  the  same  time,  targeted  business  tax  cuts  are  needed  to  revive 
the  industrial  base  of  the  economy. 

The  President  proposes  to  give  60  percent  of  his  individual  tax  cut  to 
the  top  20  percent  of  the  taxpayers,  and  over  11%  to  one  percent  of  the  tax- 
payers.   The  family  earning  $L0, 000  a  year  would  get  a  $52  tax  break  in  the 
first  year.     The  family  earning  $30,000  would  get  a  $382  tax  reduction.  But 

the  family  earning  $100,000  would  get  a  minimum  of  $1,8U0. 
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By  contrast,  the  AFL-CIO  has  proposed  a  refundable  individual  tax  cut  of 
20  percent  of  Social  Security  taxes.     The  family  with  a  $10,000  income  would  re- 
ceive a  tax  benefit  of  $13*K     The  family  earning  $30,000  would  get  $395.     At  $100,000, 
the  tax  cut  is  an  identical  $395.     Under  our  proposal,  60  percent  of  the  individual 
tax  cut  would  go  to  80  percent  of  the  taxpayers. 

Highly-profitable  businesses  would  benefit  the  most  under  the  President's 
depreciation  tax  proposals.     Struggling  companies  and  newly-developing  industries 
would  benefit  little,  if  at  all.     The  President's  unrestricted  depreciation  proposal 
could  encourage  industrial  migration  from  areas  of  already  high  unemployment. 

By  contrast,  the  AFL-CIO  has  proposed  a  business  tax  cut  designed  to  stimulate 
investment  where  it  is  needed  the  most.     In  addition,  we  have  proposed  a  tax  cut 
of  5  percent  of  Social  Security  taxes  to  directly  reduce  every  covered  employer's 
payroll  costs. 

Monetary  Policy 

The  "absurd"  interest  rates  of  20  percent,  mentioned  by  the  President, 
are  largely  a  result  of  the  same  tight-money  policy  he  said  he  supports.     Use  of 
that  policy  to  combat  inflation  has  repeatedly  led  to  economic  downturns,  not 
the  prosperity  promised  by  the  President.     Another  by-product  of  high  interest 
rates  has  been  large  increases  in  annual  interest  payments  on  the  federal  debt, 
expected  to  grow  by  more  than  $15  billion  in  the  current  year. 

By  contrast,  the  AFL-CIO  recommends  that  selective  credit  regulations 
be  reimposed.  They  would  direct  capital  to  productive  investments  while  curbing 
speculation.  Other  advanced  Western  industrial  countries  have  used  selective 
credit  regulation  effectively.  The  brief  U.S.  experience  with  limited  credit 
controls  in  the  Spring  of  1980  helped  bring  the  prime  rate  down  from  20  to  11 
percent  in  four  months,  while  mortgage  interest  rates  came  down  from  16  to  11 
percent. 
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Budgetary  Policy 

The  President's  proposed  budget  cuts,  the  centerpiece  of  his  program,  aro 
both  inequitable  and  short-sighted.     He  pledged  to  "fulfill  the  obligations  that 
spring  from  our  national  conscience,"    but,  in  fact,  his  call  for  $17.5  billion 
in  budget  reductions  in  social  programs  would  cut  the  meager  incomes  of  the 
Jobless  and  the  poor. 

For  nearly  50  years,  this  country  has  built  a  network  of  social  programs 
to  improve  the  lot  of  the  disadvantaged,  provide  support  in  times  of  adversity  and 
strengthen  the  American  economy.     To  destroy  or  weaken  these  programs  is  to 
weaken  America. 

The  President,  in  seeking  additional  budget  cuts,  would  slash  an  additional 
$21+  billion  by  reducing  social  investments  necessary  to  expand  the  economy.  Not 
only  would  those  cuts  have  an  immediate  cost  of  more  than  1  million  jobs,  but  they 
endanger  the  nation's  long-range  needs  for  energy  security,  transportation  improve- 
ments, environmental  safeguards  and  urban  development. 

The  President  relies  entirely  on  the  theory  that  the  tax  cuts  he  proposes 
will  result  in  private  financing  for  these  necessary  investments.     There  is 
little  basis  for    this  hope.     Public  employees  will  bear  an  additional  unfair  burden 

By  contrast,  the  AFL-CIO  would  attack  the  budget  deficit  by  reducing 
unemployment  and  cutting  interest  rates.     A  reduction  in  unemployment  of  1  percent 
would  cut  $30  billion  from  that  deficit. 

Regulatory  Policy 
The  President  contends  that  the  laws  protecting  health,  safety,  the 
environment  and  consumers  passed  in  the  last  decade  have  caused  "higher  prices, 
higher  unemployment  and  lower  productivity  growth."    He  ignores  the  contributions 
these  laws  have  made  to  a  higher  quality  of  life. 
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In  the  name  of  business  efficiency,  he  would  let  the  marketplace  determine 
if,  when  and  how  workers,  buyers  and  natural  resources  are  to  be  protected.  Past 
experience  demon3trates  that  the  market  undervalues  the  need  for  these  protections. 

In  addition,  the  regulatory  analyses  the  President  initiated  will  increase 
red  tape  by  making  legal  proceedings  longer,  more  complicated  and  more  expensive. 
While  he  calls  for  assessing  costs  and  benefits,  he  provides  no  method  for  valuing 
health  and  safety  or  accurately  projecting  costs.     Finally,  by  increasing  the 
powers  of  the  Office  of  Management  and  Budget,  the  government's  ability  to  enforce 
protective  laws  as  Congress  intended  is  undermined. 

###### 

The  President's  program  is  a  high-risk  gamble  with  the  future  of  America. 
Workers  and  the  poor  take  the  lion's  share  of  the  risk.     The  only  sure  winners  are 
the  wealthy,  whether  they  are  individuals  or  corporations. 

It  is  a  gamble  that  has  not  paid  off  in  the  past  and  one  the  nation  cannot 
afford  to  take.    We  will,  therefore,  Join  with  other  concerned  citizens  to  advance 
an  economic  program  that  will  meet  the  nation's  needs  fairly  and  equitably  and 
with  true  equality  of  sacrifice. 

#  #  # 
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THE  EFFECT  OF  THE  ADMINISTRATION'S 

PROPOSED  BUDGET  REDUCTIONS  OF 
 FEBRUARY  18,  1981  

The  table  which  follows  summarizes  important  elements  of  the  President's 
February  18,   1981  budget  proposals.     It  contains  a  Department-by-Department 
breakdown  of  budget  outlay  reductions  for  fiscal  year  1982.     While  the  reductions 
listed  in  the  table  are  for  1982,  it  should  be  noted  that  some  programs  under  the 
Administration's  plan  would  be  affected  either  earlier  or  later.     Some  cuts 
would  apply  immediately  to  budget  year  1981.    Others  which  are  not  listed  in 
the  table  would  apply  to  fiscal  years  1983  and  beyond.     Items  whose  dollar  amounts 
are  starred  in  the  first  column  are  listed  simply  for  reference.  Items 
without  stars  are  analyzed  in  some  detail  in  a  separate  report  which  is  attached. 

The  center  column  of  the  table  lists  estimated  job  losses  associated 
with  the  1982  budget  cuts.     The  table  shows  a  loss  total  of  1,026,000  jobs. 
These  are  direct  job  losses  that  would  occur  and  could  be  readily  seen  from 
analyzing  programs  which  would  be  ended  or  cut  back.    Job  losses  are  not 
estimated  for  every  program  and  the  estimates  which  have  been  made  do  not 
include  secondary  employment  effects  from  reduced  program  activity.     The  right 
hand  column  shows  the  immediate  effect  of  budget  cut6  on  income  support  in  1982. 
This  column  attempts  to  show  which  proposed  program  terminations  and  reductions 
would  translate  immediately  into  reduced  incomes  and  purchasing  power  if  the 
Administration's  budget  plan  were  adopted  as  proposed. 

The  report  which  follows  the  table  analyzes  selected  programs  and  evaluates 
the  meaning  and  implications  of  particular  program  outlay  reductions.     The  purpose 
of  these  narrative  summary  statements  is  to  cover  the  scope  and  depth  of  proposed 
program  cuts  which  are  particularly  large,   to  spotlight  matters  which  are  not 
readily  apparent  from  the  announced  cuts  (large  or  sudden  job  losses,   for  example), 
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or  to  place  program  reductions  in  a  larger  context  for  fuller  understanding. 
In  each  case  there  is  a  program  heading  with  an  indication  of  the  amount  of 
the  fiscal  1982  budget  cut  and  the  amount  of  the  estimated  job  loss,  where 
this  is  available  or  has  been  calculated. 

The  budget  cuts  terminate  a  number  of  programs  completely  such  as  most 
of  the  employment  and  training  components  of  the  Comprehensive  Employment  and 
Training    Act  (CETA),  the  Economic  Development  Administration,  the  National 
Consumer  Cooperative  Bank,  Conrail,  and  the  Solar  Energy  Conservation  Bank. 
Some  programs  Are  cut  substantially,  such  as  Black  Lung  Trust  Fund  that  is  cut 
by  75  percent,  while  some  other  programs  are  cut  by  much  smaller  amounts,  and 
obviously  many  programs  are  not  cut  at  all. 
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DEPARTMENT-BY-DEPARTMENT  BREAKDOWN  OF  ADMINISTRATION'S 
BUDGET  REDUCTIONS  -  FISCAL  1982  


1982 
Budget  Cut 
( in  millions)      Job  Loss 


DEPARTMENT  OF  AGRICULTURE 

Dairy  Price  Supports 

Food  Stamps 

Alcohol  Fuels  Biomass 

Child  Nutrition 

Farmer  1 s  Home  Admin . 

Rural  Electrification  Admin. 

DEPARTMENT  OF  COMMERCE 

Nat'l  Oceanic  &  Atmospheric 
Admin.  Programs 

E.D.A.  -  Regional  Development 
&  Appalachian  Reg.  Comm. 

DEPARTMENT  OF  DEFENSE 

Personnel 

Program  and  all  other 

DEPARTMENT  OF  EDUCATION 

Elementary  &  Secondary  Grants 
Consolidation 

Student  Assistance  -  G.S.L.'s  & 
Pell  Grants 

National  Institute  of  Education 

(Impact  Aid)  School  Assistance 
in  Fed.  Affected  Areas 

Vocational  Education 

Institute  of  Museum  Services 

Student  Loan  Marketing  Assn. 


$  1,095 
1,822 
94 
1,575 
105 
1,142 

69 


2,387* 
530* 


106 

803 
22* 

450 
220 
12* 
1,923 


N.A. 
N.A. 
N.A. 
N.A. 
26,000 
158,000 


116,000 

N.A. 
N.A. 


N.A. 


N.A. 
N.A. 
N.A. 
N.A. 


income 
Support  Cuts 
(in  millions) 


$  1,822 


16 
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1982  income 

Budget  Cut  Support  Cut 

( in  millions)  Job  Loss             (in  mjlliona) 

864  25,000 

156  N.A. 

361  5,200 

310  12,000   

27  N.A. 

127  N.A. 

29  N.A. 

365  8,000 


DEPARTMENT  OF  ENERGY 

Synthetic  Fuels  Subsidy 

DOE  -  Other  Energy  Supply  Programs 

Fossil  Energy  Programs 

Energy  Conservation 

Energy  Information  Admin. 

Energy  Regulation 

Alcohol  Fuels  Biomase  Financial 
Assistance 

Solar  Energy 

General  Science 

DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES 

Social  Security 

National  Research  Service  Awards 
AFDC 
Medicaid 
PSRO's 

National  Institute  of  Health 
Health  Professions  Education 
Health  Maintenance  Organization 
Social  Services 
Health  Planning 

Public  Health  Service  Hospitals 
National  Health  Service  Corps. 
DEPARTMENT  OF  HOUSING  &  URBAN  DEVELOPMENT 
Planning  Assistance 
Rehabilitation  Loan  Fund 
Neighborhood  Self  Help 


2,250  N.A.  2..250 

4*  N.A. 

520  N.A.  520. 

1,013  N.A.  1,013 

117*  N.A. 

145  N.A. 

126*  N.A. 

18*  N.A. 

2,540  N.A.  2,540 

62  N.A. 

110  N.A. 

14  N.A. 

26  N.A. 

191  4,000 

9  N.A. 


IV 
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1982 
Budget  Cut 
(in  millions)      Job  Loss 


DEPARTMENT  OF  HOUSING  &  URBAN  DEVELOPMENT  (con't) 


Solar  Energy  &  Energy  Conservation  Bank  149  3,000 

Subsidized  Housing  242  15,000 

Public  Housing  Modernization  0  13,000 

Community  Development  Support  Assistance  12*  N.A. 

DEPARTMENT  OF  INTERIOR 

Youth  Conservation  Corps.  59  2,000 

Improved  Targeting  of  Expenditures  270*  N.A. 

DEPARTMENT  OF  LABOR 
Black  Lung  Trust  Fund 
Youth  Adult  Conservation  Corps. 
Unemployment  Comp.  for  Ex-service  Members 
Unemployment  Insurance 
Trade  Adjustment  Assistance 
CETA 

Federal  Employees  Injury  Compensation 

DEPARTMENT  OF  TRANSPORTATION 

Urban  Mass  Transit  Capital  Grants/Op. 
Subsidies 

Airport  Construction 

Federal  Highway 

Local  Rail  Service  Assistance 

Amtrak  Subsidies 

Northeast  Rail  Corridor  Improvement 
Highway  Safety  Grants 
Cooperative  Auto  Research  Program 


378 

N.A. 

179 

18,000 

175 

N.A. 

1,231 

N.A. 

1,150 

N.A. 

3,566 

340,000 

102 

N.A. 

366 

24,000 

140 

6,000 

244 

31,000 

32 

1,000 

325 

10,000 

95 

2,000 

16* 

N.A. 

9* 

N.A. 
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1982 
Budget  Cut 
(in  Millions)    Job  Loss 


Income 
Support  Cuts 
(in  Millions) 


MISCELLANEOUS 

EPA  Water  Treatment  Plants 
National  Consumer  Cooperative  Bank 
Conrail 

Corp.  for  Public  Broadcasting 

National  Endowments  for  the  Arts 
&  Humanities 

Federal  Pay  (Civilian  Agencies) 

Postal  Service 

Export-Import  Bank 

Foreign  Aid 

NASA 

CAB  -  Airline  Subsidy 

National  Science  Foundation 

Office  of  Personnel  Management  COLA 

Water  Resource  Development  Construction 
Program 

Federal  Personnel  Reduction 

Mineral  Leasing  on  Outer  Cont.    Shelf  & 
Public  Lands 


125 
128 
300 
43 

85 
2,079 
644 
410 
402 
241 
50 
15 
510 

90 
1,342 

800 


91,000 
N.A. 

10,000 
1.000 

N.A. 
N.A. 
40,000 
N.A. 
N.A. 
N.A. 
N.A. 
N.A. 
N.A. 

2,000 
N.A. 

N.A. 


TOTALS 

Federal  Hiring  Freeee 
TOTAL  JOB  LOSS 


38,212-* 


1.026,000 


$15,225 


-  Out  of  the  $41.4  billion  proposed  fiscal  year  1982  outlay  reductions,  approximately 
$3.2  billion  is  not  clearly  identified  as  to  agency  or  amount  and  is  not  included 
In  this  summary. 

N.A.    Not  acertained  or  not  applicable. 
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REAGAN  ADMINISTRATION  TAX  CUT  AS  COMPARED  TO 
THE  AFL-CIO  TAX  CUT  PROPOSAL 

The  Reagan  Administration's  individual  tax  cut  proposal  provides  a 
20%  acrosa-the-board  cut  beginning  with  10!5  on  July  19 81.     In  successive  years 
the  cuts  would  be  103  in  July  1982  and  July  1983. 

The  tax  proposal  would  lower  by  198U  the  present  tax  range  of  lh  to  70  percent 
to  a  range  of  10  to  50  percent. 

The  Reagan  tax  cut,  which  would  become  effective  on  July  1,  would  cost 
$29.2  billion  the  first  year. 

Major  beneficiaries  of  the  Reagan  proposal  are  those  persons  whose  incomes 
are  above  $30,000.    Those  with  income  above  $100,000,  who  constitute  1%  of  the 
taxpayers,  under  the  Reagan  proposal  would  receive  11.3?  of  the  tax  cut  monies 
while  the  same  persons  under  the  AFL-CIO  proposal  would  receive  only  1.6  %  of  the 
revenue.    By  1984.,  the  maximum  marginal  tax  rate  that  could  apply  to  any  type  of 
income  would  be  50%.    The  present  law  provisions  which  permit  higher  (up  to  70%) 
marginal  tax  rates  to  apply  to  taxpayers  with  substantial  amounts  of  unearned 
income  would  be  eliminated. 

The  AFL-piO  proposal  would  provide  for  a  203  refundable  tax  credit  of 
Social  Security  payments  made  by  individuals  and  a  5%  credit  for  employers. 
The  cost  of  individual  cuts  for  a  year  would  be  $17.6  billion. 

Under  the  AFL-CIO  proposal,  all  individuals  with  incomes  up  to  $30,000 
per  year  would  receive  a  greater  reduction  than  they  would  receive  under  the 
Reagan  proposal.     For  those  who  earn  more  than  $30,000,  under  the  AFL-CIO  plan, 
all  would  receive  the  same  credit  of  $395,  while  those  under  the  Reagan  proposal 
would  receive  cuts  at  $100,000  that  are  more  than  ten  times  the  amount  the- tax  cut 
for  a  worker  earning  $15,000.    The  Reagan  individual  tax  cuts  would  cost  $29.2 
billion  in  the  firat  year. 
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Under  the  Reagan  proposal,  accelerated  depreciation  changes  would  be 
phased  in  over  5  years,  retroactive  to  January  1  and  reduce  revenues  by  $2 
to  $3  billion  in  fiscal  1981  and  cost  $59-3  billion  by  1986.    The  so-called 
"10-5-3"  concept  —  with  some  modification  would  be  adopted.  Buildings, 
factories,  retail  stores,  warehouses  and  public  utilities  —  would  receive 
full  tax  write  offs  in  10  years.    However,  offices,  leased  stores  and  low-income 
housing  would  be  eligible  for  writeoff  in  15  years  and  rental  residential  struc- 
tures in  18  years. 

Five  year  tax  write-offs  will  be  given  for  machinery  and  equipment  and 
three  year  write-offs  will  be  accorded  to  autos,  light  trucks  and  research  and 
development  equipment. 

The  AFL-CIO's  proposal  to  spur  business  investment  would  establish  a 
specially  targeted  business  tax  reduction  administered  by  a  Reconstruction 
Finance  Corporation  would  allocate  $5  billion  in  tax  benefits  in  a  way  that 
would  help  those  industries  and  areas  most  in  need. 
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COMPARISON  OF  INDIVIDUAL  TAX  CUT  PROPOSALS 


Adjusted  Gross  Reagan  Proposal  (1st  year)  AFL-CIO  Proposal 

Income   Family  of  Four   Family  of  Four  (one  earnei 

$  5,000  $      0  $66 

10,000  52  13U 

15,000  150  200 

20,000  228  266 

25,000  306  333 

30,000  382  395 

140,000  6U8  395 

50,000  956  395 

100,000  1,8U0  395 


DISTRIBUTION  OF  TAX  CUTS 


Adjusted  Gross 
Income 


Percentage  of 
Tax  Reforms  Filed 


Reagan  Proposal 
(1st  year) 

Percentage  of  Tax  Reduction 


AFL-CIO  Proposal 
(1st  year) 
Percentage  of 
Tax  Reduction 


$  0-10,000 

10-15,000 
15-20,000 
20-30,000 
30-50,000 
50-100,000 

100,000  and  over 


31% 

Ik 

12 

18 

15 

h 

1 


3.52 
6.5 
8.7 
21.5 
30.7 
17.8 
11.3 


10.32 
10.2 
12.3 
27.6 
30.0 
8.0 
1.6 
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Mr.  Rousselot.  I  know  you  were  very  concerned  in  your  testimo- 
ny before  other  committees  about  the  revenue  loss  imposed  on  the 
Treasury  by  the  Reagan  proposals  on  personal  income  tax,  so  obvi- 
ously you  would  be  just  as  concerned  about  the  revenue  loss  to  the 
Treasury  here,  I  assume? 

Mr.  Seidman.  We  do  have  an  alternative  tax  proposal,  as  I 
indicated  before,  to  the  Reagan  tax  proposal. 

Mr.  Rousselot.  I  think  it  would  be  helpful  to  us  to  know  what 
the  revenue  loss  would  be  if  you  are  going  to  take  it  out  of  Treas- 
ury. 

On  point  4  of  your  proposal  on  page  6,  you  talk  about  "Enact  a 
refundable  tax  credit  equal  to  20  percent  of  the  employee's  and  5 
percent  of  the  employer's  social  security  tax."  How  much  loss  of 
revenue  would  that  be?  It  is  $18  billion,  did  I  hear? 

Mr.  Seidman.  The  figures  are  here. 

Mr.  Rousselot.  I  knew  this  was  a  precise  proposal. 

Mr.  Seidman.  It  is  a  precise  proposal.  This  is  from  an  analysis  of 
the  AFL-CIO  tax  cut  proposal,  and  I  am  reading  from  it — it  would 
provide  for  a  20-percent  refundable  tax  credit  of  social  security 
payments  made  by  individuals  and  a  5-percent  credit  for  employ- 
ers-  

Mr.  Rousselot.  I  just  read  that. 

Mr.  Seidman.  Let  me  go  on.  The  cost  of  individual  cuts  for  a  year 
would  be  $17.6  billion.  The  Reagan  tax  cut  would  be  $29.2  billion. 

So  our  proposal,  at  least  as  far  as  individual  tax  cuts  are  con- 
cerned, would  result  in  a  considerably  smaller  tax  reduction,  and 
therefore  would  provide  more  money  for  general  revenue  for  such 
purposes  as  we  have  indicated  today. 

Mr.  Rousselot.  So  the  difference  between  your  tax  cut  and  the 
Reagan  proposal  is  about  $12  billion? 

Mr.  Seidman.  That  is  correct. 

Mr.  Rousselot.  Difference  in  revenue  loss? 

Mr.  Seidman.  That  is  corrrect. 

Mr.  Rousselot.  What  is  the  reflow  that  might  occur? 

We  have  asked  most  of  the  economists  as  to  what  they  guess  the 
reflow  might  be.  As  you  know,  in  some  cases  tax  reductions — the 
Kennedy  tax  cut  reflow  occurred  in  2  years — the  revenues  back  to 
the  Treasury  were  more  than  recovered. 

What  is  your  reflow,  do  you  estimate,  on  the  basis  of  your  tax 
cut? 

Mr.  Seidman.  Mr.  Rousselot,  I  am  not  responsible  for  these  esti- 
mates. Other  people  in  our  organization  are.  Second,  I  don't  recall 
that  they  have  developed  any  estimate  of  what  you  call  reflow. 

We  do  show  what  the  distribution  of  these  tax  cuts  would  be  in 
the  document  that  we  will  submit  to  the  subcommittee. 

Mr.  Rousselot.  Your  statement  is  you  only  want  to  tax  the 
wealthy.  By  the  way,  who  is  wealthy?  What  do  you  consider 
wealthy? 

Mr.  Seidman.  We  are  talking  about  not  just  taxing  the  wealthy, 
because — — 

Mr.  Rousselot.  No;  that  is  your  statement,  there  should  be  less 
tax  burden  on  the  lower  income  and  the  middle  income  or  moder- 
ate income.  Who  is  wealthy? 
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Mr.  Seidman.  We  are  talking  about  people  in  the  upper  income 
brackets. 

Mr.  Rousselot.  Where  do  you  begin? 

Mr.  Seidman.  Over  $50,000,  for  example.  Let  me  give  you  an 
example. 

Mr.  Rousselot.  Over  $50,000  is  the  wealthy? 

Mr.  Seidman.  People  over  $50,000  generally  are  in  the  wealthier 
group  in  our  society. 

Mr.  Rousselot.  In  other  words,  those  of  us  here? 

Mr.  Seidman.  Only  5  percent  of  the  tax  forms  filed  are  from 
people  who  are  over  $50,000,  so  that  means  95  percent  are  below 
that  level. 

Mr.  Pickle.  With  that  definition  established,  let  the  Chair  also 
state  I  see  Director  Stockman  has  arrived.  We  will  want  to  hear  his 
testimony  as  soon  as  we  can.  Let  us  proceed.  Mr.  Gradison. 

Mr.  Gradison.  In  the  testimony  that  you  have  been  discussing, 
among  other  things,  there  is  the  question  of  mandatory  social 
security  coverage  of  public  employees.  In  that  testimony  you  have 
set  down  four  conditions  which  seem  perfectly  reasonable,  as  I  read 
them.  I  would  like  to  know  whether  you  would  support  mandatory 
coverage  of  newly  hired  Federal  employees. 

I  ask  that  because  it  seems  to  me  rather  easy  to  meet  these  four 
tests  if  the  coverage  is  limited  to  new  hires,  and  also  if  it  were 
limited  to  new  hires  we  would  get  away  from  the  argument  that 
you  are  changing  the  rules  in  the  middle  of  the  game.  Anybody 
who  came  to  the  Federal  Government  once  social  security  were 
imposed  would  know  if  they  took  the  job  they  would  be  covered  by 
social  security  just  as  in  private  employment  they  would  be  covered 
by  social  security 

Mr.  Seidman.  Mr.  Gradison,  if  a  plan  were  offered  which  would 
call  for  covering  new  public  employees  and  we  felt  it  would  meet 
these  four  conditions,  then  we  would  support  such  a  plan.  But  we 
would  have  to  look  at  a  specific  plan,  consult  with  our  unions 
which  are  very  intimately  involved  in  the  existing  plans,  before  we 
could  determine  whether  or  not  they  meet  these  four  conditions. 

Mr.  Gradison.  I  think  that  is  a  very  proper  answer.  Of  course, 
you  understand  that  all  we  could  do  in  this  committee — not  just 
this  subcommittee  but  this  committee — if  we  wished  to  do  so,  would 
be  to  recommend  to  the  House,  let's  say,  the  coverage  of  new 
Federal  employees. 

We  have  no  authority  over  the  way  in  which  the  benefits  are 
calculated  under  the  various  existing  retirement  systems.  That 
would  have  to  be  worked  out  elsewhere. 

So  if  you  would  simply  look  at  what  we  do,  it  could  never  meet 
the  conditions — not  any  of  them — becuse  we  have  no  authority  to 
deal  with  that. 

Mr.  Seidman.  We  would  certainly  look  at  what  was  being  done 
by  the  Congress  as  a  whole  and  not  by  simply  one  subcommittee  or 
one  committee. 

Mr.  Gradison.  I  would  like  to  ask  your  views  on  the  subject  of 
indexing. 

Mr.  Pickle.  If  the  gentleman  would  yield  at  this  point.  For  the 
record,  I  would  want  to  ask  Mr.  Loveless  if  he  noted  the  four 
qualifications  which  were  listed  about  mandatory  coverage. 
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Mr.  Loveless.  We  are  a  party  to  the  AFL-CIO  resolution. 

Mr.  Pickle.  I  am  glad  to  have  that  for  the  record. 

Go  ahead,  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  did  note  in  the  last  page  of  your  statement  the  same  four 
conditions  are  listed. 

I  would  like  to  know  how  the  panel  feels  about  the  proposal  to 
index  the  individual  income  tax  rates  in  the  personal  exemption  so 
as  to  keep  people  from  being  pushed  into  higher  brackets  as  a 
result  of  inflation.  That  is  especially  true  in  the  lower  income 
group  where  the  brackets  are  rather  close  together.  It  gets  to 
whether  we  are  really  talking  about  tax  reductions  or  just  keeping 
taxes  from  going  up. 

As  you  know,  we  have  on  the  books  an  annual  increase  in 
Federal  income  taxes,  which  is  simply  a  result  of  the  fact  that 
people's  tax  rates  go  up  if  inflation  occurs.  I  would  like  to  know  : 
what  you  feel  about  this  problem  and  whether  you  think  it  is 
something  we  should  do  anything  about. 

Mr.  Seidman.  Mr.  Gradison,  I  did  not  come  here  prepared  to  I 
answer  that  type  of  question,  which  does  not  really  relate  to  social 
security,  which  is  my  area  of  expertise.  I  don't  know  what  the 
AFL-CIO  policy  is  on  that  particular  question.  I  will  be  glad  to  try  I 
to  find  out  and  communicate  with  you. 

Mr.  Gradison.  I  would  appreciate  that.  Thank  you.  And  thank 
you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Conable. 

Mr.  Conable.  Thank  you,  Mr.  Chairman. 

I  just  wanted  to  follow  up  on  Mr.  Gradison's  line  of  inquiry.  I  am 
pleased  to  see  these  four  conditions  that  you  have  imposed  on 
coverage  of  public  employees. 

Have  you  previously  taken  this  position? 

Mr.  Seidman.  Yes,  sir.  The  AFL-CIO  Executive  Council,  at  its 
meeting  I  believe  in  August  1978,  adopted  a  statement  which — this 
was  at  a  time  when  there  was  the  special  task  force  looking  into 
this  whole  question  which  had  been  set  up  in  the  Department  of 
Health  and  Human  Services—unanimously  agreed  that  we  would 
oppose  mandatory  social  security  coverage  unless  these  four  condi- 
tions were  met. 

This  was  at  a  meeting  where,  of  course,  representatives  of  em- 
ployees in  the  public  sector  were  present  who  are  members  of  the 
executive  council. 

Subsequently,  that  action  was  endorsed  at  the  convention  of  the 
AFL-CIO,  which  took  place  in  1979. 

Mr.  Conable.  Thank  you  very  much.  Mr.  Loveless,  is  this  word  i 
getting  down  to  your  membership? 

Mr.  Loveless.  Yes,  it  is,  sir.  We  have  been  consistent  subscribers ! 
to  this  policy. 

Mr.  Conable.  You  may  be  aware  that  Congressmen  are  still 
getting  very  vigorous  opposition  from  rank-and-file  Government 
employees,  particularly  Federal  employees,  to  what  they  persist  in 
believing  is  a  proposal  to  merge  their  retirement  system  with  social 
security.  Nobody  that  I  know  of  has  advocated  merger  of  the  two 
systems.  Somebody  in  your  organization  continues  to  tell  them  that 
merger  is  what  is  being  proposed,  when  an  integrated  system  en- 
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tirely  consistent  with  the  conditions  that  you  are  pointing  to  here 
is  what  has  been  advocated  generally. 

Let  me  ask  you  this  question,  Mr.  Loveless:  Will  you  support 
putting  General  Treasury  money  into  the  system  even  if  Federal 
employees  are  not  covered  by  social  security  through  some  sort  of 
integrated  system  meeting  these  four  proposals? 

Mr.  Loveless.  Mr.  Conable,  we  did  testify  in  favor  of  your  pro- 
posal to  finance  HI  partially  through  general  revenue. 

Mr.  Conable.  I  am  talking  about  putting  General  Treasury 
money  into  social  security  so  your  people  would  be  paying  income 
taxes  but  would  not  be  covered  by  social  security. 

Mr.  Loveless.  We  are  in  favor  of  general  revenue  financing  of 
social  security. 

Mr.  Conable.  Even  though  it  would  mean  they  would  have  to 
contribute  to  a  social  security  system  in  which  they  could  not 
participate? 

Mr.  Loveless.  The  great  majority  of  our  members — approximate- 
ly 80  percent  of  our  membership — does  belong  to  the  social  security 
system.  Overall,  the  statistics  for  State  and  local  government  work- 
ers are  around  72  percent. 

Mr.  Conable.  It  is  the  Federal  employees  that  I  am  particularly 
concerned  about.  That  group  does  not  have  80  percent  participa- 
tion? 

Mr.  Loveless.  No. 

Mr.  Conable.  May  I  ask  if  the  AFL-CIO's  position  would  be 
there  should  be  General  Treasury  money  put  into  the  social  secu- 
rity system  even  if  these  conditions  are  not  met  and  public  employ- 
ees are  not  covered? 

Mr.  Seidman.  Yes,  sir,  we  have  been  advocating  for  many  years 
that  there  should  be  general  revenue  introduced  in  the  social  secu- 
rity system  during  the  period  when  some  public  employees,  and  of 
course  virtually  all  Federal  employees,  have  not  been  covered  by 
the  system. 

Mr.  Conable.  Do  you  see  any  unfairness  in  that? 

Mr.  Seidman.  We  think  that  if  the  Federal  employees  felt  it  was 
unfair,  they  would  have  said  so  and  perhaps  taken  a  different 
position  with  respect  to  coverage  under  social  security.  Apparently 
they  do  not  believe  so. 

Mr.  Conable.  It  is  difficult  to  believe  they  want  to  contribute  to 
a  system  in  which  they  cannot  participate. 

Mr.  Seidman.  May  I  just  add,  if  I  may,  Mr.  Conable,  as  you 
know,  the  federation  is  made  up  of  autonomous  unions  and  the 
individual  unions  do  not  necessarily  have  to  subscribe  to  the  policy 
of  the  AFL-CIO.  But  the  public  employee  unions,  as  well  as  the 
representatives  of  other  unions,  have  agreed  that  the  policy  of  the 
AFL-CIO  with  respect  to  this  question  should  be  opposition  to 
mandatory  coverage  unless  these  conditions  are  met. 

Mr.  Conable.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Guarini. 

Mr.  Guarini.  I  just  want  to  thank  Mr.  Seidman  and  waive  any 
interrogation  in  deference  to  Mr.  Stockman,  who  has  been  waiting. 

Mr.  Pickle.  We  thank  you  gentlemen  for  your  testimony.  I  said 
at  the  beginning,  and  I  want  to  repeat,  you  have  given  us  a 
number  of  recommendations,  and  I  think  the  committee  would 
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recognize  your  sincerity  and  the  possibility  of  enacting  some  of 
them.  We  may  disagree,  but  it  is  a  worthwhile  presentation  of 
testimony  in  this  vital  program.  We  thank  you  all. 

Mr.  Seidman.  We  will  be  glad  to  cooperate  with  the  subcommit- 
tee in  any  way  we  can. 

Mr.  Pickle.  Thank  you. 

Now  the  chair  will  ask  the  Director  of  the  Office  of  Management 
and  Budget,  Mr.  David  Stockman,  if  he  will  come  to  the  witness 
table,  please. 

Mr.  Stockman,  we  are  pleased  to  have  you  here  and  we  thank 
you  for  your  cooperation  in  adjusting  your  schedule.  We  notice  that 
you  are  the  star  witness  these  days  on  Capitol  Hill  and  we  feel 
privileged  to  have  you  here  because  you  made  a  lot  of  recommenda- 
tions that  are  very  important  to  us. 

We  would  be  pleased  now  to  hear  your  testimony  and  be  availa- 
ble for  questions. 

STATEMENT  OF  HON.  DAVID  A.  STOCKMAN,  DIRECTOR,  OFFICE 
OF  MANAGEMENT  AND  BUDGET 

Mr.  Stockman.  Mr.  Chairman,  I  appreciate  the  opportunity  to 
testify  on  this  very  critical  and  important  matter.  I  would  like  to 
commend  you  for  your  invaluable  efforts  and  long-term  interest  in 
our  social  security  system. 

I  think  you  are  far  ahead  of  the  administration  at  this  point  in 
time  and  so  I  come  today  not  with  any  fully  developed  view  as  to 
how  we  solve  this  entire  problem  but  with  a  number  of  general 
suggestions  and  some  very  specific  legislative  changes  which  I 
think  in  a  modest  way  can  help  us  resolve  the  solvency  and  the 
funding  problem  we  face  both  in  the  near  and  the  longer  term. 

If  there  is  any  particular  benchmark  with  which  this  administra- 
tion begins  as  it  looks  at  both  the  near  term  and  the  longer  term 
problem  in  social  security,  it  is  that  we  cannot  solve  the  problem 
simply  by  cranking  up  the  payroll  tax  rates  once  again. 

We  are  going  to  have  to  look  in  two  alternative  directions:  One, 
getting  our  economy  performing  well  again  so  that  the  built-in 
assymetry  we  have  today  in  which  prices  are  increasing  faster  than 
wages  and,  therefore,  rapidly  draining  the  balance  and  the  solven- 
cy of  the  system  can  be  reversed  and;  second,  that  we  are  going  to 
have  to  consider  in  a  very  careful  way  benefit  adjustments  that  can 
help  to  bring  the  revenues  of  the  system  back  into  balance  with  the 
payoffs  to  which  we  are  obligated. 

We  have  proposed  as  part  of  our  fiscal  reform  plan  and  fiscal 
saving  plan  for  the  1982,  1983,  and  1984  fiscal  period,  a  number  of 
these  benefit  adjustments  which  we  think  are  justified  both  in 
terms  of  fiscal  policy  and  overall  budget  savings  but  also  as  part  of 
our  effort  to  retarget  the  whole  array  of  entitled  benefits  in  a  more 
efficient  way  so  that  with  fewer  dollars  we  can  meet  the  real  needs 
of  our  society. 

I  have  described  these  at  some  length  in  the  prepared  testimony 
that  I  have  this  morning.  With  your  permission,  I  would  like  to 
submit  that  for  the  record  and  then  very  briefly  describe  these  four 
proposals,  indicate  the  amount  of  savings  to  the  trust  fund  these 
proposals  could  accrue  over  the  next  5  years,  and  then  take  your 
questions  on  these  specific  measures. 
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Mr.  Pickle.  Mr.  Stockman,  your  statement  will  appear  in  the 
record  and  I  will  now  ask  you  to  summarize  and  make  whatever 
comments  you  wish. 

Mr.  Stockman.  The  four  benefit  changes  we  are  proposing  at  the 
same  time  are:  One,  to  phase  out  the  student  benefit  under  the 
social  security  system;  second,  to  eliminate  immediately  the  mini- 
mum benefit;  third,  to  make  some  changes  in  the  disability  insur- 
ance program  and;  four,  to  eliminate  the  lump-sum  death  benefit 
in  cases  where  there  are  no  insured's  survivors  in  the  situation. 

The  phasing  out  of  the  student  benefit  is  justified  not  only  be- 
cause of  the  large  dollar  savings  that  would  accrue  to  the  general 
budget  and  the  trust  fund  but  because  we  think  there  is  a  far  more 
efficient  way  to  provide  benefits  for  students  who  truly  have  need 
of  help  with  their  higher  education  financing. 

When  this  benefit  was  put  into  the  system  in  1965,  we  had  very 
few  Federal  benefit  programs  in  terms  of  either  grants  or  loans  for 
higher  education  purposes. 

Today  we  have  more  than  $6  billion  worth  of  Federal  higher 
education  programs  of  one  type  or  another. 

We  believe,  therefore,  it  would  be  appropriate  to  eliminate  the 
student  benefit  and  to  recognize  that  any  of  the  800,000  students 
who  are  receiving  benefits  out  of  social  security  today  who  have 
financial  need  will  be  eligible  both  for  the  grant  program  and  for 
the  guaranteed  student  loan  program  as  we  are  proposing  to 
configure  it. 

Those  who  could  not  demonstrate  financial  need  either  through 
the  grant  program  or  through  the  guaranteed  student  loan  pro- 
gram would  not  be,  in  our  judgment,  deserving  of  assistance  and 
would  have  to  rely  on  their  own  resources. 

This  change,  Mr.  Chairman,  if  we  phase  out  those  students  who 
are  benefiting  today  at  25  percent  per  year,  1982  through  1984, 
would  save  $1  billion  for  the  trust  fund  in  1982  and  that  would 
amount  to  $1.7  billion  per  year  by  1985. 

Over  the  period,  more  than  $6.1  billion  in  trust  funds  savings 
would  be  accrued. 

The  second  proposal  we  have  is  to  eliminate  the  special  mini- 
mum benefit  for  essentially  the  same  reason.  That  was  put  into  the 
law  before  we  had  a  national  floor  of  means  testing  benefits  for  the 
low-income  elderly. 

Today,  the  program  is  simply  redundant.  In  a  case  where  addi- 
tional support  is  provided,  it  results  in  a  dollar-per-dollar  loss  of 
SSI  benefits;  in  other  cases  where  financial  need  is  not  present,  it 
simply  results  in  windfall  benefits  that  can't  be  justified  in  the 
context  of  either  our  fiscal  problem  or  our  trust  fund  financing 
problem. 

If  the  committee  will  be  agreeable  to  this  proposal,  we  could  save 
$1.3  billion  in  1982  in  trust  fund  expenses  and  over  the  next  4 
years  savings  would  be  nearly  $6  billion. 

The  third  proposal  we  have  made  is  to  simply  eliminate  the 
lump-sum  death  benefit  in  the  case  where  survivors  are  not  pres- 
ent. This  would  save  $200  million  per  year,  and  I  think  is  well 
justified  by  the  proposal  that  we  have  made. 

Finally,  we  have  recommended  a  series  of  changes  in  the  disabil- 
ity insurance  program.  Part  of  those  savings  would  be  achieved 
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through  tightening  of  the  administration  because  we  believe  there 
is  ample  evidence  from  GAO  studies,  from  Social  Security  Adminis- 
tration studies,  to  indicate  that  there  are  those  receiving  benefits 
today  who  are  not  truly  eligible  or  actually  entitled  to  benefits. 

We  believe  an  aggressive  effort  to  implement  the  law  and  to 
eliminate  excess  eligibility  for  those  who  are  unqualified  would 
save  increasing  amounts  of  money  over  the  next  several  fiscal 
years  rising  to  nearly  $1  billion  per  year  by  1985. 

In  addition,  we  have  proposed  to  the  committee  that  a  cap  be 
imposed  on  the  disability  payment  level  for  any  beneficiary  that 
would  take  into  account  disability  payments  coming  from  other 
sources,  particularly  State  disability  programs,  workmen's  compen- 
sation programs  and  so  forth. 

The  basic  policy  recommendation  is  the  sum  of  all  disability 
payments,  both  those  from  the  Federal  security  system  and  other 
systems,  could  not  exceed  the  earning  level  of  that  beneficiary 
prior  to  disability  indexed  for  inflation  over  the  period  of  disability. 

We  believe  this  is  a  fair  and  justifiable  proposal  and  one  that 
would  discourage  any  efforts  to  abuse  or  take  advantage  of  our 
Federal  disability  program. 

Mr.  Chairman,  I  am  particularly  concerned  about  the  growth 
both  in  the  caseload  and  the  total  costs  of  the  disability  insurance 
program,  and  I  believe  that  the  kind  of  administrative  steps  we 
have  proposed,  as  well  as  this  and  other  adjustments  in  the  eligibil- 
ity criteria  could  go  a  long  way  toward  refocusing  the  program  on 
those  it  was  designed  to  benefit — workers  in  our  society  who 
become  truly  disabled  as  a  result  of  events  that  occurred  either  in 
the  workplace,  or  other  disabling  events. 

Mr.  Chairman,  these  proposals  obviously  can't  solve  the  larger 
solvency  problem  that  your  committee  is  grappling  with  but  I 
would  point  out  to  the  committee  that  in  1982  these  proposals 
could  save  nearly  $3  billion  in  trust  fund  expenses,  that  those 
savings  would  rise  to  nearly  $6  billion  a  year  by  1986,  and  that 
over  the  next  5  years  these  proposals,  if  adopted  and  implemented 
by  the  committee,  could  save  more  than  $20  billion  in  trust  fund 
expenses. 

I  know  as  you  delve  deeper  into  this  problem  and  begin  to 
fashion  the  legislative  solutions  that  will  be  required  in  terms  of 
benefit  adjustment,  you  will  have  to  consider  literally  dozens,  if  not 
hundreds,  of  possible  changes  in  the  structure  of  the  benefit 
system,  in  the  eligibility  criteria,  with  a  view  to  refocusing  the 
program  on  those  basic  purposes  for  which  it  was  established. 

I  believe  that  these  are  a  good  start,  that  these  recommendations 
that  we  have  made  are  well  justified,  and  that  they  not  only  will 
provide  some  of  the  fiscal  savings  that  we  need  to  balance  the 
overall  budget  but  they  will  contribute  even  larger  savings  in 
terms  of  the  near  term  solvency  problem  that  we  have  with  the 
funds. 

Having  made  these  opening  remarks,  Mr.  Chairman,  I  will  be 
very  happy  to  respond  to  any  questions. 
[The  prepared  statement  follows:] 
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Statement  of  Hon.  David  A.  Stockman,  Director  of  the  Office  of 
Management  and  Budget 

Thank  you  for  the  opportunity  to  appear  before  this  distinguished  panel  to  discuss 
the  Administration's  budgetary  initiatives  relating  to  the  Social  Security  System. 

The  task  before  us  all,  Mr.  Chairman,  is  a  difficult  one.  Working  with  you  and 
your  colleagues,  this  Administration  seeks  to  find  a  means  whereby  we  can  restore 
the  Social  Security  system  to  a  sound  financial  footing,  both  in  the  near  term  and  in 
the  future.  At  the  same  time,  we  are  all  keenly  aware  of  the  impact  of  ever-rising 
taxes  on  our  economy.  Thus,  we  face  the  difficult  task  of  bringing  the  system  into 
balance  without  the  tool — the  FICA  tax  increase — most  frequently  used  in  the  past 
to  stave  off  short-run  Social  Security  financing  problems. 

I  do  not  appear  before  you  today,  Mr.  Chairman,  with  a  blueprint  for  the  sort  of 
fundamental  reforms  needed  to  assure  the  system's  solvency.  Secretary  Schweiker 
has  already  appeared  before  the  Committee,  and  indicated  the  direction  in  which 
the  Administration  is  now  heading  to  craft  a  legislative  proposal  addressing  the 
system's  wider  problems.  Today,  Mr.  Chairman,  rather  than  re-covering  this  ground, 
I  hope  to  share  with  you  the  Administration's  thinking  on  how  the  elements  of  the 
President's  Program  for  Economic  Recovery  address  some  of  the  underlying  ques- 
tions we  will  face  in  working  together  toward  relieving  the  problems  we  presently 
face  and  answer  any  questions  you  may  have  about  these  proposals. 

In  his  message  to  the  Congress  on  February  18,  and  in  the  revised  budget  sent  to 
the.  Hill  this  week,  the  President  has  proposed  four  major  actions  affecting  Social 
Security.  These  are  the  proposal  to  eliminate  the  so-called  minimum  benefit;  the 
proposal  to  phase  out  special  Social  Security  benefits  for  adult  students;  needed 
reforms  in  the  Disability  Insurance  program;  and  the  proposal,  announced  this 
week,  to  eliminate  payment  of  Social  Security  lump  sum  death  benefit  in  those 
cases  where  there  are  no  surviving  beneficiaries. 

While  these  proposals  each  address  different  areas  of  the  Social  Security  system,  I 
would  like  to  suggest  today,  Mr.  Chairman,  that  they  all  embody  a  common  ele- 
ment, an  essential  theme  that  has  guided  the  Administration's  overall  proposals  in 
the  "safety  net"  or  entitlements  area.  That  theme,  Mr.  Chairman,  is  that  our 
present  system  of  entitlements,  which  were  originally  designed  to  meet  the  minimal 
needs  of  the  truly  needy  in  our  society,  have  over  the  years  acquired,  for  perfectly 
valid  reasons,  benefit  add-ons  and  other  features  which,  when  viewed  in  light  of 
present  conditions,  are  either  no  longer  needed,  or  else  have  become  of  relatively 
low  priority  compared  to  the  need  to  ensure  an  adequate  minimum  level  of  income 
for  our  citizens. 

The  four  major  budgetary  initiatives  which  the  President  has  announced  are 
classic  illustrations  of  program  features  which  have  outlived  their  usefulness,  or 
else  produced  effects  that  provide  cash  transfers  to  individuals  at  levels  far  beyond 
that  needed  to  ensure  adequate  income  support. 

MINIMUM  BENEFIT 

Consider,  Mr.  Chairman,  the  Social  Security  minimum  benefit  provision.  This 
basic  benefit  hold-harmless,  originally  enacted  at  the  level  of  $10  per  month,  was 
designed  to  provide  added  assistance  to  those  persons  who,  due  to  work  histories  in 
uncovered  unemployment  or  unusually  low  wage  histories,  qualified  for  benefits  of  a 
lesser  amount.  At  the  time  this  provision  was  enacted,  there  was  no  other  safety  net 
under  those  who,  either  due  to  their  age  at  the  time  the  Social  Security  Act  was 
passed  or  other  reasons,  fell  through  the  cracks  of  the  income  support  system 
created  by  that  Act. 

Since  that  time,  Mr.  Chairman,  the  Supplemental  Security  Income  program  has 
been  enacted  by  the  Congress.  This  program,  which  has  been  on  the  books  now  for 
over  nine  years,  is  designed  to  fulfill  exactly  this  same  purpose — and  fill  it  more 
adequately.  In  fact,  the  great  majority  of  low-income  retirees  who  are  receiving 
additional  assistance  through  the  Social  Security  system  minimum  benefit  provi- 
sions are  also  receiving  cash  SSI  payments.  The  irony,  however,  is  that  the  addition- 
al dollars  they  receive  through  Social  Security,  Mr.  Chairman,  are  offset,  dollar-for- 
dollar,  by  reduced  SSI  benefits.  Totally  eliminating  the  minimum  benefit  provision, 
therefore,  would  not  reduce  cash  assistance  to  the  truly  needy,  whom  the  provision 
was  designed  to  protect,  by  as  much  as  one  dollar. 

What  it  would  do,  Mr.  Chairman,  is  to  eliminate  windfall  benefits  for  those  83 
percent  of  minimum  benefit  recipients  who  would  not  qualify  for  SSI  assistance.  As 
you  are  aware,  Mr.  Chairman,  the  great  majority  of  minimum  beneficiaries  have 
substantial  sources  of  outside  income,  primarily  due  to  pensions  from  non-covered 
employment. 
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No  one  can  quarrel  with  providing  these  retirees  with  the  Social  Security  benefit 
they  deserve  based  on  their  earnings  history  in  covered  employment.  Yet  increasing 
their  benefits  above  this  amount  through  a  provision  designed  to  protect  the  needy 
can  no  longer  be  justified,  given  the  precarious  position  of  the  trust  fund.  Eliminat- 
ing the  minimum  benefit  effective  August  1  of  this  year  would  save  $100  million  in 
fiscal  year  1981  and  $400  million  in  fiscal  year  1982,  while  ensuring  that  the  truly 
needy  do  not  lose  one  dollar  of  benefits. 

BENEFITS  FOR  ADULT  STUDENTS 

The  present  practice  of  providing  additional  benefits  to  dependent  students  be- 
tween the  ages  of  18  and  22  is  another  well-meaning  program  feature  that  has  been 
superseded  by  later  events.  At  the  time  this  provision  was  enacted,  resources  for 
student  assistance  were  not  readily  available,  and  the  provision  made  sense  to  the 
extent  that  it  prevented  adult,  but  dependent,  students  from  constituting  an  impos- 
sible drain  on  a  family's  retirement  resources. 

Since  that  time,  however,  other  forms  of  federal  student  assistance  have  expanded 
dramatically,  ensuring  that  sufficient  funds  are  available  to  meet  the  true  educa- 
tional needs  of  students.  Since  1970,  there  has  been  a  five-fold  increase  in  federal 
support  for  higher  education;  other  forms  of  assistance  have  risen  as  well.  In  this 
environment,  this  general  benefit  add-on  is  no  longer  needed. 

This  Administration  believes  that  federal  student  assistance,  generally,  should  be 
refocused  on  students  with  financial  need.  For  this  reason,  we  have  proposed  that 
all  federal  student  assistance  be  placed  on  a  "remainder  of  needs"  basis.  This 
flexible  approach  will  take  into  consideration  the  actual  needs  of  individual  fami- 
lies, as  well  as  the  resources  the  family  has  that  can  be  committed  to  a  student's 
education. 

Under  our  overall  proposal,  students  who  would  become  ineligible  for  increased 
Social  Security  benefits  would  have  that  benefit  reduction  taken  into  consideration 
in  determining  the  ability  of  the  family  to  support  the  student's  educational  costs, 
and  have  their  educational  assistance  package  increased,  if  needed,  to  meet  that 
overall  need.  In  this  way,  our  combined  proposals  will  ensure  that  all  students  with 
financial  needs  remain  eligible  for  the  amount  of  assistance  needed  to  complete 
their  educations. 

DISABILITY  INSURANCE 

Mr.  Chairman,  the  Congress  has  taken  a  strong  interest  in  ensuring  that  our 
Disability  Insurance  program  provides  adequate  compensation  to  those  who  lose 
their  jobs  because  of  physical  disabilities,  and  yet  does  not  provide  an  incentive  for 
those  who  are  no  longer  disabled  to  remain  away  from  work. 

The  Ninety-Sixth  Congress  took  strong  steps  in  that  direction.  The  President's 
proposals  on  Disability  Insurance  are  designed  to  complement  those  efforts,  provid-  ! 
ing  the  additional  steps  necessary  to  make  certain  that,  while  compensation  is  ) 
sufficient  to  replace  a  disabled  worker's  lost  income,  the  program  does  not  inadvert- 
ently overcompensate  those  whose  prospects  for  returning  to  work  are  otherwise  1 
good. 

The  major  instrument  in  the  President's  proposal  to  achieve  this  end  is  an 
explicit  limit  on  total  disability  compensation,  equal  to  the  worker's  pre-disability  i 
earnings,  adjusted  for  inflation.  This  "mega-cap"  will  ensure  that,  while  lost  income 
is  protected,  the  indexing  mechanisms  in  the  Disability  Insurance  system  do  not 
provide  DI  payments  in  excess  of  prior  earnings. 

The  mega-cap  would  also  consider  disability  income  from  other  sources,  such  as 
workman's  compensation  or  state  insurance  arrangements,  in  determining  the  total 
amount  of  the  DI  payment,  so  that  DI  payments  never  result  in  compensation  in 
excess  of  the  present  value  of  prior  earnings.  Compensation  and  pension  payments  . 
through  the  Veterans  Administration,  however,  would  not  be  counted  under  the 
"mega-cap." 

The  President's  proposals  are  also  designed  to  ensure  that  Disability  Insurance 
payments  do  not  become  a  windfall  benefit  for  those  who  are  adequately  covered 
under  other  disability  arrangements.  Under  current  law,  those  in  "currently-in- 
sured" status  can  receive  DI  payments.  In  certain  cases,  individuals  are  eligible  for 
benefits  who  have  not  worked  in  Social  Security  covered  employment  in  the  last  five 
years.  The  Administration  proposes  that  an  additional  test,  for  new  applicants,  be 
added  to  provide  that  beneficiaries  must  have  worked  in  at  least  6  of  the  last  13 
calendar  quarters.  While  no  current  beneficiaries  would  lose  eligibility  or  benefits 
under  this  proposal,  those  who  first  qualify  for  benefits  after  June  1  of  this  year 
would  have  to  meet  this  new  requirement.  The  disabled  blind,  however,  would  be 
exempt  from  this  additional  test. 
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LUMP-SUM  DEATH  BENEFITS 

The  present  treatment  of  lump  sum  death  payments  is  another  example  of  how  a 
well-meaning  provision  can  produce  outlays  that  are  inconsistent  with  the  intended 
purpose  of  the  benefit. 

The  original  design  of  the  lump  sum  payment  was  to  ensure  that  those  who  are 
dependent  on  Social  Security  for  their  income  were  not  saddled  with  heavy  addition- 
al funeral  costs  when  the  beneficiary  dies.  Yet  by  enacting  this  benefit  in  the  form 
of  a  general  entitlement,  we  have  created  a  situation  where  roughly  half  of  all 
payments  being  made  today  are  disbursed  in  situations  where  there  are  no  surviv- 
ing Social  Security  beneficiaries. 

The  Administration  believes  that  the  relief  this  provision  currently  provides 
should  be  targeted  on  those  who  need  it  most,  rather  than  being  routinely  paid  to 
the  beneficiary's  estate,  or  to  funeral  home  operators.  Under  the  President's  propos- 
al, substantial  trust  fund  savings  can  be  achieved  without  eliminating  this  needed 
support  to  those  who  depend  on  the  survivor's  Social  Security  benefit. 

A  MODEST  FIRST  STEP 

In  total,  Mr.  Chairman,  the  Administration's  budgetary  initiatives  will  reduce 
trust  fund  outlays  by  over  $100  million  in  Fiscal  Year  1981,  and  by  $3.0  billion  in 
Fiscal  Year  1982.  The  President  believes  that  quick  action  on  these  proposals  can 
contribute  importantly  to  our  overall  task  of  restoring  the  fiscal  health  of  the 
overall  system. 

No  set  of  individual  line  item  changes,  of  course,  can  restore  the  trust  funds  to 
permanent  balance.  In  the  months  ahead,  the  President  will  propose  those  addition- 
al measures  necessary  to  complete  this  important  task. 

These  four  major  changes,  however,  signal  a  strong  common  theme  which  I 
believe  can  guide  our  deliberations  in  this  area.  Our  basic  commitment  to  thl  Social 
Security  system  is  not  the  fault  of  the  trust  fund's  current  difficulties.  Rather,  it  is 
those  benefit  provisions  which,  while  well-intended,  have  over  the  years  become 
obsolete,  or  superseded  by  other  more  explicit  federal  efforts,  that  constitute  the 
drain  on  system  resources  that  has  produced  the  trust  fund's  insolvency.  By  deter- 
mined and  careful  review  of  these  provisions,  Mr.  Chairman,  I  believe  that,  working 
together,  we  can  go  a  long  way  toward  rectifying  the  present  imbalance  between 
revenues  and  outlays  in  Social  Security. 

At  the  same  time,  we  must  remember  that  the  complex  workings  of  the  systems 
revenue  and  benfit  structure  do  not  occur  in  a  vacuum.  Rather,  many  of  the 
harmful  stresses  on  the  system  are  found  in  the  underlying  economy,  where  slug- 
gish or  negative  employment  growth  has  robbed  the  system  of  needed  revenues  at 
the  same  time  that  uncontrolled  inflation  has  accelerated  benefit  payouts. 

In  this  wider  view,  the  President's  overall  Program  for  Economic  Recovery  must 
be  seen  as  the  central  measure  needed  to  restore  growth,  reduce  inflation,  and  bring 
the  trust  funds  into  balance.  Enacting  the  President's  program  is  the  greatest  single 
step  that  we  can  jointly  undertake  to  ensure  the  social  security  of  this  Nation. 

I  look  forward  to  working  with  you  to  achieve  this  important  task.  I  welcome  any 
questions  you  may  have. 

Mr.  Pickle.  Thank  you,  Mr.  Stockman. 

First,  I  want  to  express  my  appreciation  to  you  for  the  comments 
you  made  on  one  of  the  most  important  issues  concerning  the 
welfare  of  this  country  outside  of  defense,  stabilizing  the  social 
security  program. 

I  also  want  you  to  know  that  we  as  a  committee  have  no  intent 
to  fight  per  se  these  recommendations.  We  recognize  there  is  some 
validity  to  them. 

We  may  not  agree  to  the  manner  in  which  they  are  recommend- 
ed but  we  are  not  looking  at  it  negatively.  We  are  trying  to  find 
answers  the  same  as  you  and  the  administration.  You  have  a  very 
difficult  job  of  making  recommendations  that  are  not  popular  in 
some  quarters  at  least,  and  you  have  to  face  some  difficult  deci- 
sions, and  you  have  faced  them  and  we  have  to  do  the  same  thing. 
We  want  to  execute. 
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I  want  to  say  to  you  further  before  I  start  my  time — this  is  extra 
time — this  committee  has  taken  no  position  on  any  one  part  of  this 
overall  program. 

I  want  to  assure  you  that  I  think  as  chairman  of  this  committee  I 
can  say  to  you  it  is  the  intent  of  this  committee  to  cooperate  with 
the  administration  and  try  to  make  what  savings  we  can  in  the 
overall  budget,  including  the  social  security  program. 

We  have  problems  in  that  area  that  may  be  more  difficult  than 
others  but  we  are  looking  at  it  positively  because  we  think  we  have 
to  meet  the  recommendations  of  the  administration  on  an  open  and 
perhaps  head-to-head  basis. 

I  don't  know  whether  or  not  we  can  do  that,  but  the  intent  is 
there  to  do  something  about  it. 

We  have  a  lot  of  problems.  I  want  to  ask  you  a  question  or 
maybe  two — I  will  ask  for  a  few  extra  minutes  on  the  first  one. 

My  question  is  not  in  opposition  but  is  an  attempt  to  try  to 
arrive  at  how  you  will  save  at  this  money. 

Permit  me  to  go  into  a  discussion  of  the  minimum  benefits 
because  my  staff  tells  me  we  have  difficulty  in  reaching  the  goals 
you  recommended  in  the  manner  and  in  the  timetable  you  recom- 
mended. 

Permit  me  to  follow  a  scenario,  to  present  a  scenario  to  you  as  it 
has  been  presented  to  me  with  respect  to  the  minimum  benefit. 

I  am  told  certain  steps  would  have  to  be  taken  if  we  could  make 
the  savings  you  are  talking  about.  Before  I  go  into  that,  I  notice, 
Mr.  Stockman,  you  said  you  will  save  $1.3  billion  on  the  minimum 
benefit. 

Your  testimony  makes  the  statement  that  eliminating  the  mini- 
mum benefit  would  save  $100  million  in  fiscal  year  1981  and  $400 
million  in  fiscal  year  1982. 

Mr.  Stockman.  May  I  correct  that.  That  was  a  typing  mistake  in 
the  testimony.  I  should  have  mentioned  it  as  I  was  going  through 
the  data.  I  would  like  to  correct  that  for  the  report. 

Mr.  Pickle.  Which  record  do  you  want  to  correct? 

Mr.  Stockman.  The  committee  record. 

Mr.  Pickle.  This  $400  million. 

Mr.  Stockman.  Let  me  make  clear  to  the  committee  that  you 
really  have  two  sets  of  numbers  here.  You  have  the  gross  savings 
to  the  trust  fund  that  would  result  from  these  changes.  Those  were 
the  numbers  that  I  presented  to  the  committee  this  morning. 

Then  you  have  a  second  set  of  numbers  which  concerns  the  net 
savings  to  the  Federal  budget  because  in  many  of  these  cases  there 
would  be  increases. 

In  the  case  of  the  benefit  there  would  be  higher  payouts  under 
SSI  that  would  partially  offset  the  lower  ones  under  social  security. 

In  terms  of  our  budget  presentation  to  the  Congress  we  have 
presented  the  net  figures  but  this  morning  I  presented  the  gross 
savings  to  the  trust  fund  to  you  because  I  understood  the  primary 
focus  of  this  committee  was  to  look  at  the  trust  fund  and  the 
savings  that  could  result. 

Mr.  Pickle.  There  could  be  a  difference  between  the  net  and  the 
gross. 

Mr.  Stockman.  It  would  be  $1  billion  net  savings. 
Mr.  Pickle.  One  billion  net. 
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Mr.  Stockman.  1.4  gross  to  the  trust  fund. 

Mr.  Pickle.  We  may  have  questions.  We  want  to  look  at  how 
that  would  work  but  we  have  the  figures  and  I  am  glad  you 
corrected  that  $400  million  there. 

I  am  told  the  steps  that  would  have  to  be  taken  to  eliminate  the 
minimums  benefit  are  as  follows: 

1.  A  search  of  the  entire  35-million-strong  benefit  roll  would  have 
to  be  made  to  determine  who  might  be  a  minimum  beneficiary. 
Presumably  this  would  be  anyone  with  a  low  benefit  amount. 

2.  Allowances  would  have  to  be  made  in  this  search  for  several 
different  possible  minimums:  There  would  be  different  minimum 
amounts  depending  upon  when  the  individual  came  on  the  rolls,  as 
there  have  been  some  dozen  or  so  different  formulas  under  which 
current  beneficiaries  might  have  come  on  the  program  over  the 
years. 

There  would  also  be  different  amounts  depending  on  whether  the 
individual  was  retired,  disabled  or  a  dependent.  And  there  would 
be  different  amounts  if  the  individual  retired  early  or  worked  after 
retirement. 

3.  After  making  this  rather  complicated  search  of  the  entire 
benefit  rolls,  each  likely  minimum  beneficiary  would  have  to  be 
checked  out. 

Now  this  information  is  not  on  computer,  so  there  would  have  to 
be  a  manual  search  of  these  estimated  3  million  cases  in  some  nine 
different  payment  centers. 

This  would  have  to  be  done  to  be  sure  that  these  individuals 
were  indeed  minimum  beneficiaries,  and  to  determine  what  their 
actual  earnings  record  is. 

4.  A  computation  would  have  to  be  made  of  what  each  individ- 
ual's so-called  actual  earned  benefit  would  be — keeping  in  mind 
that  we  have  changed  the  method  of  calculating  benefits  so  a 
hypothetical  minimum  likely  would  have  to  be  constructed. 

5.  Further  computations  would  have  to  be  made  to  determine  if 
the  person  was  eligible  under  the  old-start  method  or  under  the 
special  minimum,  which  is  a  different  benefit. 

6.  Increases  since  the  person  came  on  the  rolls  would  have  to  be 
added  to  the  new  minimum  amount. 

7.  Any  actuarial  reduction  due  to  early  retirement  would  have  to 
be  made,  and  the  new  benefit  would  have  to  be  fitted  in  with 
various  other  family  benefits. 

8.  In  at  least  25  percent  of  these  cases  a  new  SSI  benefit  would 
have  to  be  calculated. 

To  do  this  work — if  you  disagree,  I  want  you  to  respond  in  just  a 
minute — it  would  take,  as  your  people  have  recommended — and 
perhaps  you  did  in  your  testimony  this  morning — some  6,000  or 
9,000  man-years  of  work. 

We  are  talking  of  a  program  of  some  25,000  man-years  to  try  to 
take  care  of  all  the  normal  Social  Security  Administration  work 
each  quarter. 

So  this  job  you  are  talking  about  would  take  between  6,000  to 
9,000  man-years  of  work.  That  would  mean  you  would  have  to  find 
that  many  people,  train  them,  hire  them,  put  them  out  to  do  work 
in  3  months'  time. 
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As  a  practical  matter,  we  have  difficulty  finding  people  in  the 
disability  program  to  carry  out  provisions  of  the  law  we  passed  this 
last  session.  These  are  practical  aspects. 

We  don't  see  how  you  can  possibly  save  that  kind  of  money  and 
how  you  intend  to  handle  it. 

Mr.  Stockman.  First,  Mr.  Chairman,  all  of  those  complexities  in 
converting  from  the  fixed  minimum  benefit  today  to  the  earned 
amount  that  actually  the  beneficiary  would  be  eligible  for  are  true. 

Those  are  some  very  serious  administrative  complexities. 

But  I  would  point  out  that  would  be  a  onetime  cost,  the  6,000  to 
9,000  man-years,  the  cost  we  would  have  to  absorb  this  summer  or 
next  fall  in  making  the  conversion. 

But  once  you  had  converted  those  records  from  the  paper  files 
that  they  are  contained  in  today  to  computer  tape,  all  those  adjust- 
ments in  terms  of  the  benefit  recalculation  could  be  done  automati- 
cally. 

So  it  is  a  question  of  whether  you  would  be  willing  to  spend  a 
little  money  up  front  to  make  the  conversion  to  get  them  done  to 
computer  tape  in  order  to  save  in  the  future. 

Mr.  Pickle.  I  would  agree  with  you  it  would  be  a  onetime  and  it 
may  be  a  step  to  take  or  some  appropriate  step,  so  I  will  not  argue 
with  you  about  it. 

But  at  the  same  time  from  a  budget  standpoint,  you  can  say  we 
can  make  this  much  savings.  We  don't  know  where  you  will  get 
those  people  and  it  would  be  a  tremendous  cost  and  we  don't  know 
that  it  is  doable. 

Do  you  think  it  is  doable  in  the  3  months'  time  you  are  talking 
about? 

Mr.  Stockman.  I  am  not  sure  what  time  frame  it  would  be.  HHS 
believes  it  would  be  a  3-  to  6-month  time  frame  if  you  had  a 
contractor  well  organized  and  efficiently  managed. 

That  means  the  savings  we  have  shown  are  the  optimum  savings 
you  could  get  for  fiscal  1982. 

But  once  you  have  made  the  conversion,  and  put  the  earned 
benefit  amount  on  the  tapes  so  that  the  calculation  of  monthly 
payments  could  be  made  on  that  basis  you  would  continue  to 
accrue  large  savings  in  future  years. 

Mr.  Pickle.  I  would  hope  that  whatever  we  agree  on — but  I 
would  assume  it  would  be  your  intent  that  if  you  did  try  to  make 
this  kind  of  massive  saving  in  the  short  time  available  to  us,  I 
question  whether  it  is  realistic — but  if  we  could,  I  would  assume 
that  you  would  not  be  taking  away  the  man-hours  of  the  people 
who  are  carrying  on  their  regular  work  now. 

Mr.  Stockman.  Absolutely  not.  As  a  matter  of  fact,  the  employ- 
ment ceilings  for  HHS  for  fiscal  year  1982  we  have  increased  by 
9,000 — 9,000  for  the  specific  purpose  of  handling  that  ballooned 
work. 

Mr.  Pickle.  Here  we  get  into  the  net  or  the  gross,  and  I  assume 
you  are  saying  to  me  instead  of  man-hours  you  would  add  posi- 
tions? 

Mr.  Stockman.  Yes. 

Mr.  Pickle.  One  other  question  and  then  I  want  to  recognize 
other  members  of  the  committee. 
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You  said  at  the  beginning  of  your  statement  that  you  thought 
the  difficulty  we  are  facing  today  is  largely  because  of  the  economy 
and  we  can  cure  so  many  of  our  problems  in  social  security  if  we 
get  inflation  down  and  employment  up  and  have  less  early  retire- 
ment— the  heavy  drains  that  are  taking  place  in  the  program,  and 
I  would  agree  with  you. 

We  must  hope  that  will  happen  because  a  lot  of  people  think  this 
program  has  gone  broke  and  it  has  not;  it  is  because  of  the  difficul- 
ties in  the  economy,  and  the  best  thing  would  be  to  turn  that 
around. 

The  administration  has  laid  out  as  a  goal  fighting  inflation  to 
help  all  across  the  board. 

I  don't  think  there  is  any  question  about  probably  the  most 
difficult  problem  we  have  in  the  area  of  inflation  is  the  cost  of 
living,  what  it  does  to  our  program.  It  cost  us  last  year  approxi- 
mately $17  billion. 

My  question  to  you:  Can  you  say  whether  the  administration  will 
recommend  some  kind  of  adjustment  to  the  cost-of-living  index? 

I  notice  that  you  have  resisted  the  statement  being  made  by 
members  of  both  parties  that  we  must  face  it.  Does  the  administra- 
tion have  a  set  position  on  the  cost-of-living  index  yet? 

Mr.  Stockman.  Mr.  Chairman,  our  position  is  we  do  not  recom- 
mend a  change  in  the  existing  cost-of-living  adjustment  for  social 
security. 

But  I  would  like  to  qualify  that  statement  by  indicating  there  are 
two  very  separate  problems,  and  our  feeling  on  one  is  much  strong- 
er than  on  the  other. 

The  first  problem  is  indexing.  How  are  you  going  to  provide  100 
percent  indexing  for  the  cost  of  living  assuming  that  you  can 
measure  it  correctly? 

We  believe  strongly  that  that  is  a  necessary  policy  to  continue. 
The  reason  for  that  is  that  the  retired  population  has  suffered 
devastating  losses  in  the  accumulated  savings  and  assets  that  rep- 
resent the  work  of  a  lifetime  as  a  result  of  inflation  that  has  been 
generated  by  Government  policy  for  more  than  10  years. 

After  losing  billions  of  dollars  in  the  value  of  their  savings,  their 
life  insurance  policies,  their  pensions,  their  bonds,  other  fixed  fi- 
nancial investments,  it  does  not  seem  to  us  appropriate  to  try  to 
solve  the  problem  either  of  social  security  or  the  Federal  budget  by 
asking  for  85-percent  indexing  or  60-percent  indexing,  because  the 
effect  of  that  is  to  steadily  erode  the  real  value  of  the  social 
insurance  payment  to  which  they  are  entitled. 

Second,  there  is  a  distinct  and  separate  problem  of  overindexing; 
that  is,  the  question  of  whether  or  not  the  CPI  overmeasures  the 
true  inflation  rate  and,  therefore,  provides  extra  or  excessive  index- 
ing. 

My  view  is  that  only  occurs  when  inflation  is  getting  worse,  the 
mortgage  rate  is  increasing,  housing  prices  are  rising  at  more  rapid 
rates  than  the  general  picture,  when  the  inflation  level  in  the 
economy  is  going  up.  Yet  a  careful  empirical  statistical  analysis 
will  show  if  we  turn  around  the  basic  direction  of  our  financial 
markets  and  bring  inflation  steadily  down,  under  those  circum- 
stances the  CPI  is  not  overmeasuring  and  may  be  well  under  the 
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basic  inflation  rate,  so,  therefore,  you  have  a  more  limited  question 
on  the  overindexing  issue. 

That  is,  if  we  achieve  the  kind  of  improvement  in  our  economy 
next  year  that  we  expect,  is  it  worth  changing  the  indexing  meas- 
ure from  CPI  to  CPI  and  some  other  index? 

If  it  worked  over  the  long  run  it  may  well  cost,  ironically,  the 
budget  and  the  trust  fund,  additional  outlays. 

Mr.  Pickle.  That  is  a  rather  general  answer. 

I  am  still  disturbed.  I  want  to  make  it  plain  this  committee  is  not 
attempting  to  eliminate  the  cost-of-living  index  but  we  don't  have 
extra  funds,  for  it  and  we  are  thinking  in  terms  of  some  kind  of 
adjustment. 

As  we  go  along,  we  may  be  presenting  the  administration  some 
options. 

Mr.  Stockman.  Mr.  Chairman,  we  would  be  eager  to  look  at  any 
options  you  might  want  to  present. 

I  was  just  trying  to  present  indexing  and  overindexing  but  the 
overindexing  has  to  be  analyzed  very  carefully. 

Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Mr.  Stockman,  we  are  delighted  to  have  you  before  our  commit- 
tee. 

I  must  say  that  your  answer  to  the  indexing  question  was  ex- 
tremely precise  and  I  think  extremely  well  taken. 

I  would  like  to  ask  if  you  can  spell  out  a  little  more  clearly  for 
the  committee  what  you  had  in  mind  when  you  mentioned  the  25- 
percent  phaseout  of  the  student  benefits. 

Mr.  Stockman.  Mr.  Archer,  the  proposal  is  that  no  new  students 
would  be  eligible  who  are  not  in  the  program  today  beginning  with 
the  fall  school  year. 

Mr.  Archer.  May  I  interrupt? 

When  you  say  they  are  not  eligible  for  the  fall  session  this  year, 
what  if  you  are  18  now  and  have  made  enrollment  plans  to  go  into 
school  this  fall? 

Mr.  Stockman.  You  would  not  be  eligible  for  social  security 
student  benefits. 
Mr.  Archer.  At  all? 

Mr.  Stockman.  But  you  would  be  eligible  for  other  financial 
assistance. 

Mr.  Archer.  I  understand  that. 

I  am  just  trying  to  understand  your  proposal. 

Mr.  Stockman.  Then  the  second  part  of  the  recommendation  has 
to  do  with  those  students  who  are  already  enrolled  in  school  and 
are  receiving  benefits  today.  Their  benefits  would  be  reduced  by  25 
percent  during  fiscal  year  1982,  50  percent  during  fiscal  year  1983, 
75  percent  during  fiscal  year  1984  and  then  they  would  disappear 
by  fiscal  year  1985. 

That  roughly  tracks  a  4-year  course  of  college  student  enrollment 
so  those  in  the  system  would  gradually  be  phased  out  as  they  move 
toward  graduation. 

Those  who  have  financial  need  could  replace  those  with  BEOG 
grants  or  guaranteed  student  loans. 

Mr.  Archer.  The  previous  witness  from  the  AFL-CIO  stressed 
strong  opposition  to  what  they  labeled  as  this  administration's 
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proposals  with  respect  to  student  benefits,  the  minimum  benefit 
and  the  death  benefit. 

Are  these  not  basically  restatements  of  the  position  taken  by  the 
previous  administration? 

Mr.  Stockman.  I  think  in  a  number  of  these  cases  the  previous 
administration  made  the  same  recommendation. 

Mr.  Archer.  The  previous  administration,  if  I  remember  correct- 
ly, did  not  even  have  the  type  of  phaseout  you  are  talking  about  on 
the  student  benefits. 

Mr.  Stockman.  Yes.  It  was  to  eliminate  it  immediately. 

Mr.  Archer.  Inasmuch  as  this  has  been  a  recommendation  of 
both  Democrat  and  Republican  administrations,  I  would  assume  we 
might  have  bipartisan  support  to  make  these  changes. 

I  would  also  like  to  ask  you  on  your  disability  recommendations, 
is  it  not  very  similar  to  what  we  are  seeing  in  the  private  sector? 
Where  you  have  more  than  one  health  insurance  policy  you  can't 
recover  twice  if  you  have  an  illness. 

Mr.  Stockman.  Yes. 

Mr.  Archer.  Are  you  not  really  trying  to  implement  what  has 
become  very  common  in  the  private  sector? 

Mr.  Stockman.  Yes,  I  would  think  the  proposals  basically  paral- 
lel. We  are  trying  to  integrate  benefits  so  you  can't  accumulate  a 
large  amount  of  benefit  from  a  variety  of  systems. 

Mr.  Archer.  I  want  to  thank  you  for  some  very  precise  and 
excellent  testimony  and  for  the  overall  job  you  are  doing. 

Mr.  Stockman.  Thank  you. 

Mr.  Pickle.  Mr.  Jacobs. 

Mr.  Jacobs.  Dave,  on  this  question  of  putting  a  cap  on  the 
disability  payments  with  reference  to  other  income  that  the  dis- 
abled individual  might  have  to  the  end  of  recognizing  actual  re- 
quirements and  so  on,  is  the  administration  prepared  to  propose  an 
increase  in  benefits  by  repealing  the  retirement  test? 

Mr.  Stockman.  The  answer  to  that  is  there  is  a  very  strong 
commitment  on  the  part  of  the  President  to  solve  that  problem  but 
we  believe  that  that  should  be  dealt  with  in  the  context  of  our 
overall  recommendations  for  dealing  with  the  near  term  solvency 
problem  and  the  longer  term  actuarial  balance,  and  that  before 
you  begin  to  make  decisions  about  that  you  have  to  look  at  all  the 
other  issues.  We  will  make  a  package  recommendation  at  some 
point  in  the  near  future. 

You  can  understand  that  a  problem  this  complicated  and  com- 
plex simply  has  not  been  within  our  capacity  to  solve  and  recom- 
mend in  6  weeks. 

Mr.  Jacobs.  Will  you  characterize  that  as  a  new  benefit — as 
creating  a  new  benefit? 

Mr.  Stockman.  I  don't  know  whether  I  would  or  not.  I  would 
have  to  study  it  and  provide  an  answer  to  you  at  a  later  date. 

[Nothing  further  had  been  supplied  at  time  of  printing.] 

Mr.  Jacobs.  If  those  who  are  faced  with  the  retirement  test  now, 
that  is  to  say,  those  who  are  not  permitted  their  social  security 
benefit  if  they  make  a  certain  amount  of  earned  income,  if  they  are 
then  given  those  benefits  despite  their  earned  income,  wouldn't  it 
be  fair  to  say  that  is  a  new  benefit? 
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Mr.  Stockman.  I  suppose  you  could  characterize  it  that  way  but  I 
think  in  this  whole  exercise,  which  will  be  difficult  but  we  must  do, 
we  have  to,  in  my  view,  illustrate  the  principal  purpose  of  the 
system,  reconfigure  it  so  it  is  more  of  an  earned  benefit  system. 

It  may  be  some  existing  benefits  would  be  reduced  or  eliminated 
on  other  benefits  that  are  earned  and  not  paid  today  are  provided. 

Mr.  Jacobs.  Is  it  your  view  this  was  not  originally  conceived  as  a 
retirement  benefit? 

Mr.  Stockman.  That  is  right,  an  earned  retirement  benefit 
system. 

Mr.  Jacobs.  So  really  if  you  repeal  the  retirement  test  you  are 
putting  yourself  in  the  posture  of  paying  retirement  benefits  to 
people  who  are  not  retired. 

Mr.  Stockman.  There  are  a  lot  of  ways  to  get  earned  income  and 
you  can  be  partially  retired  or  totally  retired.  You  can  have  nonin- 
vestment  income  derived  in  a  variety  of  ways.  I  would  have  to  look 
at  that  very  carefully. 

Mr.  Jacobs.  But  if  there  is  no  retirement  test,  you  can  be  totally 
active  and  receive  retirement  benefits.  Isn't  that  a  fair  statement? 

Mr.  Stockman.  I  suppose  in  some  instances  on  the  margin,  yes. 

Mr.  Jacobs.  If  I  am  a  lawyer,  for  example,  and  can  earn  $100,000 
a  year  when  I  am  66  years  of  age;  or  if  I  am  a  President  and  can 
earn  $200,000  a  year  when  I  am  70  years  of  age,  then  I  am  receiv- 
ing retirement  benefits  when  I  am  in  fact  not  retired,  am  I  not? 

Mr.  Stockman.  Mr.  Jacobs,  you  and  I  have  discussed  many  times 
the  fact  that  it  is  very  difficult  ultimately  to  distinguish  between 
passive  and  earned  income  as  we  learned  with  the  outside  earnings 
test. 

Mr.  Jacobs.  Surely  the  President  is  earning  his  income. 

Mr.  Stockman.  I  think  he  is. 

Mr .j.  Jacobs.  Let's  just  take  that  case. 

Mr.  Stockman.  I  would  prefer  not  to  take  that  case. 

Mr.  Jacobs.  I  think  you  understand  my  point. 

I  yield  back  the  balance  of  my  time. 

Mr.  Pickle.  The  Chair  recognizes  the  gentleman  from  Massachu- 
setts, Mr.  Shannon. 
Mr.  Shannon.  Thank  you,  Mr.  Chairman. 
Welcome,  Mr.  Stockman. 

Mr.  Stockman,  you  said  in  your  testimony  that  the  great  major- 
ity of  low-income  people  receiving  the  minimum  benefit  are  on  SSI. 
Do  we  really  know  that? 

Mr.  Stockman.  Yes.  We  can  provide  that  for  the  record.  There 
are  a  number  of— hundreds  of  thousands  of  special  minimum  bene- 
ficiaries who  are  also  SSI  beneficiaries.  They  receive  two  checks  a 
month  and  the  conversion  that  we  are  proposing  could  be  accom- 
plished very  easily  by  increasing  the  calculation  to  SSI  and  de- 
creasing their  social  security  payment. 

[Nothing  had  been  received  at  the  time  of  printing.] 

Mr.  Shannon.  What  we  have  been  told  is  that  we  know  25 
percent  of  those  on  minimum  benefit  are  also  SSI  and  we  have  that 
data.  But  this  doesn't  tell  us  about  how  many  additional  low- 
income  beneficiaries  there  might  be. 

Mr.  Stockman.  I  would  be  happy  to  try  to  supply  that  for  the 
record. 
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Mr.  Shannon.  I  hope  that  data  exists.  We  have  asked  for  it 
before  and  we  have  not  been  provided  it. 

Mr.  Stockman.  We  would  be  happy  to  provide  it.  But  it  doesn't 
really  bear  on  the  policy  issue.  We  do  know  the  eligibility  stand- 
ards for  SSI  and,  therefore,  we  can  be  precisely  certain  low-income 
retirees  who  would  lose  the  special  minimum  eligibility  as  set  forth 
in  the  criteria  of  SSI  would  be  compensated. 

Mr.  Shannon.  Aren't  there  lots  of  low-income  people  who  meet 
the  minimum  eligible  requirement  who  forfeit  it  for  SSI? 

Mr.  Stockman.  I  guess  it  depends  on  how  you  define  low  income. 
If  you  think  the  criteria  for  SSI  are  inadequate,  then  the  answer  is 
"Yes."  If  you  think  the  SSI  criteria  are  adequate,  then  the  answer 
to  your  question  is  "No." 

Mr.  Shannon.  Take  any  definition  of  low  income  you  want.  If 
you  are  a  63-year-old  widow,  you  are  not  eligible  for  SSI.  Isn't  that 
correct? 

Mr.  Stockman.  That  is  correct. 

Mr.  Shannon.  And  some  of  these  people  receive  minimum  bene- 
fits. Isn't  that  correct? 

Mr.  Stockman.  There  may  be  a  very  small  set  of  those  who  fit 
your  criteria. 

Mr.  Shannon.  A  small  group  between  the  age  of  62  and  64. 

Mr.  Stockman.  No;  a  small  group  between  the  age  of  62  and  64 
who  are  the  survivor  of  a  deceased  social  security  beneficiary  who 
had  such  earnings  or  sporadic  earnings  history  that  his  amount  of 
earned  benefit  would  be  low  and,  therefore,  his  survivor  benefit 
would  be  determined  on  that  basis. 

When  you  boil  it  down  to  that,  I  don't  think  you  are  talking 
about  a  lot  of  people. 

Mr.  Shannon.  I  don't  think  that  necessarily  is  a  small  set  of 
people.  We  don't  know.  We  have  been  working  with  this  issue  for 
some  time,  as  you  know.  If  you  have  figures,  we  would  be  very 
happy  

Mr.  Stockman.  We  will  try  to  provide  those. 

Mr.  Shannon  [continuing].  To  receive  them.  What  are  you  going 
to  do  for  those  low-income  people  between  the  age  of  62  and  64  who 
now  receive  the  minimum  and  will  not  be  eligible  for  the  minimum 
or  eligible  for  SSI? 

Are  you  proposing  SSI  rolls  be  open  to  them? 

Mr.  Stockman.  That  might  be  one  solution. 

Mr.  Shannon.  Have  you  proposed  that? 

Mr.  Stockman.  We  haven't  proposed  that.  I  am  sure  this  commit- 
tee could  take  a  good  look  at  it. 

Mr.  Shannon.  If  we  do  take  a  look  at  it,  are  you  at  all  adverse  to 
our  doing  that,  opening  up  SSI  to  include  low-income  people  be- 
tween the  ages  of  62  and  64? 

Mr.  Stockman.  As  a  generic  matter,  yes. 

As  a  hold  harmless  feature  for  that  small  group  that  you  might 
!  identify,  who  receive  the  special  minimum  but  would  not  be  eligi- 
ble for  SSI  otherwise,  that  might  be  an  appropriate  transition 
feature. 

Mr.  Shannon.  A  transition  feature? 
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Mr.  Stockman.  But  you  understand  what  I  am  saying?  Only  as  a 
hold  harmless  for  the  relatively  small  set  of  people  that  might  be 
affected  and  not  for  everyone  62  to  65. 

Mr.  Shannon.  I  question  whether  it  is  a  small  set  of  people  we 
are  talking  about  of  low-income  people  dependent  on  the  minimum 
benefit  who  are  going  to  lose  that  because  of  the  administration's 
proposal. 

Let  me  ask  you  another  question  concerning  your  testimony.  You 
said  that  most  minimum  beneficiaries  have  other  income  primar- 
ily— and  that  is  the  word  you  used — from  public  pensions.  In  1980, 
HHS  told  this  committee  that  15  percent  of  minimum  beneficiaries 
had  public  pensions.  Do  you  dispute  those  figures? 

Mr.  Stockman.  I  would  dispute  those  figures.  What  they  told  you 
was  that  15  percent  at  the  1978  data  have  Federal  pensions  or 
other  public  pensions  paying  more  than  a  thousand  dollars  a 
month. 

Mr.  Shannon.  And  do  you  have  new  data  you  want  to  provide  to 
us  on  that? 

Mr.  Stockman.  Yes.  There  are  probably  a  larger  share  of  total 
minimum  beneficiaries  who  are  receiving  pensions  of  lesser 
amounts  than  a  thousand  dollars  a  month  at  1978  levels. 

Mr.  Shannon.  Mr.  Stockman,  let  me  just,  if  I  can — Mr.  Chair- 
man, with  your  indulgence — make  one  brief  statement.  That  is 
this:  We  are  open  to  consideration  of  any  proposals  that  deal  with 
social  security  that  you  want  to  make,  but  I  don't  think  this 
committee  can  make  them  on  the  basis  of  supposition.  We  have  to 
make  them  on  the  basis  of  facts  and  judgments  and  statistics  and 
numbers  of  people  who  are  going  to  get  hurt  by  these  changes,  who 
are  going  to  benefit  from  these  changes. 

I  don't  think  we  have  seen  these  necessary  figures  yet.  We  are 
going  to  see  them  in  the  next  few  weeks. 

Mr.  Stockman.  If  I  may  respond,  this  question  about  what  share 
of  special  minimum  beneficiaries  have  public  pensions  is  an  inter- 
esting data  point  you  might  want  to  look  at,  but  it  is  irrelevant  to 
the  policy. 

The  policy  proposal  is  that  if  we  want  to  meet  our  social  objec- 
tive of  providing  means  tested  benefits  for  low-income  retirees,  we 
could  do  it  far  more  efficiently  with  SSI  on  a  direct  case-by-case 
means  test  than  we  can  with  this  blanket  program  that  brings  both 
those  with  low  income  and  those  with  higher  incomes  into  the 
same  benefit  program  and  drains  the  trust  fund. 

Mr.  Shannon.  It  is  not  irrelevant  to  your  testimony  that  most 
minimum  beneficiaries  have  other  income  primarily  from  public 
pensions. 

Mr.  Stockman.  We  will  provide  evidence  to  demonstrate  that 
point. 

Mr.  Pickle.  I  thank  the  gentleman. 

[OMB  had  not  supplied  additional  material  at  the  time  of  print- 
ing.] 

Mr.  Pickle.  The  Chair  recognizes  Mr.  Bailey. 
Mr.  Bailey.  I  thank  you,  Mr.  Chairman. 

Dave,  I  have  a  couple  of  questions  here,  if  you  could  make  a 
mental  note  on  them. 
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I  don't  want  you  to  take  me  wrong.  I  have  very  strong  and 
honest  feelings  about  a  couple  of  criticisms  concerning  the  way  the 
administration  proposals  are  coming  along. 

Incidentally,  we  did  have  a  little  colloquy,  and  I  think  you  know, 
because  I  think  you  studied  that  Carter  budget — at  least  I  know 
you  did  the  Defense  portion  of  it,  somewhat  before  it  was  presented 
to  the  Armed  Services  Committee — that  on  the  Carter  proposals 
concerning  student  aid  there  was  not  a  proposal  to  eliminate  bene- 
fits or  students  currently  receiving  benefits.  It  was  to  be  phased  in 
and  graduated. 

It  may  be  fair  when  you  say  the  concept  was  there,  but  it  is  just 
not  quite  accurate,  I  think,  to  infer  that  that  was  a  Carter  adminis- 
tration proposal  or  this  is  just  a  continuation  of  it,  although  there 
is  a  philosophic  connection. 

The  other  thing  was  the  minimum  income  benefit  there  in  the 
Carter  proposal.  Again  I  may  be  mistaken.  Please  feel  free  to 
correct  me.  I  thought  they  had  indicated  that  only  new  people  

Mr.  Stockman.  In  the  case  of  the  special  minimum,  their  propos- 
al was  to  make  it  prospective  by  denying  new  eligibility. 

Mr.  Bailey.  I  think  we  ought  to  make  that  distinction  for  the 
sake  of  the  record — not  that  you  were  trying  to  deliberately  play  a 
game  with  it. 

Mr.  Stockman.  I  don't  think  I  suggested  that. 

Mr.  Bailey.  I  don't  think  you  would.  I  just  thought  maybe  you 
could  clarify  that  point. 

We  do  have  a  very  serious  job  to  do. 

To  do  that,  I  think  we  need  administration's  help  and  encourage- 
ment. That  is  going  to  require  a  sense  of  responsibility  and  a  sense 
of  political  integrity. 

I  would  never  suggest  that  the  President  doesn't  possess  those 
two  qualities.  I  mean  that  sincerely.  I  am  tired  of  reading  newspa- 
per articles,  watching  TV  broadcasts— and  the  media  is  not  dumb; 
they  are  going  to  figure  out  at  some  point  and  the  public  is  going 
to  figure  it  out — that  there  are  proposals  here  that  are  not  within 
that  safety  net  that  do  include  changes  in  benefits. 

We  need  to  be  honest.  Again  I  am  not  suggesting  you  are  not.  I 
know  that  is  not  true. 

I  know  you  are  honest. 

We  need  to  politically  go  out  there  and  push  this  thing.  Don't  let 
the  problem  lie  when  it  looks  like — schoolhouse  politics.  We  need 
support  from  the  administration  to  make  changes  in  this  commit- 
tee. That  doesn't  include  fostering  an  idea  that  somehow  the  ad- 
ministration is  not  making  any  changes  or  proposing  any 
changes — and  I  know  you  are  not  doing  that  now. 

I  know  you  have  some  specific  things  here,  but  a  great  job  of 
writing  letters  to  some  of  my  friends  back  home  and  to  some 
interest  groups  is  being  done — and  again  I  know  you  are  not  re- 
sponsible for  this — on  enacting  the  President's  program,  the  P's, 

.  the  Q's,  every  little  comma,  every  phrase,  that  kind  of  thing. 

i  That  is  nice  general  politics,  but  we  have  a  country  to  run.  We 
have  constructive  changes  to  make.  We  need  to  be  very  explicit 
about  what  we  are  doing.  We  can't  hide  behind  rhetoric  and  phra- 
seology about  a  safety  net  that  indicates  we  are  not  going  to  make 
any  changes  in  social  security. 
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Let  me  give  you  a  small  example  and  two  specific  questions. 

Mr.  Rousselot  yesterday,  along  with — he  is  looking  skyward 
now — the  other  Republican  members  of  this  subcommittee,  an- 
nounced they  are  going  to  apparently  join  the  Democratic  members 
in  objecting  to  changes  in  title  4,  section  (e)  funding.  The  President 
will  get  a  letter  to  that  effect;  the  adopted  children's  program, 
because  the  administration  had  wanted  to  include  it  or  proposed 
including  it  in  the  block  grant  program. 

Let's  go  to  one  thing  you  didn't  mention.  I  think  that  is  a  good 
sign,  because  it  goes  to  something  that  you  didn't  mention  concern- 
ing the  social  security  cut,  one  of  the — we  don't  call  it  a  cut.  Let's 
call  it  a  change  for  the  sake  of  comity. 

The  administration  has  proposed  a  change  in  vocational  rehabili- 
tation funding,  transferring  that  funding  over  into  a  social  service 
grant,  a  block  grant  to  the  States. 

Now,  their  funding  for  that  block  grant  program,  Dave,  indicates 
a  reduction  of  about  $1.2  billion  in  that  funding  area  via  the  block 
grant  mechanism. 

My  question  specifically  is,  does  the  administration — can  you 
bear  with  me  for  30  seconds,  Mr.  Chairman? 

Mr.  Pickle.  You  better  proceed. 

Mr.  Bailey.  I  am  trying. 

Are  you  going  to  earmark  moneys  or  are  you  proposing  a  cut?  If 
it  is  a  case  of  arithmetic  to  get  it  into  a  program  where  there  is 
going  to  be  a  cut  and  you  don't  earmark  it  within  that  social 
service  grant,  then  it  means  there  will  be  a  cut. 

How  much  is  it?  It  is  going  to  knock  roughly  $87  million  out  of 
the  social  security  area.  But  what  is  it  going  to  do  when  it  comes 
down  in  terms  of  the  block  grant  program?  Is  there  going  to  be  a 
reduction?  An  increase? 

Could  you  respond  to  that? 

Mr.  Stockman.  The  answer  to  that  is,  overall  the  block  grants 
would  be  funded  at  75  percent  of  the  level  of  the  combined  categor- 
icals  that  are  being  consolidated,  so  theoretically  you  can  say  that 
every  program  is  being  cut  25  percent. 

But  that  would  be  incorrect  because  it  is  our  judgment  that  with 
these  funds — when  these  funds  are  distributed  to  the  States  on  a 
block  grant  basis,  there  will  be  vastly  differing  choices  made  by  the 
States  as  to  where  they  allocate  those  funds. 

In  some  cases  programs  will  be  enhanced.  In  other  cases,  former 
categorical  programs  won't  be  funded  at  all.  We  ought  to  leave  that 
judgment  to  the  States. 

Mr.  Bailey.  We  don't  know? 

Mr.  Stockman.  The  answer  is,  we  are  leaving  the  judgment  to 
the  States. 

Mr.  Pickle.  The  Chair  is  going  to  recognize  Mr.  Rousselot,  but 
last  week  you  had  recommended  some  changes  or  reductions  or 
savings  in  the  vocational  rehab  program.  You  did  not  mention 
those  this  morning  in  your  testimony.  Are  those  still  one  of  your 
recommendations? 

Mr.  Stockman.  Yes;  they  are,  Mr.  Chairman. 

I  understood  that  your  hearings  were  primarily  on  the  social 
security  trust  fund  issues.  I  tried  to  focus  my  testimony  in  that 
specific  area. 


725 


Mr.  Pickle.  Well,  in  that  further  connection,  I  would  hope  that 
the  administration  would  give  to  the  committee  your  recommenda- 
tion and  the  broad  range  of  possible  changes,  approaches  we  must 
take  in  this  program. 

You  have  limited  your  testimony  this  morning  to  three  or  four  of 
the  trust  fund  aspects,  purely  from  a  budget  standpoint,  which  we 
recognize  is  your  responsiblity. 

While  the  specific  recommendation  I  presume  would  come  from 
HHS  or  the  Social  Security  Administration? 

I  know  they  will  be  doing  it  in  conjunction  with  you.  I  ask  you  to 
do  that  quickly  so  we  can  have  the  benefit  of  your  thinking. 

Mr.  Stockman.  We  will  certainly  do  that. 

Mr.  Pickle.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  would  like  to  pick  up  on  what  the  chairman  just  said,  Dave, 
and  make  sure  to  give  you  the  flavor  of  my  thinking  and  I  think 
the  thinking  of  many  members  of  the  subcommittee. 

We  have  a  short-term  problem  and  long-term  problem  in  social 
security.  It  is  possible  to  deal  with  the  short-term  problem  without 
dealing  with  the  long-term  problem.  That  is  what  the  Congress  did 
about  a  year  ago. 

If  we  do  that,  uncertainty  will  continue  to  exist  and  justifiably  in 
the  minds  of  many  people,  workers,  and  retirees  alike,  about  the 
future  of  the  system  and  whether  it  will  be  able  to  meet  its  obliga- 
tions. 

It  has  been  our  feeling,  many  of  us,  that  if  we  are  going  to  act  in 
this  field,  we  should  act  on  the  long-term  problems  as  well  as  the 
short-term,  and  further,  if  we  are  going  to  do  it,  we  should  do  it 
this  year  rather  than  next. 

That  is  partly  a  result  of  an  awareness  that  next  year,  or  later 
next  year,  uncertainty  starts  to  creep  in  about  our  ability  to  pay 
benefits  under  the  present  law  and  also  a  sense  of  the  political 
situation  which  suggests  that  it  would  be  well  to  act  on  this  quickly 
and  settle  these  issues. 

We  have  been  pushing  ourselves,  pushing  public  witnesses,  push- 
ing Secretary  Schweiker  as  well  to  come  in  with  the  long-term  as 
well  as  the  short-term  recommendations  that  are  at  a  really  early 
date. 

Early  might  be  a  month,  6  weeks,  but  it  is  not  6  months. 

I  wanted  to  express  that  sense  of  timing  to  you.  If  you  have  any 
reactions  to  it,  pro  or  con,  they  would  be  helpful  to  know  because 
obviously  the  Department  can't  go  too  far  in  the  way  of  suggesting 
changes  to  us  until  they  get  clearance  from  your  agency. 

Mr.  Stockman.  Well,  we  share  your  time  schedule.  We  are  work- 
ing with  HHS  intensively  right  now  to  get  recommendations  to  the 
Hill  to  address  both  aspects  of  the  problem. 

Mr.  Gradison.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Rousselot. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

David,  thank  you  for  your  very  concise,  specific  testimony,  and  I 
find  that  most  of  the  proposals  have  been  very  specific  and  very 
candid  in  where  the  changes  will  occur. 
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Did  we  understand  in  some  of  these  specifics  that  you  have 
made — I  mean  in  the  block  grant  area — and  I  realize  you  are 
addressing  yourself  today  to  social  security,  but  while  we  have  you 
here,  Secretary  Schweiker  stated  that  in  the  consolidation  of  the 
various  block  grants  that  part  of  the  savings — the  25  percent  reduc- 
tion— would  occur  because  the  States  would  be  able  to  administer 
and  the  administration  would  be  required  to  place  fewer  man-hours 
on  the  administrative  side,  so  that  some  of  that  25-percent  saving 
will,  in  fact,  occur  because  of  a  reduction  of  attention  by  HHS. 

Is  that  a  correct  statement? 

Mr.  Stockman.  Yes.  The  answer  there  is  that  in  the  40  categori- 
cal programs  that  we  consolidate  into  the  social  and  health  block 
grants,  you  have  an  enormously  complicated  and  convoluted  ad- 
ministrative overhead. 

Mr.  Rousselot.  At  the  Federal  level? 

Mr.  Stockman.  Yes.  These  40  programs  involve  nearly  500  pages 
of  statute,  1,200  pages  of  implementing  regulations,  7,500  different 
grants,  25,000  different  grant  sites,  more  than  3,000  Federal  em- 
ployees to  administer  them. 

Mr.  Rousselot.  How  many? 

Mr.  Stockman.  More  than  3,000.  Seven  million  man-hours  per 
year  of  paperwork,  reporting,  and  compliance  on  the  part  of  the 
grant  agencies  that  finally  receive  the  money  at  the  community 
level. 

By  implementing  the  block  grant,  you  could  wipe  all  of  this  off 
the  board  at  rather  substantial  savings. 

Mr.  Rousselot.  So  part  of  that  25-percent  saving  will  occur  as  a 
result  of  reduction  of  Federal  paperwork,  implementation,  et 
cetera,  et  cetera? 

Mr.  Stockman.  That  is  correct. 

Mr.  Rousselot.  The  State  will  be  able  to  make  the  decision  then 
on  their  own  without  that  guidance  from  the  Federal  level? 
Mr.  Stockman.  That  is  correct. 

Mr.  Rousselot.  Additionally,  is  it  not  true  that  the  States,  by 
making  a  decision  that  they  will  reallocate  at  one  place  or  another, 
might  decide  that  that  program  isn't  as  effective  in  this  area  and 
therefore  the  reduction  on  their  part,  in  the  utilization  of  funds, 
might  be  a  genuine  saving  because  that  particular  program  isn't 
working  as  effectively  in  their  area,  et  cetera? 

Mr.  Stockman.  That  is  correct.  That  is  the  point  I  think  I  was 
attempting  to  make  with  Mr.  Bailey. 

Mr.  Rousselot.  I  thought  you  did  make  it.  My  colleague,  Mr. 
Bailey,  is  very  concerned  about  many  of  these  programs  for  the 
poor. 

As  I  tried  to  indicate  the  other  day,  I  think  the  Secretary  said  it, 
nobody  is  going  to  be  left  starving  in  the  street  as  it  relates  to 
these  programs,  but  the  intent  is  to  really  make  them  more  effi- 
cient to  help  the  truly  needy  in  the  cases  where  that  is  being  done. 

I  want  to  reassure  my  colleague  from  Pennsylvania  that  that 
was  not  the  intent,  to  leave  anybody  destitute. 

Can  the  gentleman  tell  us  now  in  regard  to  his  testimony  here 
today,  which  we  do  appreciate — again  it  is  very  specific — how  did 
you  arrive  at  the  roughly  $3  billion  saving?  Can  those  figures  be 
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attacked  or  have  those  been  pretty  much  verified  by  others?  Be- 
cause, as  you  know  

Mr.  Stockman.  We  think  the  figures  are  very  sound.  They  were 
supplied  by  the  actuaries  at  the  Social  Security  Administration. 
They  were  analyzed  and  refined  by  our  budget  examiners.  You  will 
never  get  precisely  accurate,  hard  numbers  on  any  of  these  entitle- 
ment estimates  because  they  are  based  on  a  variety  of  assumptions 
about  caseloads  and  so  forth. 

We  think  they  are  reliable  and  that  they  are  a  sound  basis  for 
the  committee  to  proceed  with  its  consideration. 

Mr.  Rousselot.  So  these  projected  savings  were  generated  by  the 
actuarial  operation  at  Social  Security? 

Mr.  Stockman.  And  at  OMB. 

Mr.  Rousselot.  At  OMB  too? 

Well,  thank  you,  Mr.  Chairman. 

My  colleague  from  Pennsylvania,  did  you  want  to  respond? 

Mr.  Pickle.  The  Chair  is  going  to  recognize  - 

Mr.  Rousselot.  I  still  have  a  little  bit  of  time  left.  Not  much. 

Mr.  Pickle.  You  wish  to  yield  to  Mr.  Bailey? 

Mr.  Rousselot.  Yes.  He  came  over  and  talked  about  there  might 
be  an  increase  in  some  of  those. 

Mr.  Bailey.  The  question  I  was  going  to  ask  regards  the  retro- 
spective monthly  accounting  system  that  I  think  you  have  pro- 
posed. There  were  estimates  that  came  from  OMB  requiring  an 
additional  9,000  man-years  in  the  accounting  system  for  the  retro- 
spective accounting. 

I  didn't  know  if  Mr.  Rousselot  was  going  to  ask  you  that  or  not  in 
specific  terms  and  whether  or  not  you  were  aware  of  those  figures. 

Mr.  Stockman.  Yes.  I  am  aware  of  those  figures. 

Mr.  Bailey.  It  might  have  been  unfair  to  you.  I  thought  maybe 
you  wanted  to  respond. 

Mr.  Pickle.  Mr.  Stockman  said  to  the  chairman  there  would  be 
6,000  to  9,000  

Mr.  Stockman.  Positions.  We  have  budgeted  for  that.  We  have 
put  it — we  have  put  it  in  the  ceiling  for  fiscal  1982  for  HHS 
because  we  feel  that  it  is  a  very  worthwhile,  one-time  cost  to 
convert  from  the  special  minimum  to  earned  amounts. 

Mr.  Pickle.  But  the  gentleman  realizes  that  this  help,  this 
number  of  people  are  needed  in  1981,  not  1982.  They  are  needed 
right  now,  not  manana. 

Mr.  Stockman.  Those  additional  numbers  would  be  accommodat- 
ed in  the  1981  ceiling  as  well. 

Mr.  Pickle.  Mr.  Rousselot? 

Mr.  Rousselot.  I  think  my  time  just  expired. 

Mr.  Bailey.  That  answers  my  question. 

Mr.  Jacobs.  Mr.  Chairman,  if  nobody  else  is  going  to  use  the 
time,  I  would  make  a  suggestion  to  Mr.  Stockman  and  all  of  us.  I 
continually  hear  this  reference  to  man-hours,  man-periods.  I  am 
just  thinking,  in  keeping  with  modern  times,  we  might  adopt  a  new 
phrase.  Perhaps  person-periods.  Would  you  give  that  some  consid- 
eration? 

Mr.  Stockman.  Mr.  Jacobs,  they  are  actually  FTE's,  full  time 
equivalents  without  reference  to  gender. 
Mr.  Pickle.  We  are  losing  ground  now. 
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Mr.  Guarini. 

Mr.  Guarini.  Thank  you,  Dave,  for  your  help  and  great  contribu- 
tion. 

I  am  very  concerned  about  lump  sum  death  benefits.  We  are  a 
nation  of  people  and  dignity  belongs  to  the  dead  as  well  as  to  the 
living.  We  have  a  sum  of  $255  written  into  our  law  that  goes  back 
to  1954.  What  you  are  proposing  is  that  if  there  is  no  survivor,  no 
$255  that  goes  to  a  decent  funeral,  a  decent  burial  for  the  deceased, 
would  be  paid. 

As  I  look  back  on  the  history  of  this  particular  law,  at  one  time 
if  there  were  no  survivors,  they  paid  six  times  what  they  call  the 
PIA,  the  primary  insurance  amount.  Whatever  amount  a  person 
received  a  month,  six  times  the  amount  was  paid.  If  he  did  have  a 
survivor,  which  meant  that  the  person  had  someone  to  bury  him, 
someone  who  could  help  in  the  funeral  arrangements  or  costs,  it 
would  be  three  times  the  primary  insurance  amount. 

So  the  theory  that  we  started  that  with,  that  goes  back  in  the 
history  of  our  social  security  law,  some  41  years,  is  that  we  gave 
twice  the  amount  if  there  were  no  survivor  than  if  there  were 
survivors. 

What  you  are  proposing  is  something  that  marches  180°  in  the 
other  direction  contrary  to  what  is  very  much  deep  rooted  in  the 
law  of  this  country.  I  am  just  wondering  how  philosophically  you 
square  this  away.  It  seems  to  me  that  the  sum  of  $255  is  very,  very 
nominal  and  it  has  been  around  since  1954,  which  is  27  years. 

We  should  be  thinking  in  terms  of  raising  the  lump  sum  benefits 
in  this  situation  because  it  is  important  to  give  a  decent  burial  to 
people.  We  don't  want  our  people  to  be  in  some  potter's  field  if  they 
could  be  given  a  proper  burial. 

It  disturbs  me  that  this  philosophy  would  be  prevalent  in  the 
administration.  I  just  wish  you  would  address  yourself  to  that. 

Mr.  Stockman.  Well,  I  guess  this  is  a  question  of  philosophy.  We 
took  a  different  slant  on  it.  We  made  the  judgment  that  this  cost 
$400  million  a  year,  savings  have  to  be  made.  The  trust  fund  is  in 
trouble.  The  benefits  that  are  available  ought  to  be  paid  to  the 
living  and  that  if  we  were  going  to  make  an  adjustment  in  this 
area,  it  would  be  far  better  to  spend  money  to  help  the  widow,  the 
surviving  widow  pay  the  funeral  expenses  than  to  simply  have  that 
$250  payment  picked  up  by  the  estate,  the  coroner,  anybody  else 
who  got  their  hands  on  it. 

There  is  a  clear  distinction  in  our  proposal  contingent  on  where 
there  is  a  widow  who  may  need  the  assistance,  but  not  continuant 
where  there  is  an  estate  that  could  pay  for  the  funeral. 

Mr.  Guarini.  Most  of  these  people  do  not  have  an  estate. 

Mr.  Stockman.  I  would  have  to  disagree  with  you.  Most  social 
security  beneficiaries  do  have  estates,  of  at  least  $250. 

Mr.  Guarini.  Burial  expenses  are  quite  high  now. 

Mr.  Stockman.  We  are  talking  about  $250.  That  is  the  amount 
that  is  in  the  law  today. 

Mr.  Guarini.  $255. 

Mr.  Stockman.  $255. 

Mr.  Guarini.  It  is  so  nominal  it  hardly  affords  anybody  a  decent 
funeral.  The  majority  of  our  people  perhaps  have  less  than  $500 
outside  income  because  there  are  people  in  our  country  totally! 
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dependent  upon  their  social  security  check.  It  is  not  really  just  a 
social  insurance  program  any  more  to  many  of  them. 

To  many  of  them  it  is  actually  their  pension,  their  sole  means  of 
support.  I  think  if  you  go  back  into  an  old  industrial  city  and  see 
how  many  poor  people  there  are  that  are  existing  on  perhaps 
substandard  food  and  substandard  housing,  there  might  be  more 
sympathy,  compassion  on  the  part  of  the  administration. 

Let  me  ask  you,  would  you  be  all  for  doing  a  CPI  for  senior 
citizens?  I  understand  it  was  never  done  in  this  country  before. 

Mr.  Stockman.  A  special  CPI? 

Mr.  Guarini.  Yes. 

Mr.  Stockman.  I  think  that  is  something  that  could  be  looked  at. 
I  believe  it  would  be  very  difficult  to  construct  and  would  set  a 
very  bad  precedent  because  pretty  soon  you  have  eight  or  nine 
CPI's  and  nothing  to  measure  any  general  cost  of  living  that  would 
be  relevant  to  use. 

Mr.  Guarini.  Quickly:  Is  the  administration  for  Barber  Conable's 
bill,  taking  the  money  out  of  the  Treasury  for  medicare? 

Mr.  Stockman.  We  don't  have  a  formal  position  on  that.  If  we 
were  to  make  some  short-term  adjustments  in  order  to  maintain 
solvency  in  the  OASI  system,  that  would  be  one  preferable  route. 

Mr.  Guarini.  Thanks  very  much,  Dave. 

Mr.  Pickle.  That  is  a  good  place  to  leave  that  subject,  right 
there. 

We  have  made  some  real  progress  this  morning. 
I  thank  you. 

Mr.  Stockman,  the  committee  intends  to  submit  to  you  a  series  of 
questions  with  respect  to  these  extra  man-hours.  We  are  disturbed 
about  where  the  money  will  come  from.  We  want  to — I  am  con- 
cerned about  the  extra  man-hours  needed  in  the  SSI  adjustments. 
Also,  with  respect  to  the  minimum  and  the  budget  aspects  of  the 
States'  difficulties,  they  are  having  in  the  review  of  the  disability 
program. 

So  I  know  you  will  respond  to  that  as  quickly  as  you  can. 
Mr.  Stockman.  We  certainly  will. 

Mr.  Pickle.  I  want  to  ask  one  more  question.  I  am  concerned 
now  about  the  student's  benefit.  You  are  recommending  that  we 
eliminate  the  student  benefits  or  a  phaseout.  Your  phaseout  is  a 
mighty  short  phaseout. 

Many  of  these  students  are  planning  on  going  to  school.  At  the 
same  time  you  are  recommending  this  cut,  you  are  also  cutting  out 
student  loan  programs,  funding  for  the  student  loans. 

Many  of  these  people  are  sons  or  daughters  of  disabled  workers. 
Where  and  how  do  they  get  their  student  loans  and  benefits? 

Mr.  Stockman.  We  are  recommending  only  that  the  students 
guaranteed  loan  program  go  on  a  means  test.  So  therefore,  if  you 
have  current  social  security  student  beneficiaries  who  have  finan- 
cial need,  our  changes  in  either  the  student  guaranteed  loan  pro- 
gram or  DEOG  would  have  no  effect  on  them.  They  would  still  be 
fully  eligible  for  the  $2,500  potentially  of  guaranteed  loan  or  per- 
haps for  a  Pell  grant  at  $1,800  a  year. 

If  they  were  at  a  very  high  income  category,  they  wouldn't  be 
eligible.  In  that  case  they  shouldn't  be  receiving  either  benefit. 


76-484   0  —  81  47 


730 


Mr.  Pickle.  Mr.  Stockman,  on  the  one  hand  you  are  phasing  out 
or  eliminating  the  student  benefits — survivors'  benefits  under 
social  security.  At  the  same  time  you  are  reducing  the  amount  of 
money  available  for  student  loans. 

Mr.  Stockman.  But  we  are  changing  

Mr.  Pickle.  You  are  squeezing  them  in  both  directions. 

Mr.  Stockman.  I  don't  believe  so.  We  are  retargeting  the  guaran- 
teed student  loan  program  so  it  doesn't  go  to  families  of  $50,000 
$100,000  or  $200,000.  Those  with  low  income  would  fully  meet  the 
financial  means  test.  They  would  be  eligible  for  the  same  amount 
of  dollar  loans  per  year,  guaranteed  loans,  that  they  are  eligible  for 
today. 

Mr.  Pickle.  If  we  make  the  changes  I  think  this  committee  is 
going  to  have  to  consider  looking  at  a  phaseout  more — a  longer 
phaseout  than  you  have  recommended. 

Here  again  I  hope  this  is  ground  that  we  can  negotiate  and 
discuss  with  you.  Otherwise  we  have  the  difficult  situation  here  of 
a  student  getting  benefits  in  May  and  then  he  would  be  cut  off  in 
September. 

So  we  give  it  to  them  and  take  it  out.  We  don't  intend  to  do  that, 
but  these  are  some  of  the  problems  we  are  going  to  be  asking  for 
further  explanation  from  you  as  we  go  along. 

With  respect  to  all  these  programs,  we  want  to  cooperate  with 
you.  We  want  to  try  to  arrive  at  some  kind  of  an  agreement.  We 
would  like  very  much  to  have  your  recommendations  or  the  admin- 
istration's recommendations  in  the  broad  areas  of  changes  that 
need  to  be  made. 

We  would  like  to  have  them  as  quickly  as  possible  because  we 
would  like  to  try  to  take  action  in  this  area  of  concern  before  it 
gets  swallowed  up  in  a  tax  and  spending  cut  bill. 

Mr.  Stockman.  Mr.  Chairman,  I  just  respond  by  saying  as  I  have 
indicated  many  times  before,  on  these  specific  proposals,  there  are 
no  details  etched  in  stone.  I  recognize  the  expertise  and  the  long 
experience  of  this  committee. 

When  it  gets  to  transition  features,  or  how  you  specify  in  de- 
tailed ways  the  changes  that  we  are  proposing,  we  certainly  would 
be  very  eager  to  work  with  you  and  talk  to  you  about  it. 

Mr.  Rousselot.  Mr.  Chairman? 

Mr.  Pickle.  Mr.  Rousselot? 

Mr.  Rousselot.  So  I  understand,  the  phase  out  of  the  survivor 
benefit  for  the  student,  you  suggested  what,  4  years? 
Mr.  Stockman.  That  is  correct. 

Mr.  Rousselot.  Why  would  we  want  to  stretch  it  out  longer  than 
that? 

Mr.  Pickle.  I  did  not  understand  it  is  a  4-year  phaseout  except 
on  a  very  limited  basis.  I  would  want  to  discuss  that  further. 

I  am  not  saying  4  or  5  years.  I  think  the  committee  could  look  at 
the  phaseout.  I  had  not  understood  there  was  a  4-  or  5-year  phase- 
out,  except  in  a  very  limited  basis;  on  what  do  you  say,  a  percent- 
age basis? 

Mr.  Stockman.  Yes.  Mr.  Chairman,  for  those  students  who  are  in 
the  program  today  who  receive  benefits  during  this  school  year,  the 
phaseout  would  be  over  the  next  3  years.  So  it  would  be  a  total — on 
the  fourth  year  there  would  be  no  longer  any  benefits. 
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Mr.  Pickle.  You  said  it  was  on  a  percentage.  I  assume  that  is  25 
percent? 

Mr.  Stockman.  Twenty-five  each  year.  The  fourth  year  may  be 
zero. 

Mr.  Pickle.  We  may  have  a  better  offer  to  negotiate  with  you. 
We  will  be  talking  to  you. 
Mr.  Shannon? 

Mr.  Shannon.  Thank  you,  Mr.  Chairman. 

Mr.  Stockman,  in  the  first  round  you  disputed  the  figures  that  I 
had  that  there  are  only  15  percent  of  the  minimum  beneficiaries 
that  are  on  public  pensions. 

I  had  an  occasion  since  that  time  to  check  my  sources  on  that. 
Just  for  your  background,  the  Social  Security  Office  of  Research 
and  Statistics  says  that  6  percent  of  the  minimum  beneficiaries 
receive  Federal  pensions,  6  percent  State  and  local  pensions  for  a 
total  of  12  percent. 

The  GAO  recently  did  a  study  that  showed  25  percent  receive 
public  pensions.  So  I  think  those  figures  tend  to  bear  out  what  I 
said  the  first  time  and  dispute  your  response  to  that. 

I  hope  you  will  take  a  look  at  that. 

Second,  let  me  just  ask  you  very  narrowly.  Does  the  administra- 
tion believe  that  there  are  many  people  receiving  the  minimum 
benefit  who  would  be  categorized — characterized  as  low  income? 

Mr.  Stockman.  Yes. 

Mr.  Shannon.  Has  the  administration  made  any  proposals  to 
take  care  of  these  people  if  we  adopted  the  administration's  propos- 
al to  abolish  the  minimum  beneit? 

Mr.  Stockman.  Yes. 

Mr.  Shannon.  What  is  that? 

Mr.  Stockman.  They  would  be  automatically  qualified  in  the 
preponderant  majority  of  the  cases  for  SSI. 

Mr.  Shannon.  If  they  don't  qualify  for  SSI,  is  there  anything — 
there  is  no  new  proposal — you  will  make  to  take  care  of  those  who 
don't  qualify  for  SSI  or  that  you  have  made  to  take  care  of  those 
who  don't  qualify  for  SSI? 

Mr.  Stockman.  We  haven't  made  a  proposal,  but  we  expect  we 
will. 

Mr.  Shannon.  Thank  you. 

Mr.  Stockman.  Any  other  members? 

Mr.  Bailey.  Mr.  Chairman,  very  quickly. 

Mr.  Stockman.  Mr.  Chairman,  I  have  to  beg  to  take  leave  of  the 
committee.  I  am  late  for  another  hearing. 

If  there  are  additional  questions,  I  would  be  happy  to  answer 
them  in  writing. 

Mr.  Bailey.  It  is  not  that  important. 

Mr.  Pickle.  We  appreciate  your  cooperation.  I  appreciate  your 
cooperation,  Mr.  Bailey. 

Again,  Mr.  Stockman,  your  testimony  has  been  helpful.  We  need 
to  work  together.  We  will  be  working  with  you.  Thank  you. 

The  Chair  will  now  have  a  panel  consisting  of  Mr.  Lowell  Jones, 
Mr.  John  Re,  Mr.  Robert  Beck,  Mr.  Irvine  Dearnley,  Mr.  William 
Dennis,  and  Mr.  Hubert  Harris. 

Mr.  Jones.  Thank  you,  Mr.  Chairman. 
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Mr.  Pickle.  It  would  be  good  for  the  chairman  to  recognize  you 
in  the  order  you  are  on  the  panel. 

Mr.  Lowell  Jones  is  a  member  of  the  Employee  Benefits  Commit- 
tee of  the  Chamber  of  Commerce  of  the  United  States. 

Mr.  John  Re  is  chairman  of  the  Social  Security  Committee,  Em- 
ployee Benefits  and  Relations  Committee  for  the  United  States 
Steel  Corp. 

Mr.  Beck  is  chairman  of  the  Social  Security  and  Pension  Task 
Force  of  the  Prudential  Insurance  Co.  of  America. 

Mr.  Irvine  Dearnley  is  vice  president  of  Citibank,  representing 
the  National  Association  of  Manufacturers. 

Mr.  William  Dennis,  National  Federation  of  Independent  Busi- 
ness, and  Mr.  Hubert  L.  Harris,  executive  vice  president  of  Associ- 
ated Builders  &  Contractors. 

I  will  ask  each  to  summarize  your  statements  and  we  will  put 
your  full  statements  in  the  record  in  their  entirety  unless  you  have 
some  request  of  overextensions. 

In  that  way  we  will  get  your  testimony.  I  want  to  tell  you  all  as  a 
group  we  appreciate  your  attendance  on  a  Friday  and  we  appreci- 
ate you  waiting  so  patiently  because  we  needed  and  wanted  to  visit 
with  Mr.  Stockman  and  the  panel  that  preceded  him. 

Your  cooperation  is  appreciated  very  much. 

Mr.  Jones. 

STATEMENT  OF  LOWELL  JONES,  MEMBER,  EMPLOYEE  BENE- 
FITS COMMITTEE,  CHAMBER  OF  COMMERCE  OF  THE  UNITED 
STATES 

Mr.  Jones.  Good  morning,  Mr.  Chairman,  members  of  the  sub- 
committee. I  am  Lowell  Jones,  administrator  of  employee  benefits 
for  Firestone  Tire  &  Rubber  Co.  of  Akron,  Ohio. 

I  appear  here  today  on  behalf  of  the  U.S.  Chamber  of  Commerce. 
I  am  pleased  to  have  this  opportunity  to  present  the  business 
community's  views  on  what  steps  should  be  taken  to  restore  eco- 
nomic stability  to  the  social  security  system. 

An  outline  of  our  position  can  be  found  attached  at  the  last  page 
of  our  statement. 

Adverse  economic  conditions  threaten  the  financial  survival  of 
the  social  security  system.  Throughout  the  seventies,  high  levels  of 
inflation  and  unemployment  in  combination  with  lagging  produc- 
tivity and  lagging  real  income  growth,  wage  growth,  have  forced  a 
drawdown  of  the  social  security  trust  funds  to  a  point  that  unless 
effective  action  is  taken  by  Congress  this  year,  the  old  age  and 
survivors  trust  fund  will  run  out  of  money  early  in  1982. 

Should  that  happen,  the  Social  Security  Administration  will  be 
unable  to  issue  monthly  checks  to  aged  retirees,  their  survivors, 
and  their  dependents. 

Hence  it  is  imperative  that  Congress  act  this  year  to  resolve  this 
very  serious  human  service  and  cash  flow  problem. 

This  crisis  can  be  met  without  increasing  taxes  or  resorting  to 
the  improper  remedy  of  general  revenue  financing  by  taking  the 
following  steps: 

First,  put  into  effect  accounting  and  administrative  changes  to 
redistribute  existing  revenues  in  a  manner  designed  to  postpone 
the  exhausting  of  social  security  trust  funds. 
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Specifically,  interfund  borrowing  on  a  temporary  basis  should  be 
authorized. 

Second,  eliminate  certain  unearned  social  security  benefits,  in- 
cluding student  benefits  and  the  special  minimum  benefit  as  rec- 
ommended by  President  Reagan. 

We  also  suggest  that,  beginning  this  year,  the  current  method  of 
providing  cost-of-living  increases  be  modified  in  order  to  end  unin- 
tended escalation  of  benefits.  For  example,  if  the  increase  sched- 
uled for  this  June  is  limited  to  the  9.8-percent  increase  in  wages 
last  year  rather  than  the  12.4-percent  increase  in  the  CPI,  approxi- 
mately $3.8  billion  would  be  saved  in  the  first  year.  A  total  of  $25.2 
billion  could  be  saved  over  a  5-year  period. 

Under  the  current  method  of  providing  cost-of-living  increases, 
since  price  hikes  outranked  wages  last  year,  beneficiaries  are 
better  protected  against  inflation  than  taxpaying  wage  earners. 

Third,  require  all  Federal,  State,  and  local  government  employ- 
ees to  participate  in  social  security. 

This  three-part  package,  if  enacted,  will  overcome  the  impending 
cash  shortfall,  eliminate  present  inequities  and  make  a  major  con- 
tribution toward  meeting  the  critical  long-term  financing  problems 
that  are  expected  to  confront  social  security  in  the  next  century. 

If  our  recommendations  are  adopted  rather  than  a  $40  to  $60 
billion  deficit  as  now  predicted,  the  social  security  system  would 
enjoy  an  $88  to  $108  billion  surplus  in  1987.  Our  proposals  require 
neither  inflationary  tax  increases  nor  additional  Federal  spending, 
and  are,  therefore,  totally  consistent  with  the  President's  program 
for  economic  recovery — a  program  that  the  U.S.  Chamber  has  com- 
mitted itself  to  support  in  its  entirety. 

[The  prepared  statement  follows:] 
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Statement  of  the  Chamber  of  Commerce  of  the  United  States 
(By  Lowell  Jones  and  Michael  J.  Romig) 

Good  morning.     I  am  Lowell  M.  Jones,  Administrator  of  Employee  Benefits 
for  the  Firestone  Tire  and  Rubber  Company  of  Akron,  Ohio.     I  am  a  member  of 
the  U.S.  Chamber's  Employee  Benefits  Committee  and  I  am  accompanied  by  Michael 
J.  Romig,  Director  of  Human  Resources  and  Employee  Benefits  Section  of  the 
U.S.  Chamber  of  Commerce.    We  appear  on  behalf  of  the  U.S.  Chamber  of  Commerce. 

We  are  pleased  to  have  this  opportunity  to  present  the  business  community's 
views  on  what  steps  should  be  taken  to  restore  economic  stability  to  the  Social 
Security  system.     An  outline  of  our  position  can  be  found  as  an  attachment  to  our 
statement. 

SUMMARY 

Adverse  economic  conditions  threaten  the  financial  survival  of  the  Social 
Security  system.     Throughout  the  70' s,  high  levels  of  inflation  and  unemployment 
in  combination  with  lagging  productivity  and  lagging  real  wage  growth  have  forced 
a  draw  down  of  Social  Security  trust  funds  to  the  point  that,  unless  effective 
action  is  taken  by  Congress  this  year,  the  old  age  and  survivors  trust  fund  will 
be  out  of  money  early  in  1982.     Should  that  happen,  the  Social  Security  Administration 
will  be  unable  to  issue  monthly  checks  to  aged  retirees,  their  survivors  and  depen- 
dents.    Hence,  it  is  imperative  that  Congress  act  this  year  to  resolve  this  very 
serious  human  service  and  cash  flow  problem. 
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This  crisis  can  be  met  without  increasing  taxes  or  resorting  to  the  improper 
remedy  of  general  revenue  financing  by  taking  the  following  steps: 

(1)  Put  into  effect  accounting  and  administrative  changes  to  redistribute 
existing  revenues  in  a  manner  designed  to  postpone  the  exhausting 

of  Social  Security  trust  funds. 

(2)  Eliminate  certain  unearned  Social  Security  benefits,  including  student 
benefits  and  the  minimum  benefit,  as  recommended  by  President  Reagan. 
We  also  suggest  that  the  current  method  of  providing  cost  of  living 
increases  be  modified  in  order  to  end  unintended  escalation  of  benefits. 

(3)  Require  all  federal,  state,  and  local  government  employees  to  partici- 
pate in  Social  Security. 

This  three  part  package,   if  enacted,  will  overcome  the  impending  cash  shortfall, 
eliminate  present  inequities  and  make  a  major  contribution  toward  meeting  the  critical 
long  term  financing  problems  that  are  expected  to  confront  Social  Security  in  the 
next  century.     Our  proposals  require  neither  inflationary  tax  increases  nor  additional 
federal  spending,  and  are,  therefore,  totally  consistent  with  the  President's  pro- 
gram for  economic  recovery    —  a  program  that  the  U.S.  Chamber  has  committed  itself 
to  support  in  its  entirety. 

THE  PROBLEM 


Social  Security  faces  serious  financial  problems.     In  the  short  run,  it 
is  primarily  a  question  of  assuring  that  trust  funds  are  not  depleted  before 
outlays  can  be  reduced  and  revenues  increased.     In  the  long-term,  the  demographic 
pattern  will  cause  Social  Security  outlays  to  far  exceed  our  anticipated  ability 
to  collect  revenues. 

The  underlying  cause  for  both  the  short  and  long  range  problems  is  the 
poor  performance    of  the  nation's  economy,  high  levels  of  inflation  and  unemploy- 
ment in  combination  with  lagging  productivity,  and  slow  real  wage  growth.  If 
unchecked,  the  ability  of  Social  Security  and  all  retirement  programs  to  meet 
their  obligations  will  be  threatened. 

This  is  one  of  the  reasons  it  is  necessary  to  adopt  policies  which  can  restore 
strength  to  our  economy.     If  we  can  rebuild  and  revitalize  America's  economy, 
we  will  have  taken  the  most  important  step  toward  saving  Social  Security  and 
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restoring  people's  confidence  in  this  important  retirement  program. 

The  short-term  problem  will  appear  early  next  year  when  the  old  age  and 
survivors  insurance  trust  fund  (OASI)  is  depleted.    When  that  occurs  the 
Social  Security  Administration  will  be  unable  to  issue  monthly  checks  to 
retired  workers,  their  dependents  and  survivors.     No  such  cash  flow  problem 
is  expected  for  either  the  Disability  Insurance  (DI)  or  Hospital  Insurance 
(HI)  trust  fund,  although  each  could  be  in  jeopardy  in  the  event  of  a  severe 
and  protracted  recession.     Table  1  following,  illustrates  this  problem. 


Table  J. — Estimated  operations  of  the.  OAS],  DI,  and  III  trust  jiuuh  under  present  law,  on  the  basis  oj  the  midsession 
review' assumptions  extended  through  10.90,  calendar  years  1070-90 


Income  (billions  «l  dollars)  OuUro  (bllllonsof  dollars) 


Calender  ye 

ar  I»AS1 

Dl 

OASDI 

in 

TnU>l 

OABI 

ni 

OA8D1 

HI 

Tot. 

15.  G 

105.  9 

22.  8 

128.  7 

03.  1 

14  2 

107.  3 

21.  1 

128.  4 

19X0  

105.  7 

13.  8 

119.  5 

20.  0 

1 15.  5 

103.  4 

15.  9 

124.  3 

24  G 

148.  9 

I!)S1 

119.  2 

1G.  5 

135.  7 

34.  4 

170.  1 

120  6 

17.  7 

144.  3 

28.  0 

172.  3 

1982  

129.8 

23  4 

153.  2 

39.  4 

192.  0 

143.  4 

19.  5 

1G2.  9 

32.  7 

195  7 

1  (ik:j 

142.  5 

20.  8 

109.  3 

44.  2 

213.  5 

100.  8 

21.  2 

181.  9 

37.  8 

219.  7 

10S1  

157.  1 

30.  3 

187.  4 

49.  3 

230.  7 

178.  0 

22.  8 

200.  8 

43.  3 

214.  ! 

1935 

178.  0 

38.  5 

217.  I 

SC.  4 

273.  5 

194.  8 

24.  5 

219.  3 

48.  1 

207.  5 

103G.... 

195.  2 

43.  4 

238.  G 

6G.  0 

301.  G 

211.  G 

2G.  2 

237.  8 

55.  2 

293.  0 

19S7 

211.  8 

43.  4 

200.  2 

72.4 

332.  0 

228.  8 

28.  0 

250.9 

G3.  4 

320.  2 

1938  

230.  0 

54.0 

283.  9 

78.  9 

302.  8 

217.  0 

30.  2 

277.  2 

72.  G 

349.  8 

1989 

250.  0 

60.  2 

310.  2 

85.  8 

39G.  0 

200  2 

32.  5 

298.  7 

82.  G 

381.  4 

1990 

292.  1 

75.  9 

308.  0 

92.  8 

4G0.  8 

280.  0 

35.3 

321.  9 

94.  1 

410.  0 

A ascLi  at  hreinnlne  ol  year 

asapr 

antagool 

Net  In 

funds  (MHIon 

s  ol  dollars) 

Funds  at  en< 

yeej  (billion 

of  dollars) 

outc.0  during  year 

OASI 

r>i 

OASDI 

HI 

ToUl 

OAS! 

•  i 

OA8M 

HI  Total 

OABI 

1)1  OASDI 

111 

Total 

1979 

-2.  9 

1  4 

-1.5 

I.  8 

0  3 

24.  7  5 

G 

30  3 

13.  2       43.  5 

30 

30 

30 

54 

34 

1980 

-2.  7 

-2.  1 

-4.  7 

1  4 

-3  4 

22.  0  3 

G 

25.  5 

14.  G       40.  2 

23 

35 

24 

54 

29 

19K1 

-7.  4 

-1.  2 

-8.  G 

G  4 

-2.  2 

14.  G  2 

4 

17.  0 

21.  0       37.  9 

17 

20 

18 

52 

23 

1982 

-13  0 

3.  9 

-9.  7 

G  7 

-3.  1 

1.0  C 

3 

7.  2 

27.  6       34.  9 

10 

12 

10 

64 

19 

1983 

-18.  3 

5.  6 

-12.  7 

G.  4 

—  G.  2 

-17.3  11 

9 

-5.  4 

34.  1       28.  0 

1 

39 

4 

73 

16 

1984 

-20.  9 

7.  4 

-13.  4 

G  0 

-7.  4 

-38.  2  19 

3 

-18.  8 

40  1       21.  3 

-10 

52 

-3 

79 

12 

1985 

-10.  2 

14  0 

-2.  2 

8.  2 

G.  0 

-54.  4  33 

3 

-21.  0 

48.  3       27.  3 

-20 

79 

-9 

83 

8 

19S6 

-10.  4 

17.  2 

.  8 

10.  7 

11.  0 

-70.  7  50 

-20  2 

59.  1       38.  8 

-26 

!27 

-9 

87 
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1987 

-17.  0 

20  4 

3  4 

9.  1 

12.  4 

-87.7  70.9 

-1G.  8 

68.  1       51.  3 

-31 
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-8 

93 

12 

1988 

-17.  1 

23  8 

G.  7 

G.  3 

13.  1  - 

104.  8  94 

7 

-10.  1 

74.  5       G4.  3 

-3G 

235 

-6 

94 

15 

1939.... 

„  -1C.  2 

27.  7 

11  5 

3  1 

14.  6  - 

121.  0  122 

1.  3 

77.  G       78.  9 

-39 
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-3 

90 

17 

1990 

5.  5 

40  6 

4G.  1 

-1.3 

44.  8  - 

115.  5      1G3.  0 

47.  4 

7a  3      123.  7 

-42 

31? 

(') 

82 

19 

'  Less  than  0.5  percent.  are  theoretical  since  the  OABI  trust  Innd  would  become  depleted  In  the  latter  hall  ol 

...  _.                        .......        .  „  ....   .      „           .  „  ....  when  aswtl  become  Insufficient  to  pay  honoflts  when  duo. 

Nona.— (1)  The  abcTe  estimates  Include  the  effects  ol  Tubllc  Law  WM03  and  Tublic 

Law  D0-1T3.  (2)  Estimates  lor  OA81.  OASDI  and  the  3  lunds.  combined,  In  1032  and  later  Source:  Social  Security  Administration,  OHIco  of  the  Actuary. 
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The  long-term  financial  problem  is  of  a  much  greater  magnitude.  Although 
estimates  vary,  all  agree  that  benefits  will  exceed  payroll  tax  collections  over 
the  next  75  years.     The  1980  Trustees  report  estimates  that  the  combined  deficit 
for  the  OASI  and  DI  trust  funds  may  average  1.52%  of  payroll.     In  other  words, 
the  average  payroll  tax  rate  would  have  to  be  1.52%  more  than  is  now  scheduled  by 
law.     See  Table  2. 


SOCIAL  SECURITY  BOARD  OF  TRUSTEES 
TABLE  2.    -  ESTIMATES   OF  OASDI  DEFICITS 


AVERAGE  SCHEDULED  AVERAGE  ESTIMATED 

TAX  RATES  EXPENDITURES  DIFFERENCE 

25  Year  Estimate  11.85  10.66  +1.19 

75  Year  Estimate  12.22  13.74  -1.52 


Since  this  estimate  does  not  include  the  HI  trust  fund  projections,  the  actual 
deficit  is  actually  somewhat  higher.     Former  Chief  Social  Security  Actuary 
Haeworth  Robertson  calculates  this  deficit  to  be  about  4.39%  and  warns  that  it 
could  be  much  higher  if  pessimistic  assumptions  are  used. 

Although  the  long-term  problems  are  critical,  they  are  not  immediate  and 
solid  solutions  can  be  developed  in  sufficient  time  to  fully  meet  expected  benefit 
demands.     However,  postponing  decisions    on  this  problem  beyond  the  first  half  of 
this  decade  will  make  the  task  that  much  more  difficult. 

POSSIBLE  OPTIONS 

The  97th  Congress  has  the  choice  of  a  number  of  options  to  ensure  the  soundness 
of  the  Social  Security  system.     They  are  as  follows: 

*CHANGE  SOCIAL  SECURITY  TRUST    FUNV  ACCOUNTING  ANV  ADMINISTRATIVE  PRACTICES 
In  this  category  are  such  approaches  as  merging  the  funds,  interfund  borrowing  and 
reallocation  of  revenues  among  the  trust  funds.     These  options  are  designed  to 
delay  the  day  of  reckoning  and,  by  themselves,  can  not  resolve  the  fundamental 
problem  of  outlays  exceeding  anticipated  revenue. 

* MODIFY  BENEFITS  -  A  great  number  of  choices  are  available  to  Congress  for 
reducing  social  security  outlays  in  order  to  bring  them  into  line  with  anticipated 
revenues.     The  fundamental  choice  here  is  whether  to  eliminate  only  selected 
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benefits  (e.g.  student  benefits)  that  would  affect  only  certain  groups  of 
beneficiaries,  or  to  reduce  benefits  across  the  board,  moderately  affecting 
all  beneficiaries  (e.g.  limits  on  CPI  indexing),  or  to  do  both. 

*FINV  NEW  REVENUES  -  Added  revenues  may  come  through  increased  payroll 
taxes,  general  fund  financing  or  extension  of  Social  Security  to  noncovered 
employments. 

Although  the  Chamber  has  traditionally  supported  payroll  tax  increases 
to  meet  benefit  obligations,  we  do  not  recommend  this  course  of  action  because 
of  the  adverse  economic  effect  that  a  payroll  tax  increase  would  have  and 
its  inconsistency  with  the  President's  economic  recovery  program. 

We  remain  fundamentally  opposed  to  general  revenue  financing  in  any  form 
whatsoever.     We  would  oppose  both  direct  infusions  from  the  Treasury,  including 
loans,  and  indirect  methods  such  as  income  tax  credits  or  deductions. 

However,  we  do  recommend  the  immediate  extension  of  Social  Security 
to  uncovered  employees. 

CHAMBER  RECOMMENDATIONS 

Last  month,  the  U.S.  Chamber's  Board  of  Directors  adopted  a  comprehensive 
set  of  recommendations  designed  to  (1)  resolve  the  short-term  financial  short- 
fall of  the  OASI  trust  fund,  (2)  restore  public  confidence  in  Social  Security, 
and  (3)  begin  the  process  towards  placing  Social  Security  on  a  sound  financial 
basis  into  the  foreseeable  future.  Many  of  these  recommendations  and  the  under- 
lying rationale  are  set  forth  below.  In  addition,  the  entire  set  of  recommendat ' 
is  appended  to  this  statement. 

( 7 )  RECOMMENDATIONS  ON  ACCOUNTING  ANV  APMIA/I STRATI 1/E  CHANGES  -  Several 
accounting  and  administrative  changes,  if  implemented,  would  provide  a  partial 
solution  to  the  short-term  problem.     Should  economic  conditions  prove  to  be 
better  than  anticipated,  then  these  steps  alone  might  suffice. 

*  IwtZfi^und  Bostf.OWing  -  One  of  the  more  promising  and  least  disruptive 
steps  is  temporary  interfund  borrowing.     It  offers  a  simple  method  of  insuring 
against  any  one  trust  fund  running  short  of  funds  because  of  unexpected  economic 
events.     Just  four  years  ago,  the  Carter  Administration  estimated  that,  at  the 
beginning  of  1982,  the  OASI  and  HI  trust  fund  assets  would  equal  30%  and  47% 
of  yearly  outgo,  respectively.     The  Reagan  Administration  now  predicts  these 
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assets  to  be  13%  and  61%  respectively.     Thus,   the  OASI  fund  has  declined  beyond 
expectations  despite  a  temporary  allocation  of  Dl  revenues  into  that  fund. 
HI,  on  the  other  hand,  has  been  increasing  its  assets  beyond  expectations  and 
could  act  as  a  temporary  loan  source  to  the  OASI  fund. 

The  interfund  borrowing  proposal  would  work  as  follows:     Each  trust  fund 
could  borrow  from  another  whenever  its  balance  falls  below  25%  of  its  estimated 
outlays  for  the  preceeding  12  months.     When  the  borrowing  fund's  assets  reached 
30%  of  its  outlays,  all  of  its  income  beyond  that  needed  to  maintain  the  30% 
level  would  be  transferred  to  the  lending  fund  until  the  loan  is  repaid  with 
interest. 

This  simple  procedure  is  an  acceptable  way  to  solve  the  temporary  short- 
fall of  the  OASI  trust  fund  and  to  give  the  social  security  program  the  necessary 
flexibility  to  meet  future  financial  emergencies.     Should  Congress  wish  to  pursue 
this  alternative,  we  recommend  it  do  so  on  a  pilot  test  basis,  and  in  conjunction 
with  our  recommendation  on  reallocation  (below). 

*  Rcatlo cation  ofa  Revenue*  -  Another  alternative  is  simply  to  reallocate 
the  income  among  the  three  trust  funds.     The  96th  Congress  adopted  a  measure  of 
this  sort  as  Public  Law  96-403  in  which  a  portion  of  the  1980  and  1981  DI 
revenues  were  transferred  to  the  OASI  fund.     The  97th  Congress  may  choose 

to  repeat  this  step. 

While  this  proposal  would  overcome  the  anticipated  shortfall  in  the  OASI 
trust  fund,  it  does  not  offer  the  flexibility  of  interfund  borrowing.  However, 
it  does  maintain  the  separate  identities  of  the  three  trust  funds  and  Congressional 
control  over  the  funds  —  factors  that  many  believe  are  quite  important. 

*  OthQA  Accounting  Ckang&i  -    There  is    a  variety  of  other  cost  saving 
accounting  changes  which  we  also  recommend.     Specifically,  we  concur  with  the 
General  Accounting  Office  recommendation  that  the  Department  of  Health  and 
Human  Services  (DHHS)  should  require  States  to  make  FICA  deposits  on  the  same 
basis  as  required  of  private  sector  employers.     Public  Law  96-265  required 
States  to  make  FICA  deposits  within  3  days  of  the  close  of  the  monthly  pay  period. 
If  States  were  to  make  semimonthly  deposits  beginning  next  year,  the  trust  funds 
could  earn  about  $339  million  more  in  interest  during  fiscal  years  1982-85. 

We  also  recommend  that  Social  Security  benefits  be  rounded  to  the  nearest 
10c  rather  than  up  to  the  next  10c  as  is  currently  done.     If  this  change  were  to 
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be  adopted,   savings  would  total    about  $80  million  per  year. 

(2)     RECOMMENDATIONS  ON  BENEFIT  MODIFICATIONS  -  Several  options  are 
available  for  modifying  Social  Security  benefits  in  a  manner  designed  to  curb 
their  future  growth.     The  basic  issue  raised  here  is  whether  the  "core"  retire- 
ment benefits  ought  to  be  modified  or  whether  reductions  should  be  limited  to  the 
so-called  "welfare"  elements  of  Social  Security.     We  believe  that  both  modifications 
should  be  made. 

*  Re£iA<zme.rvt  BenejfcXa  -  Each  June,  Social  Security  benefits  are  raised  by 

a  percentage  amount  equal  to  the  increase  in  the  Consumer  Price  Index  (CPI)  provided 
that  (1)  the  CPI  increase  exceeded  3%  and  (2)  Congress  has  not  enacted  a  benefit 
increase  during  the  preceeding  year. 

Since  the  adoption  of  this  cost  of  living  adjustment  (COLA),  Social  Security 
has  emerged  as  the  outstanding  example  of  the  hidden  perils  of  indexation.  In 
this  instance,  there  are  two  shortcomings.     First,  the  index  (CPI)  itself  is 
flawed  in  several  ways,  the  most  notable  of  which  is  its  housing  component.  This 
has  resulted  in  an  overstatement  of  the  actual  increase  in  the  cost  of  living. 
Second,  earnings  on  which  Social  Security  taxes  depend  have  not  kept  pace  with 
inflation.    With  benefits  now  pegged  to  the  CPI  and  taxes  pegged  to  wages,  a 
gap  between  the  two  has  opened  up  and  is  expected  to  increase  again  this  year 
when  benefits  are  scheduled  to  rise  by  12.4%  while  wages  during  the  same  period 
rise  by  9.8%. 

Through  automatic  indexation,  to  100%  of  changes  in  the  CPI,  Congress  has  un- 
intentionally been  transferring,   in  the  past  few  years,  income  from  the  employed 
to  Social  Security  recipients.     Changing  the  benefit  formula  to  correct  this 
distortion  is  an  urgently  needed  reform.     A  variety  of  proposals  is    now  under 
consideration  by  the  Chamber. 

*  Studznt  Bene k<Ltt>  -  Presidents  Ford,  Carter  and  Reagan  recommended  phasing 
out  Social  Security  benefits  for  adult  students,  defined  as  full-time  students 
between  the  ages  of  18  and  22.     When  this  entitlement  was  created  in  1965,  there 
were  two  limited  federal  scholarship  programs  providing  only  $284  million. 
Today,  there  are  six  major  federal  scholarship  programs  which  provide  over 

$7  billion  in  assistance  per  year.     Clearly,  there  is  no    longer  a  need  for  a 
students'  Social  Security  benefit.     We  therefore  recommend  this  benefit  be  phased 
out  at  a  savings  of  $7  billion  by  1986. 
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*  Minimum  ^mij-it  -  We  endorse  the  elimination  of  the  "minimum  benefit" 
provision  of  Social  Security  as  recommended  by  the  President.     Designed  originally 
to  assure  an  adequate  retirement  for  workers  with  low  wage  histories,  this 
benefit  has  become  obsolete  and  inequitable. 

Today  the  Supplemental  Security  Income  (SSI)  program  serves  this  function 
very  efficiently.     Indeed,  the  main  effect  of  the  minimum  benefit  for  these 
people  is  to  offset,  dollar  for  dollar,  the  SSI  benefit  that  they  would  have 
been  entitled  to  if  they  were  not  also  receiving  the  minimum  benefit. 

Ironically,  the  main  beneficiaries  of  the  minimum  benefit  are  not  the 
elderly  poor,  but-  rather  those  with  relatively  short  work  histories  in  covered 
employment,  most  notably  federal  employees.     For  them,  their  benefit  is  four 
times  their  covered  wages,  and  approximately  100  times  the  amount  of  their  taxes. 
Such  retirees,  of  course,  also  enjoy  federal  pensions  averaging  about  $11,000 
per  year.     Some  have  working  spouses  earning,  on  the  average,  $15,000  per  year. 
Clearly,  this  windfall  is  unjust  and  should  be  curbed  immediately  with  a 
resultant  savings  to  Social  Security  of  $5.8  billion  by  1986. 

*  Rojtin.2m<LYVt  Age  -  The  entitlement  age  for  Social  Security  benefits  should 
be  gradually  raised  by  three  years  to  accomodate  the  longer  life  expectancies 
in  the  next  century.     Both  full  and  early  retirement  ages  should  be  increased 
beginning  in  the  year  2000. 

(3)     RECOMMENDATIONS  ON  UNIVERSAL  COVERAGE  -  It  is  necessary  that  we  begin 
immediately  to  mandate  the  inclusion  of  all  federal  employees  and. those  state 
and  local  government  employees  not  now  participating  in  Social  Security.  This 
step  would  provide  a  temporary  windfall  of  revenues  to    the  trust  funds  at  a 
time,  when  added  revenues  are  desperately  needed  to  avoid  insolvency.  Moreover, 
it  would  end  the  withdrawals  from  Social  Security  now  being  undertaken  by  a 
number  of  state  and  local  government  employees  which  are  eroding  the  tax  base 
of  Social  Security  and  further  threatening  its  solvency. 

Ninety  percent  of  the  American  workforce  is  covered  by  Social  Security, 
but  about  7,000,000  workers,  mostly  federal,  state  and  local  government  employees, 
are  not.     Nonetheless,  about  70%  of  the  "uncovered"  employees  finally  qualify 
for  Social  Security  benefits  as  a  result  of  working  in  covered  employment  at  some 
time  in  their  career.     As  a  rule,  such  employees  qualify  for  benefits  which  are 
about  two-thirds  of  the  amount  they  would  have  earned  if  their  full  career  had 
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been  in  covered  employment.     Yet,  on  the  average,  they  pay  less  than  one-third  of 
what  career-long  covered  employees  pay  in  Social  Security  taxes. 

If  mandatory  universal  coverage  were  effective  January  1982,  over  $99  billion 
in  additional  revenues  could  be  expected  by  1987.     That  is  nearly  8%  of  the 
projected  trust  fund  outlays  for  that  period,  based  on  CBO's  January  1981  economic 
assumptions. 

We  do  not  propose    raiding  the  retirement  trust  funds  for  federal,  state  and 
local  government  employees.    Those  funds  belong  to  these  employees  and  must  be  used 
exclusively  to  pay  promised  retirement  benefits  to  both  present  and  future  beneficiarie 
We  do  propose,  however,  that  all  working  Americans  should  have  Social  Security  as 
their  base  line  pension.     Where  employer-provided  pensions  are  available,  these 
should  be  supplemental  to  and  integrated  with  Social  Security  just  as  they  are 
now  by  the  majority  of  private  and  public  sector  pensions  including  some  federal 
plans. 

Most  Americans  are  incredulous  when  they  first  learn  that    after  44  years  of 
Social  Security,  neither  Members  of  Congress  nor  federal  employees  have  ever 
paid  Social  Security  taxes  on  their  federal  compensation. 

Common  sense  and  fairness  suggest  that  reasonable  comparability  between 
public  employee  and  private  sector  employee  compensation  and  pensions  is  essential, 
and  that  Social  Security  coverage  should  be  universal.     If  our  elected  representatives 
—  federal,  state  and  local  —  fail  to  achieve  these  objectives  within  a  reasonable 
time  span,   the  resulting  discontent  will  weaken  the  public  confidence  in  and  support 
for,  financing  OASDI      and  the  separate  federal  employee  retirement  system  and  other 
public  sector  pensions. 

TAX  INCREASE  OR  GENERAL  REVENUES 

It  would  be  a  serious  mistake  either  to  raise  Social  Security  taxes  or 
tap  general  revenues  for  meeting  the  short-term  crisis  confronting  Social 
Security.     Either  course  of  action  would  seriously  undermine  the  President's 
program  for  economic  recovery.     Moreover,  as  we  have  demonstrated,  neither 
course  of  action  is  necessary. 

We  are  equally  opposed  to  offering  an  income  tax  credit  against  Social 
Security  taxes.     We  see  it  as  an  improper  and  unwise  use  of  tax  dollars  and  as 
a  back  door  method  of  introducing  general  revenue  financing  to  a  program  which 
for  four  decades  as  been  self-supporting. 
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CONCLUSION 

If  the  above  recommendations  are  enacted,  it  will  not  be  necessary  to 
increase  the  schedule  tax  rates  or  to  supplement  current  revenues  by  the 
infusion  of  general  revenue  funds.     The  accounting  changes  will,  by  themselves 
postpone  the  exhaustion  of  the  OASI  trust  fund.     As  Table  3  illustrates,  the 
savings  from  the  proposed  benefit  modifications  —  which  we  project  to  be 
roughly  $50  billion  by  1987  —  plus  an  increase  of  $99  billion  in  revenues 
resulting  from  universal  coverage  will  return  Social  Security  to  a  healthy 
financial  basis.     Rather  than  a  $40  -  $60  billion  deficit  as  now  predicted,  it 
would  enjoy  a  $88  -  $108  billion  surplus  by  1987. 

Our  commitment  as  employers  to  the  principles  of  Social  Security  and  the 
commitment  of  Congress  as  a  responsible  trustee  for  the  retirement  security 
of  elderly  Americans,  should  cause  employers  and  the  Congress  to  work  together 
for  the  enactment  of  the  realistic  program  we  are  advocating  to  save  and 
strengthen  Social  Security. 

TABLE  3 

ESTIMATED  SAVINGS  AND  REVENUE  INCREASES 
IF  CHAMBER  RECOMMENDATIONS  ARE  ADOPTED 

(BILLIONS  OF  DOLLARS) 


1982 

1983 

1984 

1985 

1986 

TOTAL 

Universal  Coverage 

$16.6 

$18,  1 

$19.5 

$22.2 

$22.9 

$99.3 

COLA  Modification 

3.8 

4.4 

5.1 

5.6 

6.3 

25.2 

Disability  Benefits 

.6 

1.4 

1.7 

2.2 

2.8 

8.7 

Student  Benefits 

.7 

1.2 

1.5 

1.7 

1.7 

6.8 

Minimum  Benefits 

.5 

1.3 

1.4 

1.5 

1.5 

6.2 

Death  Benefits 

.  1 

.2 

.2 

.2 

.2 

0.9 

Survivor  Benefits 

.05 

.  1 

.  1 

.1 

.2 

0.6 

Rounding  Benefits 

.05 

.05 

.  1 

.  1 

.  1 

0.4 

State  Deposits 

n.  a. 

n.  a. 

n.a. 

n.a. 

n.a. 

0.3 

ANNUAL  TOTAL 

$22.4 

$26.8 

$29.6 

$33.6 

$35.7 

COMBINED  FIVE  YEAR  TOTAL  $148 

Sources:       Office  of  The  Actuary,   Social  Security  Administration 
Office  of  Management  and  Budget 
Congressional  Budget  Office 
General  Accounting  Office 
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Attachment 


U.S.   CHAMBEP  POSITIONS  ON  PROPOSALS  TO  AMEND  THE  SOCIAL  SECURITY  ACT 


To  assure  public  confidence  in  Social  Security  and  to  restore  it  to  a 
financially  sound  basis  in  which  future  short-term  expected  benefits  will  be 
fully  met  by  future  short-term  expected  income,  the  Chamber  of  Commerce  of  the 
United  States  urges  the  enactment  of  the  following  amendments  to  the  Social 
Security  Act: 


I.     Benefit  Amendments 


Social  Security  benefits  should  be  modified  in  order  to  eliminate 
costs  that  are  more  appropriately  a  function  of  other  social  welfare  programs 
or  which  would  eliminate  certain  inequities  and  disparities  in  existing  benefits. 
We  specifically  recommend: 

(1)     Repeal  of  the  minimum  benefit  for  those  who  become  entitled 
to  OASDI  benefits  after  1980; 


(2)  Reduction  of  the  number  of  years  disregarded  in  computing 
future  initial  benefits  for  deceased  younger  workers; 

(3)  Phasing  out  student  benefits  for  those  18-21; 

(4)  Gradual  increase  in  the  age  at  which  individuals  are  eligible 
for  full  retirement  benefits,  survivor  benefits  and  early 
retirement  benefits; 

(5)  Modification  of  the  current*  cost-of-living  Social  Security 
index  in  order  to  reduce  the  overly  excessive  escalation  of 
Social  Security  cash  benefits. 

We  remain  opposed  to  the  liberalization  of  the  retirement  test  or  of  the  definition 
of  disability. 

II .     Financing  and  Administrative  Amendments 


(1)     No  increase  in  scheduled  taxes; 


(2)  Equal  employer-employee  taxes  should  be  maintained; 

(3)  The  use  of  general  revenues  either  directly  or  on  a  loan 
basis  and  other  non-payroll  tax  revenue  sources  should  be 
opposed; 

(4)  Interfund  borrowing  on  a  temporary  basis  (1982-1985)  should 
be  authorized; 

(5)  Temporary  reallocation  (1982-1985)  of  FICA  revenues  so  that  the  OASI 
share  would  be  increased  by  an  amount  equal  to  the  reduction  in  the 
HI  trust  fund  should  be  implemented. 


We  remain  opposed  to  proposals  to  expand  the  definition  of  wages  subject  to  social 
security  taxes. 

III.     Coverage  Amendments 

(1)     Coverage  should  be  increased  by  extending  social  security  on  a 

mandatory  basis  to  all  non-covered  and  optionally  covered  employments 
Current  options  for  voluntary  withdrawal  should  be  eliminated. 
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Mr.  Pickle.  Thank  you,  Mr.  Jones. 

I  cannot  find  in  your  statement  if  we  did  as  you  recommended 
that  we  would  have  a  surplus  of  $87  billion. 

Mr.  Jones.  On  page  10,  sir,  in  the  conclusion.  It  is  in  the  conclu- 
sion on  page  10. 

The  other  numbers  I  cited  are  in  the  table  at  the  bottom  of  that 
page. 

Mr.  Pickle.  Thank  you.  That  is  something  to  be  devoutly  desired. 
Now  I  recognize  Mr.  Re. 

STATEMENT  OF  JOHN  RE,  CHAIRMAN,  SOCIAL  SECURITY  SUB- 
COMMITTEE, EMPLOYEE  BENEFITS  AND  RELATIONS  COM- 
MITTEE, COUNCIL  OF  STATE  CHAMBERS  OF  COMMERCE 
(STAFF  TAX  ADMINISTRATOR,  UNITED  STATES  STEEL  CORP.) 

Mr.  Re.  Thank  you,  Mr.  Chairman. 

You  have  in  front  of  you  an  oral  summary  of  my  statement  and 
the  full  text  which  we  request  be  placed  in  the  record. 

Mr.  Chairman,  members  of  the  subcommittee,  my  name  is  John 
Re.  I  am  staff  tax  administrator  for  United  States  Steel  Corp.  and 
chairman  of  the  Social  Security  Subcommittee  of  the  Employee 
Benefits  and  Relations  Committee  of  the  Council  of  State  Cham- 
bers of  Commerce.  I  speak  to  you  today  on  behalf  of  that  commit- 
tee. » 

We  appreciate  the  opportunity  to  appear  before  you  today  as  we 
believe  that  action  is  needed  if  we  are  going  to  place  social  security 
on  an  unquestionably  sound  basis.  The  system  is  currently  experi- 
encing financial  problems  for  both  the  short  and  long  terms  with, 
in  our  opinion,  the  long-term  forecasts  being  especially  onerous. 

There  are  certain  options  available  to  this  subcommitee  which 
we  believe  if  enacted  today  would  correct  the  financial  problems  of 
social  security.  They  are  general  revenue  financing,  increasing 
taxes,  reduce  and/ or  eliminate  certain  benefits  and  increase  the 
requirement  age.  I  will  summarize  each  of  these  options  separately. 

GENERAL  REVENUE  FINANCING 

It  is  our  belief  that  general  revenue  financing  is  not  in  the  best 
interest  of  social  security.  Congress,  without  the  discipline  of  self- 
financing  by  the  payroll  tax,  would  continue  to  vote  for  bigger 
benefits  without  making  the  hard  decision  about  how  to  pay  for 
them.  We  believe  that  the  biggest  single  factor  in  the  public's  great 
acceptance  and  support  of  social  security  over  the  years  is  the  fact 
that  people  view  social  security  as  an  earned  right  and  not  welfare. 
General  revenue  financing  would  weaken  this  perception  and 
should,  therefore,  be  rejected. 

INCREASE  IN  TAXES 

This  subcommittee  is  already  aware  of  the  current  scheduled 
increases  in  social  security  taxes  over  the  next  several  years.  We 
also  believe  that  you  are  painfully  aware  of  the  public's  reaction  to 
this  year's  tax  increase.  We  feel  that  our  current  tax  rates,  coupled 
with  future  scheduled  increases,  have  reached  the  maximum  ac- 
ceptable levels.  Further  increases  are  not  the  solution  and,  like 
general  revenue  financing,  should  be  rejected. 
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Proposals  are  made  periodically,  however,  to  break  away  from 
the  historical  50-percent  employer  and  50-percent  employee  method 
of  financing  social  security.  We  strongly  oppose  these  proposals  on 
the  grounds  that  they  are  attempts  to  hide  the  true  costs  of  social 
security,  they  would  increase  taxes  on  an  already  overtaxed,  over- 
regulated  business  community  and  undermine  the  social  insurance 
concept  of  social  security.  The  concept  of  parity  is  basic  to  the 
system  and  should  not  be  changed. 

REDUCE  AND/OR  ELIMINATE  CERTAIN  BENEFITS 

Much  of  the  testimony  before  this  subcommittee,  we  believe,  has 
dramatized  the  fact  that  some  reductions  and/or  eliminations  of 
benefits  would  be  appropriate  and  indeed  necessary  if  we  are  to 
return  the  program  to  fiscal  soundness.  Along  these  lines  we  would 
add  our  support  to  the  Reagan  administration's  recommendation 
that  the  student  benefit,  minimum  benefit,  and  the  lump  sum 
death  benefit  be  eliminated. 

We  would  join  the  many  who  would  suggest  that  the  current 
method  for  indexing  benefit  needs  to  be  modified  if  the  program  is 
to  begin  to  return  to  fiscal  soundness.  We  would  emphasize  the 
necessity  of  holding  OASI  benefits  to  a  minimum  layer  of  protec- 
tion; preserving  the  relation  of  benefits  to  past  wage  history,  and 
Congress  reexamining  its  mandate  to  index  the  initial  benefit  level 
and  bend  points  to  the  increase  in  average  wages  as  opposed,  for 
example,  to  prices. 

INCREASE  THE  RETIREMENT  AGE 

We  believe  that  because  of  the  fact  that  people  on  average  live 
longer,  healthier  lives  today  than  they  did  when  the  retirement  age 
was  first  calculated,  the  retirement  age  should  be  raised  on  a 
phase-in  basis. 

FURTHER  ADJUSTMENTS 

We  would  further  suggest  the  following  adjustments  to  insure 
the  fiscal  soundness  of  the  social  security  program: 

1.  Universal  coverage:  We  strongly  believe  that  coverage  under 
social  security  should  be  extended  to  all  workers.  Coverage  exten- 
sion should,  however,  be  accompanied  by  proper  integration  of 
GASDHI  benefit  rights  with  those  provided  by  other  special  pen- 
sion plans.  We  believe  that  a  public  relations  program  should  be 
started  to  educate  public  employees  to  the  advantages  of  Social 
Security  and  that  coverage  would  not  eliminate  or  destroy  their 
public  pensions. 

2.  Interfund  borrowing:  We  believe  that  interfund  borrowing  can 
serve  as  a  very  useful  tool  to  overcome  short-term  problems  and 
would  recommend  its  use  on  a  limited  basis. 

3.  Waste,  fraud  and  mismanagement:  It  has  been  reported  that 
between  January  and  July  1978  SSA  sent  almost  1  million  benefi- 
ciaries some  $536  million  more  than  they  should  have  received. 
The  GAO  reported  that  only  $207  million  was  received.  In  view  of 
these  occurrences,  we  would  recommend  review  of  Mr.  Jack  Futter- 
man's  report  to  the  National  Commission  on  Social  Security  dated 
July  1980  which  highlights  the  SSA  as  "an  ailing  mechanism  for 
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the  administration  of  these  programs."  There  can  be  no  public 
acceptance  of  the  payroll  tax  when  waste,  fraud  and  mismanage- 
ment are  evident. 

CONCLUSION 

We  have  attempted  through  this  oral  testimony  to  outline  ways 
which  we  believe  could  raise  receipts  and  decrease  outlays  for  both 
the  short  and  long  term.  We  urge  this  subcommittee  to  consider 
these  recommendations  throughout  your  future  deliberations.  Con- 
gress must  face  up  to  both  the  short  and  long-term  issues,  which  is 
necessary  to  keep  the  program  fiscally  sound  and  to  avoid  wide- 
spread public  apprehension.  It  is  our  belief  that  through  the 
changes  we  suggest  an  unquestionably  sound  financial  base  for  the 
social  security  system  will  be  in  place  for  today's  beneficiaries  and 
workers. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  John  Re,  on  Behalf  of  the  Employee  Benefits  and  Relations 
Committee  of  the  Council  of  State  Chambers  of  Commerce 

Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is  John  Re  I  am  Staff 
Tax  Administrator  for  U.S.  Steel  Corporation  and  Chairman  of  the  Social  Security 
Subcommittee  of  the  Employee  Benefits  and  Relations  Committee  of  the  Council  of 
State  Chambers  of  Commerce,  an  organization  comprised  of  34  State  and  regional 
chamber  organizations.  Ordinarily  our  procedure  in  presenting  testimony  is  to 
speak  with  the  specific  endorsement  of  those  member  organizations.  Time  restric- 
tions, however,  have  not  allowed  us  to  follow  that  procedure  in  this  instance. 

We  appreciate  the  opportunity  to  appear  before  you  today  as  we  believe  that 
action  is  needed  and  is  needed  quickly  to  once  again  place  Social  Security  on  an 
unquestionably  sound  basis.  This  will  assure  today's  younger  workers  that  the 
Social  Security  program  they  are  now  supporting  with  their  tax  dollars  will  supply 
them  with  appropriate  benefits  upon  their  retirement.  This  Subcommittee  should  be 
commended  for  its  decision  to  hold  hearings  as  quickly  as  you  have  on  Social 
Security.  We  believe  this  demonstrates  the  Subcommittee's  determination  to  fully 
examine  the  financial  problems  of  Social  Security  and,  therefore,  be  in  a  position  to 
act  as  you  perceive  action  to  be  advisable. 

The  only  way  to  avoid  unbearable  taxes  is  for  Congress  to  study  the  recommenda- 
tions of  this  Subcommittee  and,  while  steering  away  from  the  traditional  politics  of 
Social  Security,  give  due  consideration  to  balancing  the  Social  Security  budget  so 
that  correction  of  some  of  the  system's  deficiencies  caused  by  the  changing  roles  of 
men  and  women  may  be  addressed.  Mr.  William  Agee,  Chairman  of  Bendix  Corpora- 
tion, was  quoted  in  a  recent  issue  of  Fortune  Magazine  as  saying  that  "Procrastinat- 
ing until  the  burden  forces  the  breaking  of  promises  will  only  make  the  problem 
worse.  Young  and  old  will  be  pitted  against  one  another  in  a  fearful  battle  over  the 
remains  of  a  shrinking  economy."  We  agree  with  that  assessment. 

financial  conditions 

We  note  that  many,  if  not  all,  witnesses  before  this  Sub-Committee  have  suggest- 
ed that  action  is  necessary  on  your  part  because  the  program  is  experiencing 
financial  difficulties.  These  difficulties  are  both  short  and  long  range,  with  the  long 
range  forecast  being  especially  onerous.  We  would  emphasize  the  outline  given  by 
the  Secretary  of  Health  and  Human  Services  before  this  Subcommittee  on  February 
19th  when  he  stated  that  "The  1980  report  of  the  Boards  of  Trustees  of  the  Social 
Security  trust  funds  shows  that  over  the  next  25  years  (1980-2004)  the  old-age 
survivors,  and  disability  program  will  run  a  surplus  averaging  1.19  percent  of 
payroll.  For  the  second  25  years  (2005-2029)  we  have  a  roughly  equal  deficit  (1.17 
percent  of  payroll).  This  is  followed  by  a  very  significant  deficit  of  4.58  percent  of 
2030  to  2055.  The  average  of  these  three  figures  is  a  1.52  percent  deficit  for  the  full 
75-year  projection  period." 

"Another  way  of  looking  at  the  longer  range  is  to  trace  the  projected  trust  fund 
balances.  The  1980  Trustees  Report  showed  the  combined  assets  of  the  OASDI  trust 
fund  rising  from  23  percent  of  annual  outlays  in  1990  to  335  percent  of  outlays  in 
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2010  and  declining  thereafter  until  the  funds  would  be  unable  to  pay  benefits  in 
2030  or  so." 

The  deficits  projected  in  the  21st  century  are  largely  the  result  of  projected 
demographic  changes.  The  combination  of  projected  lower  mortality  rates,  especially 
among  the  aged,  the  retiring  of  the  "baby  boom"  generation,  and  of  continued  lower 
fertility  rates  causes  the  ratio  of  workers  to  benficiaries  to  shift  from  about  3  to  1 
today  to  about  2  to  1  in  the  year  2035. 

POSSIBLE  SOLUTIONS 

There  are  certain  major  options  available  to  this  Subcommittee  to  correct  the 
financial  problems  of  Social  Security.  They  are  general  revenue  financing,  increas- 
ing taxes,  reduce  and/or  eliminate  certain  benefits  and  increase  the  retirement  age. 
I  will  discuss  each  of  these  options  separately. 

A.  General  revenue  financing. — It  is  our  belief  that  general  revenue  financing  is 
not  in  the  best  interest  of  Social  Security.  Congress,  without  the  discipline  of  self- 
financing  by  the  payroll  tax,  would  continue  to  vote  for  bigger  benefits  without 
making  the  hard  decision  about  how  to  pay  for  them.  We  believe  that  the  biggest 
single  factor  in  the  public's  great  acceptance  and  support  of  Social  Security  over  the 
years  is  the  fact  that  people  view  Social  Security  as  an  earned  right  and  not 
welfare.  General  revenue  financing  would  weaken  this  perception  and,  should  there- 
fore, be  rejected.  If,  however,  it  is  determined  that  general  revenues  are  absolutely 
necessary  to  preserve  the  system,  then  we  would  urge  that  such  financing  be 
confined  strictly  to  non-wage  related  items  such  as  hospital  insurance.  We  would 
also  remind  the  Subcommittee  that  there  are  no  general  revenues  available  and  to 
increase  Federal  debt  to  help  finance  a  portion  of  Social  Security  would  add  fuel  to 
the  inflationary  fires.  This,  as  in  the  past,  would  further  compound  the  dilemma 
facing  our  Social  Security  system. 

B.  Increase  in  taxes. — This  Subcommittee  is  already  aware  of  the  current  sched- 
uled increases  in  Social  Security  taxes  over  the  next  several  years.  We  believe  that 
you  are  also  painfully  aware  of  the  public's  reaction  to  this  year's  tax  increase.  We 
feel  that  our  current  tax  rates  coupled  with  future  scheduled  increases  have 
reached  the  maximum  acceptable  levels  for  today's  workers.  Further  increases  are 
not  the  solution  and,  like  general  revenue  financing,  should  be  rejected. 

Proposals  are  made  periodically,  however,  to  break  away  from  this  historical  50 
percent  employer  and  50  percent  employee  method  of  financing  Social  Security.  We 
strongly  oppose  these  proposals  on  the  grounds  that  they  are  attempts  to  hide  the 
true  cost  of  Social  Security,  they  would  increase  taxes  on  an  already  overtaxed, 
overregulated  business  community  and  undermine  the  social  insurance  concept  of 
Social  Security.  The  concept  of  parity  is  basic  to  the  system  and  should  not  be 
changed. 

Periodically  proposals  are  made  to  increase  the  taxable  wage  base  over  and  above 
the  mandated  increases  as  another  way  to  increase  revenues  into  the  system.  We 
are  opposed  to  this  since  future  benefits  that  have  to  be  paid  are  also  increased. 
Furthermore,  raising  the  wage  base  may  result  in  upper  income  groups  reducing 
private  savings  and  thus  the  amount  of  capital  formation  in  the  economy.  Any 
increase  in  cost  of  the  program  should  be  met  primarily  through  increased  tax  rates 
rather  than  through  the  "hidden"  avenue  of  an  expanded  wage  base. 

C.  Reduce  and/or  eliminate  certain  benefits. — Much  of  the  testimony  before  this 
Subcommittee,  we  believe,  has  dramatized  the  fact  that  some  reductions  and/or 
eliminations  of  benefits  would  be  appropriate  and  indeed  necessary  if  we  are  to 
return  the  program  to  fiscal  soundness.  Along  these  lines  we  would  add  our  support 
to  the  Reagan  Administration's  recommendation  that  the  student  benefit  and  mini- 
mum benefit  be  eliminated  which  the  Administration  estimates  would  reduce  ex- 
penditures by  $13  billion  by  the  end  of  1985.  In  our  opinion,  these  two  benefits  are 
of  questionable  value  as,  according  to  the  Administration,  "more  appropriate  Feder- 
al assistance  programs  are  available."  We  would  point  out  that  GAO  has  studied 
both  of  these  benefits  recently  and  recommended  their  elimination.  In  addition  to 
eliminating  these  two  programs  we  would  further  suggest  that  the  $225  lump-sum 
death  benefit  be  eliminated.  In  cases  where  the  need  exists,  a  death  benefit  could  be 
paid  through  the  SSI  program. 

We  would  join  the  many  who  would  suggest  that  the  current  method  for  indexing 
benefit  needs  to  be  modified  if  the  program  is  to  begin  to  return  to  fiscal  soundness. 
We  would  emphasize  the  necessity  of:  (1)  Holding  OASI  benefits  to  a  minimum  layer 
of  protection;  (2)  Preserving  the  relation  of  benefits  to  past  wage  history,  and  (3) 
Congress  re-examining  its  mandate  to  index  the  initial  benefit  level  and  "bend 
points"  to  the  increase  in  average  wages  as  opposed,  for  example,  to  prices. 

With  respect  to  this  latter  point,  there  are  numerous  alternatives  in  the  manner 
in  which  benefits  can  be  indexed.  We  believe  that  Congress  must  review  this  aspect 
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and  select  the  method  that  would  best  relate  the  program's  expected  costs  to 
revenues.  It  is  noteworthy  that  one  of  the  alternatives,  i.e.,  indexing  based  on  prices, 
would  have  lessened  the  uncertainty  over  the  future  financing  of  the  Social  Security 
system.  Finally,  Congress  may  also  wish  to  review  the  weighting  of  the  benefit 
formula  which  is  progressive  and  of  a  welfare  nature  at  the  low  end  of  the  benefits 
table. 

D.  Increase  the  Retirement  Age. — We  believe  that  because  of  the  fact  that  people 
on  average  live  longer,  healthier  lives  today  than  they  did  when  the  retirement  age 
was  first  calculated,  the  retirement  age  should  be  raised  on  a  phased-in  basis.  In 
view  of  Social  Security's  financial  problems,  it  is  not  clear  why  such  early  retire- 
ment should  be  a  matter  of  right.  We,  therefore,  believe  it  would  be  appropriate  to 
raise  the  ages  from  62  and  65  to  65  and  68  as  has  been  suggested  by  others.  We 
believe  this  action  now  would  serve  as  a  safeguard  against  future  contingencies  and, 
if  it  is  determined  at  a  later  date  that  this  action  was  not  necessary,  Congress  could 
act  to  reduce  the  retirement  age. 

Further  Adjustments. — We  would  further  suggest  the  following  adjustments  to 
insure  the  fiscal  soundness  of  the  Social  Security  program: 

A.  Universal  Converage. — We  strongly  believe  that  coverage  under  Social  Security 
should  be  extended  to  all  workers  (including  governmental  employees)  for  the 
following  reasons: 

1.  Members  of  Congress  and  all  Federal  employees  should  participate;  otherwise 
the  public  will  become  increasingly  contemptuous  about  their  non-participation. 

2.  The  employees  currently  excluded  from  coverage  do  not  have  the  basic  plan  of 
protection  nor  do  they  share  in  the  concept  inherent  in  the  Social  Security  program 
of  transferring  funds  from  those  employed  to  those  who  no  longer  are  employed. 

3.  A  large  percentage  of  employees  working  in  non-covered  employment  are 
covered  under  Social  Security  based  on  employment  and/ or  self-employment  in  a 
second  job  ("moonlighting").  These  employees  are  unjustly  taking  advantage  of  the 
"welfare"  aspect  of  Social  Security  in  which  the  benefit  structure  is  heavily  weight- 
ed in  favor  of  those  with  low  covered  income  or  for  low  years  of  coverage.  They,  in 
fact,  receive  a  windfall  because  their  benefits  will  far  exceed  their  contributions. 

4.  The  result  of  the  above  "windfall"  to  some  is  that  others  in  the  system — often 
those  who  have  much  less  total  income — have  to  pay  higher  Social  Security  taxes  to 
support  those  who  enjoy  this  windfall  gain. 

5.  There  are  gaps  in  benefit  coverage  for  many  individuals  who  have  worked 
under  both  Social  Security  and  the  civil  service  retirement  systems. 

6.  Finally,  the  non-covered  do  not  share  in  the  cost  of  income  redistribution 
inherent  in  Social  Security. 

This  mandatory  coverage  extension  should  be  accompanied  by  proper  integration 
of  OASDHI  benefit  rights  with  those  provided  by  other  special  pension  plans.  We 
believe  that  a  public  relations  program  should  be  started  to  educate  public  employ- 
ees to  the  advantages  of  Social  Security  and  that  coverage  would  not  eliminate  or 
destroy  their  public  pensions. 

B.  Interfund  Borrowing. — We  believe  that  interfund  borrowing  can  serve  as  a  very 
useful  tool  to  overcome  short-term  problems  and  would  recommend  its  use  on  a 
limited  basis.  It  must  be  recognized,  however,  that  the  fact  that  interfund  borrowing 
is  necessary  indicates  a  problem  either  with  tax  rate  allocations,  the  funding  of  the 
program,  or  excessive  benefits.  Interfund  borrowing  should  never  be  looked  at  as  a 
solution  but  only  as  a  method  for  buying  time. 

C.  Waste,  fraud  and  mismanagement. — A  recent  article  in  Readers  Digest,  enti- 
tled, "Stormclouds  Over  Social  Security,"  reported  that  between  January  and  July 
1978  SSA  sent  almost  1  million  beneficiaries  some  $536  million  more  than  they 
should  have  received.  The  article  continued  that  GAO  reported  only  $207  million 
was  recovered.  In  view  of  these  occurrences,  we  would  recommend  review  of  Mr. 
Jack  Futterman's  report  to  the  National  Commission  on  Social  Security  dated  July 
1980  which  highlights  the  SSA  as  an  "ailing  mechanism  for  the  administration  of 
these  programs."  There  can  be  no  public  acceptance  of  the  payroll  tax,  when  waste, 
fraud  and  mismanagement  are  evident. 

CONCLUSION 

We  have  tried  through  this  testimony  to  outline  ways  which  we  believe  could 
raise  receipts  and  decrease  outlays  for  both  the  short  and  long-term.  We  urge  this 
Subcommittee  to  consider  these  recommendations  throughout  your  future  delibera- 
tions. They  are,  we  believe,  necessary  for  a  financially  sound  Social  Security  system. 
As  the  Subcommittee  will  note,  most  of  our  recommendations  are  for  decreasing 
outlays  which  is  not  an  easy  thing  to  vote  for.  However,  today's  younger  workers 
are  entitled  to  be  able  to  expect  to  collect  benefits  for  their  Social  Security  dollars. 
Congress  must  face  up  to  both  the  short  and  long-term  issues,  which  is  necessary  to 
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keep  the  program  fiscally  sound  and  to  avoid  widespread  public  apprehension.  It  is 
our  belief  that  through  the  changes  we  suggest  an  unquestionably  sound  financial 
base  for  the  Social  Security  system  will  be  in  place  for  today's  beneficiaries  and 
workers. 

Mr.  Pickle.  We  thank  you,  Mr.  Re. 

The  committee  does  recognize  we  have  difficulties  in  the  admin- 
istration of  this  overall  program,  particularly  the  computer  oper- 
ations. We  are  going  to  hold  hearings  in  this  area  soon. 

Mr.  Re.  I  am  pleased  to  hear  that,  sir. 

Mr.  Pickle.  Mr.  Beck,  will  you  proceed? 

STATEMENT  OF  ROBERT  A.  BECK,  CHAIRMAN,  SOCIAL  SECU- 
RITY AND  PENSION  TASK  FORCE,  THE  BUSINESS  ROUND- 
TABLE  (CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER,  PRU- 
DENTIAL INSURANCE  CO.  OF  AMERICA) 

Mr.  Beck.  Thank  you,  Mr.  Chairman,  distinguished  members  of 
the  subcommittee.  I  am  Robert  A.  Beck.  I  am  chairman  and  chief 
executive  officer  of  the  Prudential  Insurance  Co. 

I  am  here  today  in  my  role  as  chairman  of  the  Business  Round- 
table  Task  Force  on  Social  Security  and  Pensions. 

The  Business  Roundtable  supports  the  social  security  program 
very  strongly.  We  believe  that  the  1977  Social  Security  Amend- 
ments made  real  progress  toward  assuring  the  financial  security 
and  viability  of  the  program.  Since  then,  events  compel  us  all  to 
recognize  that  further  actions  are  needed  now  to  enable  the  pro- 
gram to  remain  financially  sound. 

Toward  that  end,  we  welcome  the  opportunity  to  offer  our  in- 
sights and  recommendations. 

The  problems,  as  we  see  them,  fall  into  four  categories: 

No.  1,  public  understanding  of  social  security  is  modest  at  best. 
Most  misunderstanding  exists  as  to  the  purpose,  nature,  and  fi- 
nancing of  the  program. 

No.  2,  confidence  in  and  credibility  for  the  program  is  at  an  all- 
time  low.  Stories  in  the  press  daily  add  to  these  terrible  concerns. 
Younger  and  middle-aged  people,  those  stipulated  as  25  to  44,  are 
most  skeptical. 

Seventy-three  percent  of  them  have  little  or  no  confidence  that 
they  will  receive  retirement  benefits  at  65. 

Older  people  drawing  benefits  are  frightened.  In  the  face  of 
uncertainty  about  legislative  changes,  they  visualize  far  greater 
negative  impact  on  their  monthly  checks  than  any  responsible 
individual  or  group  has  yet  recommended. 

No.  3,  short-term  financial  cash  flow  problems.  Without  inter- 
fund  borrowing  and  other  changes,  cash  flow  shortfalls  under  any 
set  of  assumptions  will  be  upon  us  in  the  near-term  future. 

No.  4,  longer  term  without  substantial  changes  in  the  program 
and  benefit  formulas,  we  will  face  a  need  for  total  payroll  tax 
growing  to  approximately  30  percent,  15  from  employer  and  15 
from  employee,  within  the  next  50  years. 

Our  recommendations  are  these: 

To  the  first  problem,  public  understanding,  the  need  to  get  the 
message  across  more  effectively  to  citizens  of  this  country.  This 
program  I  see  essentially  as  an  intergenerational  transfer  program 
designed  to  meet  social  objectives.  The  money  is  transferred  from 
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those  presently  working  to  those  who  were  once  working  or  survi- 
vors of  workers. 

The  true  cost  of  the  program  must  be  better  understood  and  the 
source  of  benefits  must  be  better  understood.  For  example,  a  re- 
tired worker's  benefit  today  does  not  come  from  his  or  her  contri- 
bution. 

A  1980  retiree  with  a  maximum  wage  base — his  benefits  will 
equal  his  contributions  in  less  than  1 V2  years. 

No.  2,  to  the  second  problem,  lack  of  confidence  and  credibility 
and  faith  in  the  program  and  Government  promises.  We  believe 
that  action  must  be  taken  early  on  to  substitute  confidence  for 
uncertainty. 

Most  of  the  recommendations  already  made  to  you  and  consid- 
ered by  many  groups  and  organizations  studying  social  security  are 
not  nearly  as  dire  as  people  think  they  are.  The  mood  of  the 
Nation  cries  out  for  decision,  clarification,  certainty  and  confidence 
and  then  communication  in  regard  to  social  security  that  it  is 
sound  and  well. 

We  submit  our  conviction  that  confidence  in  social  security  can 
be  brought  to  its  highest  peak  with  a  balance  of  income  and  outgo 
within  the  system  both  for  the  short  and  long  term. 

No.  3,  for  the  short-term  cash  flow  problems  we  recommend  that 
you  make  more  permanent  the  ability  for  borrowing  between  the 
trust  funds.  If  necessary,  increase  payroll  taxes  faster  than  the 
current  schedule  calls  for,  which  might  mean  perhaps  the  7.05 
percent  to  1983  instead  of  1985. 

Conceptually,  we  support  the  phaseout  of  the  minimum  benefit, 
the  postsecondary  school  benefits  and  the  further  improvement  of 
the  coordination  of  disability  income  programs  the  administration 
proposes. 

For  the  longer  term,  No.  4,  we  recommend  that  the  program 
must  continue  financing  solely  through  payroll  taxes  paid  equally 
by  workers  and  employers. 

We  recommend  the  gradual  increase  of  the  age  for  full  retire- 
ment to  age  68  starting  around  the  year  2000.  Incidentally,  now  the 
age  of  69  is  the  expected  longevity  that  65  had  some  30  or  40  years 
ago.  Our  estimates  indicate  by  the  year  2000  this  equivalent  age 
will  be  70  or  71. 

We  recommend  the  enactment  of  mandatory  universal  coverage 
to  the  extent  permitted  by  law,  and  we  recommend  that  it  be  done 
in  a  fair  and  equitable  manner  to  avoid  benefit  anomalies  for  the 
employees  involved. 

We  recommend  the  maintenance  of  the  retirement  earnings  test. 
We  recommend  limiting  of  the  indexing  of  benefits  to  the  higher  of 
CPI  or  wage  increase.  After  all,  current  wage  earners  are  really 
paying  today's  benefits,  and  it  seems  only  appropriate  the  retiree 
should  have  their  benefits  indexed  the  same  as  wage  earners. 

Other  countries  have  effectively  placed  caps  on  increases  without 
dire  problems.  We  are  not  recommending  a  decrease  in  benefit,  but 
more  manageable  increases. 

We  believe  that  the  results  of  the  implementation  of  these  rec- 
ommendations would  reduce  the  ultimate  costs  for  the  social  secu- 
rity program  over  the  next  50  years  to  a  maximum  of  20  percent, 
10  percent  for  the  employer  and  10  percent  for  the  employee. 
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In  conclusion,  we  urge  that  action  be  taken  substantively  and  as 
soon  as  possible.  The  problems  call  for  more  than  minor  adjust- 
ments. The  solutions  we  believe  are  not  nearly  so  overwhelming  as 
the  public's  perception,  but  will  be  if  we  wait  too  long. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 

Statement  of  Robert  A.  Beck,  on  Behalf  of  the  Business  Roundtable 

Mr.  Chairman  and  distinguished  members  of  the  Subcommittee,  I  am  Robert  A. 
Beck,  Chairman  and  Chief  Executive  Officer  of  The  Prudential  Insurance  Company 
of  America.  I  am  appearing  on  behalf  of  The  Business  Roundtable  as  the  Chairman 
of  the  Roundtable's  Social  Security  and  Pension  Task  Force. 

The  Business  Roundtable  supports  the  Social  Security  program  in  its  critical  role 
to  provide  a  floor  of  protection  to  meet  the  basic  need  for  replacement  of  employ- 
ment income  following  retirement,  disability  and  death.  The  program  must  be 
properly  designed  and  financed  so  that  it  will  continue  to  serve  this  essential 
function  not  only  for  this  generation  but  for  future  generations  as  well.  Therefore, 
the  Roundtable  welcomes  this  opportunity  to  offer  recommendations  to  help  assure 
the  financial  viability  of  the  program. 

The  Subcommittee  obviously  recognizes  the  need  to  enact  legislation  to  prevent 
predicted  short  term  cash  flow  problems  involving  the  OASI  trust  funds.  While  this 
legislation  is  needed,  the  Business  Roundtable  recommends  that  legislation  also  be 
enacted  at  the  same  time  to  place  the  program  on  a  financially  sound  basis  for  the 
long  term  future.  This  combination  of  actions  is  needed  to  restore  public  confidence 
vital  to  the  continued  support  of  the  program. 

Legislation  that  either  reallocates  payroll  tax  rates  among  the  three  Trust  Funds 
or  that  permits  inter-fund  borrowing  would  provide  a  reasonable  solution  to  sub- 
stantially alleviate  short  term  cash  flow  problems.  If  economic  conditions  are  favor- 
able, this  alone  would  solve  the  short  term  problems.  However,  the  current  prob- 
lems are  the  result  of  stagflation,  and  further  actions  are  recommended  to  alleviate 
problems  caused  by  such  economic  conditions. 

Therefore,  benefit  increases  should  be  limited  to  wage  increases  when  wages  do 
not  increase  as  rapidly  as  prices.  This  would  help  protect  the  program  from  the 
influence  of  adverse  economic  conditions.  For  example,  if  such  legislation  had  been 
enacted  in  1977,  short  term  cash  flow  problems  would  not  have  developed.  In 
addition,  when  inflation  is  caused  by  external  sources,  such  as  OPEC  price  in- 
creases, workers  whose  incomes  are  not  price  indexed  are  currently  being  asked  to 
bear  a  ^proportionate  share  of  the  resulting  financial  burden.  The  proposal  would 
result  in  a  more  equitable  distribution  of  the  burden. 

There  are  other  actions  that  can  be  taken  to  improve  the  financial  condition  of 
the  program.  For  example,  benefit  provisons  should  be  reviewed  critically  to  deter- 
mine if  they  are  really  necessary  to  meet  the  basic  need  for  replacing  employment 
income.  Some  benefits  may  have  been  added  to  meet  needs  that  are  now  met 
through  other  programs  or  best  met  through  alternative  means.  In  this  regard,  the 
Roundtable  supports  the  concepts  of  the  Administration's  proposals  to  phase  out  the 
minimum  benefit,  the  post  secondary  school  benefits,  and  to  further  improve  the 
coordination  of  disability  income  programs. 

As  indicated  earlier,  legislation  should  also  be  enacted  at  this  time  to  assure  the 
long  term  financial  viability  of  the  program.  Unless  significant  changes  are  made, 
the  demographics  of  the  U.S.  will  result  in  payroll  tax  rates  that  are  likely  to  be 
double  or  triple  the  current  rates  once  the  baby  boom  generation  is  retired.  It  seems 
neither  fair  nor  wise  to  promise  benefits  that  will  require  our  children  and  grand- 
children to  pay  a  level  of  taxes  that  they  may  be  unable  to  pay  and  that  we 
ourselves  are  unwilling  to  pay. 

Therefore,  the  Business  Roundtable  recommends  that  the  age  at  which  the  full 
Old-Age  benefits  are  available  be  gradually  increased  beginning  around  the  turn  of 
the  century.  Comparable  adjustments  should  be  made  in  other  age  requirements. 
The  changes  should  be  enacted  now  so  that  those  affected  will  have  adequate  time 
to  adjust  their  personal  and  financial  planning. 

Old-Age  benefits  are  provided  by  a  transfer  of  funds  from  the  working  portion  of 
the  population.  The  tax  levels  required  to  support  the  transfer  must  be  kept  at  a 
reasonable  level.  As  the  number  of  workers  relative  to  the  number  of  persons 
receiving  benefits  declines,  the  burden  could  become  intolerable. 

The  number  of  workers  relative  to  benefit  recipients,  currently  3  to  1,  is  projected 
to  decline  substantially  and  eventually  reach  2  to  1.  This  is  the  combined  effect  of 
improved  longevity,  the  post  World  War  II  baby  boom  and  the  subsequent  decline  in 
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birth  rates.  For  example,  by  the  turn  of  the  century,  the  life  expectancy  of  individ- 
uals in  their  early  70  s  is  expected  to  be  the  same  as  it  was  for  those  age  65  when 
the  Social  Security  Program  was  first  enacted. 

The  demographics  of  the  country  will  likely  result  in  future  labor  shortages.  Our 
country  will  then  need  to  encourage  productive  older  members  of  our  society  to 
continue  to  work  to  produce  needed  goods  and  services.  All  policies  of  business  and 
government,  including  those  involving  Social  Security,  should  begin  to  be  designed 
to  encourage  continued  labor  force  participation. 

Incidentally,  both  the  President's  Commission  on  Pension  Policy  and  the  National 
Commission  on  Social  Security  have  recommended  a  gradual  increase  in  retirement 
ages. 

Mandatory  universal  Social  Security  coverage  should  also  be  enacted  in  a  manner 
which  avoids  creating  benefit  anomalies  for  the  employees  involved.  All  workers, 
including  those  in  Federal,  State  and  local  government,  should  be  covered  by  Social 
Security.  It  is  recognized  that  achieving  this  is  not  a  simple  matter,  and  it  should  be 
accomplished  in  a  manner  which  protects  the  benefits  accrued  under  existing  bene- 
fit programs.  Further,  those  existing  programs  should  be  modified  to  coordinate 
with  Social  Security. 

Mandatory  universal  Social  Security  coverage  would  eliminate  undesirable  gaps 
in  benefit  coverage  and  provide  a  floor  of  protection  which  is  transferable  if  employ- 
ment changes  take  place.  In  addition,  all  workers  would  share  in  the  responsibility 
inherent  in  the  Social  Security  program  of  meeting  some  of  the  basic  employment 
income  replacement  needs  of  the  nation.  Furthermore,  universal  coverage  would 
avoid  the  problem  of  disproportionately  large  Social  Security  benefits  resulting  from 
second  careers  of  short  duration  combined  with  a  Social  Security  benefit  formula 
favoring  low  average  wage  earners  and  also  providing  minimum  benefits.  If  manda- 
tory universal  Social  Security  coverage  is  not  adopted,  legislation  should  be  enacted 
to  correct  this  "windfall  benefit"  problem. 

The  voluntary  expansion  of  private  pension  plans  and  individual  savings  for 
retirement  should  also  be  actively  encouraged  through  properly  designed  tax  incen- 
tives. This  would  alleviate  pressures  on  the  over-burdened  Social  Security  program. 
In  addition,  private  pension  plans  and  individual  savings  provide  a  valuable  source 
of  capital  needed  to  create  jobs  and  to  improve  the  productivity  of  the  economy 
whereas  the  pay-as-you-go  funded  Social  Security  program  probably  inhibits  such 
capital  formation. 

Therefore,  the  Business  Roundtable  supports  legislation  that  would  permit  tax- 
deferred  contirbutions  to  either  an  IRA  or  to  a  qualified  pension  plan.  Everyone 
should  be  able  to  elect  to  participate  in  an  IRA  even  if  covered  by  a  qualified 
pension  plan.  Further,  IRA  limits  should  be  expanded  to  recognize  inflation  since 
first  enacted  in  1974.  Besides  alleviating  pressures  on  Social  Security,  this  type  of 
legislation  would  be  an  inflation  fighting  form  of  an  individual  tax  cut  that  encour- 
ages capital  formation,  improves  economic  productivity,  and  merely  defers  the  col- 
lection of  taxes. 

The  actions  that  have  been  recommended  would  do  much  to  improve  the  financial 
viability  of  the  Social  Security  program.  There  are  other  actions  being  considered 
however,  which  are  not  appropriate. 

For  example,  some  solutions  to  the  financing  problems  would  require  the  intro- 
duction of  general  revenues.  We  strongly  recommend  that  Social  Security  benefits 
continue  to  be  financed  by  equally  shared  payroll  taxes.  General  revenues  should 
not  be  introduced  as  they  would  weaken  the  relationship  between  benefits  and  their 
financing.  Also,  their  use  would  undermine  the  basic  principle  that  benefits  are  paid 
as  a  matter  of  earned  right  rather  than  need,  as  typically  required  under  programs 
financed  by  general  revenues. 

It  is  important  to  recognize  that  the  introduction  of  general  revenue  financing 
would  not  result  in  an  overall  reduction  in  taxes,  since  benefit  commitments  must 
be  met.  Ultimately,  new  taxes  or  increases  in  income  tax  rates  would  be  required  to 
raise  the  necessary  revenues.  In  the  short  run,  a  further  increase  in  already  sub- 
stantial deficit  spending  is  possible  but  would  be  inflationary,  further  weakening 
the  dollar  and  confidence  in  our  economy. 

Similarly,  proposals  have  been  made  to  provide  general  revenue  tax  credits  based 
upon  some  portion  of  the  Social  Security  payroll  taxes.  This  would  represent  an 
indirect  form  of  general  revenue  financing.  Therefore,  these  proposals  should  not  be 
enacted. 

Another  action  that  some  have  advocated  would  eliminate  the  retirement  earn- 
ings test.  While  the  Roundtable  recognizes  the  importance  of  encouraging  the  con- 
tinued labor  force  participation  of  our  capable  elderly  population,  we  do  not  believe 
that  Old-Age  benefits  should  be  paid  to  persons  who  continue  to  receive  significant 
employment  earnings. 
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The  primary  purpose  of  the  Old-Age  benefits  is  to  replace  employment  income. 
Consistent  with  this  purpose  those  benefits  should  not  be  paid  if  significant  employ- 
ment income  is  present.  It  is  difficult  to  justify  transferring  money  from  younger 
workers  to  older  workers,  particularly  since  unemployment  rates  are  currently  very 
high  and  short  term  cash  flow  problems  are  predicted. 

A  retirement  earnings  test  is  now  in  the  law.  The  1977  Social  Security  Amend- 
ments scheduled  a  future  liberalization  in  the  age  at  which  the  retirement  test 
would  no  longer  apply,  reducing  the  age  from  72  to  70  beginning  in  1982.  The 
liberalization  should  be  repealed  and  the  age  72  limit  on  the  earnings  test  should  be 
retained.  This  recommendation  has  also  been  made  by  the  National  Commission  on 
Social  Security. 

In  conclusion,  the  Business  Roundtable  supports  a  sound,  adequately  financed 
Social  Security  program.  We  are  pleased  that  this  distinguished  Subcommittee  has 
given  us  the  opportunity  to  furnish  this  statement. 

Mr.  Pickle.  We  thank  you  for  your  testimony,  Mr.  Beck,  and  for 
your  cooperation  in  appearing  before  this  committee. 

Now  Mr.  Harris,  formerly  of  OMB.  We  will  be  happy  to  hear 
from  you. 

STATEMENT  OF  HUBERT  L.  HARRIS,  EXECUTIVE  VICE 
PRESIDENT,  ASSOCIATED  BUILDERS  AND  CONTRACTORS,  INC. 

Mr.  Harris.  My  name  is  Hubert  Harris.  I  represent  the  Associat- 
ed Builders  and  Contractors.  As  you  point  out,  I  was  formerly  with 
the  Office  of  Management  and  Budget  in  the  previous  administra- 
tion. 

Our  association  is  an  association  made  up  of  16,000  firms,  most  of 
which  are  small  businesses.  Our  association  is  here  today  to  testify 
on  the  social  security  system  because  of  the  growing  burden  that 
this  important  program  is  placing  on  the  employers  and  employees 
who  are  working  in  America  today.  We  feel  as  an  association  that 
we  can  no  longer  idly  stand  by  and  watch  this  system  drift  toward 
bankruptcy. 

The  Social  Security  Act  makes  clear  that  the  program  was  in- 
tended  to  provide  only  a  basic  floor  of  income  in  old  age,  allowing  ; 
individuals  to  build  further  income  protection  through  private  al- 
ternatives. It  also  makes  clear  that  social  security  was  intended 
from  the  beginning  to  be  self-supporting;  that  is,  the  entire  pro- 
gram  was  intended  to  be  financed  by  the  payroll  tax  without  j1 
contribution  from  general  revenues.  In  addition,  the  program  was  i 
originally  intended  to  be  financed  on  a  fully  funded  basis  rather 
than  the  pay-as-you-go  system  that  we  have. 

Finally,  the  social  security  system  was  structured  to  fit  the 
unique  economic  circumstances  that  prevailed  at  the  time  of  the 
program's  enactment.  The  act,  therefore,  included  an  earnings  test 
that  stopped  benefit  payments  if  the  recipient  earned  more  than  a 
certain  amount.  It  also  granted  retirement  benefits  to  those  who 
had  paid  little  or  nothing  into  the  system  so  they  would  be  encour- 
aged to  stop  working. 

Since  the  act's  passage  in  1935,  Congress  has  amended  the 
system  and  it  has  changed  from  a  fully  funded  method  to  a  pay-as- 
you-go  method  of  financing  and  has  added  a  number  of  unearned 
benefits  to  the  basic  program. 

The  overall  impact  on  the  economy  of  this  huge  income  transfer 
program  is  enormous.  If  corrections  are  not  made,  the  program  will 
drift  into  bankruptcy  and,  since  that  won't  be  allowed  to  happen 
due  to  the  obvious  political  pressures  that  exist,  reforms  are  essen- 
tial. 
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Therefore,  the  Associated  Builders  and  Contractors  supports  the 
proposals  suggested  by  President  Reagan  in  his  recent  budget  revi- 
sions. As  you  may  recall,  these  programs  are  similar  to  the  pro- 
grams presented  by  President  Carter  in  the  previous  administra- 
tion in  the  1980  budget. 

We  support  the  proposed  changes  in  the  minimum  benefit,  the 
adjustment  in  the  student  benefit,  the  changes  in  the  disability 
benefits  and  the  payments  on  the  death  of  workers. 

We  do,  however,  recommend  that  Congress  take  reform  of  social 
security  a  step  further.  We  urge  that  you  consider  dealing  with  the 
most  politically  controversial  and  sensitive  issue  in  the  social  secu- 
rity program  today.  That  is  the  annual  cost-of-living  adjustment — 
COLA.  The  COLA,  as  it  is  referred  to,  has  been  mandatory  on  the 
social  security  program  since  1975.  Its  purpose  was  to  insure  a 
steady  flow  of  income  to  social  security  recipients  without  having 
to  depend  on  the  potential  political  whims  affected  by  annual 
congressional  action. 

However,  due  to  econmoic  circumstances  beyond  the  obvious  con- 
trol of  Government,  the  inflation  rate  has  gone  out  of  control  and 
has  stimulated  excessive  payments  to  social  security  recipients  at 
the  expense  of  those  working  in  America  today. 

Therefore,  the  Associated  Builders  and  Contractors  proposes  the 
following  plan  be  considered  for  reforming  the  payment  of  the  cost- 
of-living  allowance  to  social  security  recipients: 

The  annual  cost-of-living  adjustment  for  social  security  recipients 
shall  be  the  annual  CPI  rate  or  7  percent,  whichever  is  lower.  Of 
course  Congress  can  review  this  payment  and,  if  the  CPI  is  sub- 
stantially greater  than  7  percent,  can  pass  a  special  cost-of-living 
adjustment  to  social  security  recipients  to  reflect  a  different  cir- 
cumstance. 

We  don't  feel  that  those  not  working  and  benefiting  directly  from 
the  system  should  be  receiving  benefits  in  excess  of  those  that  are 
working.  Also,  the  cost  of  providing  a  COLA  tied  directly  to  the 
CPI  has  gotten  completely  out  of  control.  If  our  program  had  been 
adopted  in  1979,  the  cumulative  savings  that  we  would  have  al- 
ready felt  in  the  budget  for  the  years  1979-82  alone  would  be  $17.5 
billion. 

Therefore,  our  association  strongly  supports  the  efforts  on  the 
part  of  the  Reagan  administration  to  reform  the  social  security 
program  by  eliminating  benefits  that  are  not  justifiable  any  longer. 
We  furthermore  strongly  urge  the  Congress  to  consider  additional- 
ly adopting  limitations  on  the  cost-of-living  allowance  which  would 
provide  tremendous  savings  in  budget  dollars  without  substantially 
penalizing  any  individual  recipient  of  Social  Security  benefits. 

The  growth  in  retired  people  is  going  to  become  staggering  in  the 
next  few  years.  We  must  make  these  tough  decisions  now  or  other- 
wise we  face  the  true  prospect  of  a  revolt  of  the  workers  versus  the 
nonworkers  in  America.  We  must  make  the  corrections  now;  and 
tough  decisions  like  those  proposed  here  are  just  the  kind  of  medi- 
cine that  Americans  need  to  shock  them  into  the  realization  that 
they  cannot  be  protected  from  inflation  and  must  work  as  a  team 
to  solve  inflation. 

Thank  you  very  much. 
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Mr.  Pickle.  We  thank  you,  Mr.  Harris.  You  have  a  special  in- 
sight into  the  problem  we  face. 
[The  prepared  statement  follows:] 

Statement  of  the  Associated  Builders  and  Contractors,  Inc. 

Mr.  Chairman,  members  of  the  subcommittee,  I  am  Hubert  L.  Harris,  executive 
vice  president  of  the  Associated  Builders  and  Contractors,  Inc.  (ABC).  Formerly  I 
was  the  assistant  director  of  the  legislative  affairs  for  the  Office  of  Management  and 
Budget  from  1977  through  July  of  1980. 

ABC  is  a  national  construction  trade  association  representing  over  16,000  firms 
with  72  local  chapters  throughout  the  United  States.  Our  membership  includes 
general  contractors,  subcontractors,  suppliers  and  associates.  Over  90  percent  of  the 
members  of  our  association  are  classified  as  small  business  and  employ  in  excess  of 
1  million  people  in  their  businesses.  The  Association's  basic  purpose  is  to  promote 
the  merit  shop  philosophy,  a  concept  which  calls  for  the  award  of  contracts  to  the 
lowest  responsible  bidder  and  a  strong  and  active  endorsement  of  the  free  enterprise 
system. 

ABC  strongly  supports  President  Reagan's  "Program  for  Economic  Recovery"  and 
the  Administration's  efforts  to  cut  the  budget  even  though  it  negatively  affects  our 
industry  and,  obviously,  some  of  our  members.  We  feel  that  the  fight  against 
inflation  in  the  long  run  is  far  more  important  than  the  short-term  difficulty  this 
stringent  economic  program  will  bring  to  us.  Our  Association  is  here  today  to  testify 
on  the  social  security  system  because  of  the  growing  burden  that  this  important 
program  is  placing  on  the  employers  and  employees  who  are  working  in  America 
today.  We  feel  as  an  association  that  we  can  no  longer  idly  stand  by  and  watch  this 
system  drift  towards"bankruptcy. 

The  Social  Security  Act  makes  clear  that  the  program  was  intended  to  provide 
only  a  basic  floor  of  income  in  old  age,  allowing  individuals  to  build  further  income 
protection  through  private  alternatives.  It  also  makes  clear  that  social  security  was 
intended  from  the  beginning  to  be  self-supporting,  that  is,  the  entire  program  was 
intended  to  be  financed  by  the  payroll  tax  without  contribution  from  general  rev- 
enues. In  addition,  the  program  was  originally  intended  to  be  financed  on  the  fully 
funded  basis  rather  than  the  pay-as-you-go  system  that  we  have.  Finally,  the  social 
security  system  was  structured  to  fit  the  unique  economic  cirumstances  that  pre- 
vailed at  the  time  of  the  program's  enactment.  The  Act,  therefore,  included  an 
earnings  test  that  stopped  benefit  payments  if  the  recipient  earned  more  than  a 
certain  amount.  It  also  granted  retirement  benefits  to  those  who  had  paid  little  or 
nothing  into  the  system  so  they  would  be  encouraged  to  stop  working. 

Since  the  Act's  passage  in  1935,  Congress  has  amended  the  system  and  it  has 
changed  from  a  fully  funded  method  to  a  pay-as-you-go  method  of  financing  and  has 
added  a  number  of  unearned  benefits  to  the  basic  program. 

The  cost  of  social  security  to  the  American  public  has  grown  dramatically.  For 
example,  in  1938  the  total  expenditures  under  the  program  were  $10  million.  In 
1958  the  total  expenditures  were  $8.9  billion.  In  1968  the  total  expenditures  were 
$30.3  billion  and  in  1980  the  expenditures  had  risen  to  $118.6  billion.  The  growth 
rate  in  outlays  for  this  program  is  growing  at  a  staggeringly  exponential  rate  and, 
obviously,  efforts  to  examine  it  are  needed.  Social  security  payments  as  a  percentage 
of  budget  were  16.9  percent  in  1958  and  had  grown  to  20.5  percent  in  1980.  Social 
security  payments  as  a  percentage  of  the  GNP  were  3.6  percent  in  1968  and  4.6 
percent  in  1980. 

The  overall  impact  on  the  economy  of  this  huge  income  transfer  program  is 
enormous.  If  corrections  are  not  made,  the  program  will  drift  into  bankruptcy  and, 
since  that  won't  be  allowed  to  happen  due  to  the  obvious  political  pressures  that 
exist,  reforms  then  are  essential. 

Therefore,  the  Associated  Builders  and  Contractors  supports  the  proposals  sug- 
gested by  President  Reagan  in  his  recent  budget  revisions.  As  you  may  recall,  these  I 
programs  are  similar  to  the  programs  presented  by  President  Carter  in  the  previous 
administration  in  the  1980  budget.  President  Reagan  has  varied  them  somewhat 
and  made  them  somewhat  more  stringent  than  had  originally  been  proposed  by 
President  Carter,  but  the  concept  of  reforming  the  areas  of  social  security  that  are 
least  likely  to  negatively  affect  the  poorest  people  is  the  basic  concept  for  reform. 
We  support  the  proposed  changes  in  the  minimum  benefit,  the  adjustment  in  the 
student  benefit,  the  changes  in  the  disability  benefits  and  the  payments  on  the 
death  of  workers. 

We  do,  however,  recommend  that  Congress  take  reform  of  social  security  a  step 
further.  We  urge  that  you  consider  dealing  with  the  most  politically  controversial  I 
and  sensitive  issue  in  the  social  security  system  today.  And  that  is  the  annual  cost- 
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of-living  adjustment  (COLA).  The  COLA,  as  it  is  referred  to,  has  been  mandatory  on 
the  social  secutiry  program  since  1975.  Its  purpose  was  to  insure  a  steady  flow  of 
income  to  social  security  recipients  without  having  to  depend  on  the  potential 
political  whims  affected  by  annual  congressional  action.  This  COLA  was  instituted 
under  President  Nixon  and,  since  its  implementation,  has  accounted  for  an  increase 
of  social  security  expenditure  of  $28.2  billion.  The  purpose  of  protecting  social 
security  recipients  against  the  ravages  of  inflation  without  subjecting  them  to  the 
whims  of  political  expediency  is  meritorious  and  certainly  makes  good  sense  during 
periods  when  the  inflation  rate,  as  reflected  by  the  CPI,  is  in  somewhat  normal 
ranges.  However,  due  to  the  economic  circumstances  beyond  the  obvious  control  of 
government,  the  inflation  rate  has  gone  out  of  control  and  has  stimulated  excessive 
payments  to  social  security  recipients  at  the  expense  of  those  working  in  America 
today. 

Therefore,  the  Associated  Builders  and  Contractors  proposes  the  following  plan  be 
considered  for  reforming  the  payment  of  the  cost-of-living  allowance  to  social  secu- 
rity recipients: 

The  annual  cost-of-living  adjustment  for  social  security  recipients  shall  be  the 
annual  CPI  rate  or  7  percent,  whichever  is  lower.  Of  course  Congress  can  review 
this  payment  and,  if  the  CPI  is  substantially  greater  than  7  percent,  can  pass  a 
special  cost-of-living  adjustment  to  social  security  recipients  to  reflect  a  different 
circumstance. 

Why  do  we  recommend  capping  the  cost-of-living  adjustment  for  social  security 
recipients  at  7  percent?  The  reason,  very  simply,  is  an  annual  7  percent  increase  to 
working  Americans  is  usually  considered  a  good  merit  increase.  Recently  the  aver- 
age increase  has  been  somewhat  more.  We  don't  feel  that  those  not  working  and 
benefiting  directly  from  the  system  should  be  receiving  benefits  in  excess  of  those 
that  are  working.  Also,  the  cost  of  providing  a  COLA  tied  directly  to  the  CPI  has 
just  gotten  completely  out  of  control.  If  our  program  had  been  adopted  in  1979,  the 
cumulative  savings  that  we  would  have  already  felt  in  the  budget  for  the  years 
1979-1982  alone  would  be  $17.5  billion. 

Therefore,  our  association  strongly  supports  the  efforts  on  the  part  of  the  Reagan 
administration  to  reform  the  social  security  program  by  eliminating  benefits  that 
are  not  justifiable  any  longer.  We  furthermore  strongly  urge  the  Congress  to  consid- 
er additionally  adopting  limitations  on  the  cost  of  living  allowance  which  would 
provide  tremendous  savings  in  budget  dollars  without  substantially  penalizing  any 
individual  recipient  of  social  security  benefits.  The  growth  in  retired  people  is  going 
to  become  staggering  in  the  next  few  years.  We  must  make  these  tough  decisions 
now  or  otherwise  we  face  the  true  prospect  of  a  revolt  of  the  workers  vs  the 
nonworkers  in  America.  We  must  make  the  corrections  now;  and  tough  decisions 
like  those  proposed  here  are  just  the  kind  of  medicine  that  Americans  need  to  shock 
them  into  the  realization  that  they  cannot  be  protected  from  inflation  and  must 
work  as  a  team  to  solve  inflation. 

Thank  you  very  much. 

Mr.  Pickle.  Now  we  will  hear  from  Mr.  Irvine  Dearnley.  Mr. 
!  Dearnley  represents  the  National  Association  of  Manufacturers. 

STATEMENT  OF  IRVINE  H.  DEARNLEY,  ON  BEHALF  OF  THE 
NATIONAL  ASSOCIATION  OF  MANUFACTURERS  (VICE  PRESI- 
DENT, CITIBANK,  N.A.) 

Mr.  Dearnley.  Thank  you. 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is 
1  Irvine  H.  Dearnley,  and  I  am  a  vice  president  of  Citibank,  N.A.  I 
I  am  before  you  today  representing  the  National  Association  of  Man- 
I  ufacturers.  The  NAM  is  a  membership  organization  of  nearly 
j  12,000  members  of  every  size  and  industrial  classification  located  in 
every  State.  Our  members  employ  a  majority  of  the  country's  in- 
\  dustrial  labor  force  and  produce  over  75  percent  of  the  Nation's 
I  manufactured  goods. 

The  NAM  consistently  supports  the  social  security  program  in  its 
'  role  of  providing  a  basic  floor  of  economic  protection  for  the  people 
J  of  this  country.  We  strongly  believe  that  the  financing  should 
continue  to  be  self-supporting  through  separate  taxes  paid  equally 
by  employers  and  employees,  and  general  revenue  financing  should 
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be  avoided.  Our  members  have  a  vital  interest  in  the  subcommit- 
tee's work  regarding  social  security  financing. 

At  the  end  of  1980,  the  balance  in  the  old-age  and  survivors 
insurance  trust  fund — OASI — was  $22.8  billion,  which  represents 
only  18  percent  of  the  estimated  outgo  during  1981 — the  so-called 
"fund  ratio."  The  corresponding  figures  for  the  disability  insurance 
trust  fund — DI — are  $3.6  billion  and  20  percent,  while  those  for  the 
hospital  insurance  trust  fund — HI — are  $14  billion  and  49  percent. 

It  is  estimated  that,  at  the  end  of  1981,  the  balance  in  the  OASI 
trust  fund  will  fall  to  $17.1  billion,  with  a  trust  fund  ratio  of  12 
percent,  while  for  the  DI  trust  fund  the  corresponding  figures  are 
$2.5  billion  and  12  percent.  On  the  other  hand,  the  HI  trust  fund 
will  increase  during  1981  to  a  level  of  $21.2  billion,  with  a  fund 
ratio  of  62  percent.  It  thus  appears  that  there  should  be  no  likeli- 
hood of  any  cash  flow  problems  during  1981  for  either  the  OASI  or 
DI  trust  funds. 

In  1982,  however,  the  situation  is  expected  to  change.  The  OASI 
trust  fund  will  decrease  rapidly  and  will  have  a  yearend  balance  of 
less  than  $2  billion.  What  this  means  is  that  at  some  earlier  time  j 
during  the  year  there  will  be  insufficient  money  on  hand  to  meet 
the  benefit  payments,  because  they  peak  at  the  very  beginning  of 
each  month  and  will  be  running  at  about  $12  billion  monthly. 
Thus,  whenever  the  OASI  trust  fund  balance  falls  below  about  $12 
billion,  there  is  a  serious  financial  problem. 

On  the  other  hand,  during  1982,  the  DI  trust  fund  will  build  up  ; 
rapidly  from  its  relatively  low  level  at  the  end  of  1981 — because  the 
tax  rate,  which  was  temporarily  lowered  in  1980-81  in  order  to  give 
more  money  to  OASI,  will  be  increased  significantly  in  1982. 

The  situation  for  the  OASI  trust  fund  will  become  increasingly  ; 
worse  in  1983  and  thereafter.  There  will  be  a  negative  cash  flow  of  ! 
about  $23  billion  in  1983  and  $27  billion  in  1984  under  what  appear 
to  be  reasonable  economic  assumptions.  Even  though  a  tax  rate 
increase  for  OASI  goes  into  effect  in  1985,  there  will  still  be  an 
estimated  negative  cash  flow  of  approximately  $22  billion  in  both 
1985  and  1986.  On  the  other  hand,  the  DI  trust  fund  will  grow 
rapidly  after  1981,  as  will  the  HI  trust  fund. 

Considering  all  three  trust  funds  combined,  there  is  still  a  nega-  I 
tive  cash  flow  problem  amounting  to  about  $6  billion  in  1982,  $11 
billion  in  1983,  and  $16  billion  in  1984.  Even  in  1985  and  after,  3 
there  is  a  negative  cash  flow  of  approximately  $6  billion  annually, 
despite  the  tax  rate  increase  in  1985 

In  the  interest  of  time,  I  will  limit  my  remarks  today  to  discuss- 
ing changes  in  two  basic  areas,  the  implementation  of  which,  we 
believe,  would  help  alleviate  the  short-term  financing  problems 
described  above.  We  would,  however,  like  the  opportunity  to  submit  ! 
to  this  subcommittee  our  complete  package  of  recommendations  at 
a  later  date  before  the  record  closes. 

Mr.  Pickle.  The  committee  will  receive  your  recommendations. 
We  hope  we  will  receive  it  soon. 

Mr.  Dearnley.  Thank  you. 

We  would  like  to  stress  at  this  time,  though,  that  there  is  a 
continued  need  for  the  reallocation  of  rates  and  interfund  borrow- 
ing  among  the  trust  funds.  It  is  extremely  important  that  future 
utilization  of  these  financing  mechanisms  be  permitted. 
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To  begin,  one  area  within  which  we  believe  change  is  essential 
involves  social  security  benefits.  As  President  Reagan  has  stated, 
social  security  benefits  are  "a  precious  lifeline  for  millions  of  older 
Americans,  orphans  and  the  disabled"  to  which  he  is  "deeply  com- 
mitted to  making  certain  that  its  financing  is  sound  and  stable." 
Obviously,  the  legislated  and  promised  benefits  cannot  be  paid  if 
there  is  not  adequate  financing.  However,  there  are  many  govern- 
mental programs  which  can  be  cut  back  or  eliminated  without 
intolerably  affecting  the  citizens  of  this  country. 

The  benefits  that  we  recommend  be  cut  back  are  the  noncore 
benefits — those  that  were  not  originally  intended  within  the  frame- 
work of  the  social  security  system,  but  are  currently  being  pro- 
vided. One  illustration  of  this  point  would  be  the  phasing  out  of  the 
student  benefit.  Congress  enacted  this  entitlement  in  1965,  and 
since  that  time,  the  Ford,  Carter,  and  Reagan  administrations  have 
recommended  that  it  be  phased  out. 

If  such  a  change  were  made,  as  proposed  by  the  Reagan  adminis- 
tration, the  cost  savings  is  estimated  to  be  $700  million  in  1982, 
rising  to  $1.7  billion  in  1985. 

Another  illustration  of  cutting  back  noncore  benefits  would  be 
the  elimination  of  the  social  security  minimum  payment  for  future 
recipients. 

Elimination  of  this  benefit  would  produce  approximately  $1  bil- 
lion in  savings  per  year. 

The  gradually  increasing  savings  that  would  accompany  the 
elimination  of  these  noncore  benefits  would  help  out  with  regard  to 
the  impending  financing  shortfalls,  but  they  would  be  insufficient 
to  solve  the  problem.  They  could  be  more  useful  if  implemented  in 
addition  to  other  cost  saving  and  revenue-producing  measures. 

The  second  change  which  we  believe  should  be  effected — also 
related  to  reducing  the  benefit  outgo — would  be  to  prevent  benefits 
from  increasing  as  rapidly  as  they  would  under  present  law.  It  is 
the  recommendation  of  the  NAM  that  the  indexing  method  for 
beneficiaries  on  the  roll  should  be  changed. 

Average  wages  have  not  risen  as  quickly  as  prices  over  the  last 
two  recessionary  periods.  During  these  times,  social  security  bene- 
fits have  been  protected  by  automatic  increases — reflecting  the  rise 
in  the  CPI — which  have  been  larger  than  average  wage  increases. 
Changing  the  method  of  indexation  would  prevent  retirees  from 
gaining  disproportionately  to  workers  over  these  periods.  Addition- 
ally, and  of  greater  significance  here  today,  it  would  generate 
substantial  savings  to  the  social  security  system. 

Specifically,  the  benefit  increase  should  be  determined  from  the 
-  smaller  of  the  wage  increase  or  the  price  increase,  rather  than 
solely  on  the  basis  of  the  latter.  If  this  could  be  done  before  the 
j  June  1981  increase  is  made,  then  such  increase  would  be  approxi- 
mately 9.5  percent  instead  of  12.5  percent.  The  cost  result  would  be 
I  annual  savings  of  about  $4  billion  initially,  and  somewhat  more 
j  over  the  next  few  years. 

If  this  change  were  made,  it  might  be  desirable  to  consider  a 
catch-up  provision  in  the  event  that  wages  rise  more  rapidly  than 
prices  in  future  years  after  having  done  the  reverse  previously. 
Thus,  oyer  the  long  run,  the  adjustment  would  continue  to  be  on 
the  basis  of  prices,  but  there  would  be  a  smoothing  off  of  the 
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increases  in  "unusual"  periods  when  prices  rise  more  rapidly  than 
wages. 

In  summary,  the  NAM,  in  its  general  support  of  the  social  secu- 
rity program,  is  very  concerned  about  the  mounting  financial  prob- 
lems that  threaten  the  operation  of  the  system  in  the  short  run.  In 
order  to  help  alleviate  these  problems,  we  have  discussed  the  fol- 
lowing concepts — elimination  of  noncore  benefits,  and  changing  the 
method  of  indexation— and  recommend  that  they  be  implemented. 

We  commend  the  subcommittee  for  acting  on  this  timely  issue, 
and  we  thank  you  for  the  opportunity  to  appear.  We  hope  that  our 
comments  will  be  useful  to  the  subcommittee  in  its  examination  of 
social  security  financing.  I  welcome  your  comments  and  will  be 
happy  to  answer  any  questions  you  may  have. 

Mr.  Pickle.  Thank  you  very  much,  Mr.  Dearnley. 

[The  prepared  statement  and  letter  subsequently  received  follow:] 

Statement  of  Irvine  H.  Dearnley,  Vice  President,  Citibank,  N.A.,  on  Behalf 
of  the  National  Association  of  Manufacturers 

Mr.  Chairman  and  members  of  the  subcommittee,  my  name  is  Irvine  H.  Dearnley, 
and  I  am  a  Vice  President  of  Citibank,  N. A.  I  am  before  you  today  representing  the 
National  Association  of  Manufacturers.  The  NAM  is  a  membership  organization  of 
nearly  12,000  members  of  every  size  and  industrial  classification  located  in  every 
state.  Our  members  employ  a  majority  of  the  country's  industrial  labor  force  and 
produce  over  75  percent  of  the  nation's  manufactured  goods. 

Many  of  our  members  provide  some  form  of  retirement  program  for  their  employ- 
ees and  nearly  all  contribute  to  the  Social  Security  system.  The  NAM  consistently 
supports  the  Social  Security  program  in  its  role  as  providing  a  basic  floor  of 
economic  protection  for  the  people  of  our  country.  We  strongly  believe  that  the 
financing  should  continue  to  be  self-supporting  through  separate  taxes  paid  equally 
by  employers  and  employees,  and  general  revenue  financing  should  be  avoided.  For 
these  reasons,  our  members  have  a  vital  interest  in  the  Subcommittee's  work 
regarding  Social  Security  financing. 

At  the  end  of  1980,  the  balance  in  the  Old  Age  and  Survivors  Insurance  Trust 
Fund  (OASI)  was  $22.8  billion,  which  represents  only  18  percent  of  the  estimated 
outgo  during  1981  (the  so-called  "fund  ratio").  The  corresponding  figures  for  the 
Disability  Insurance  Trust  Fund  (DI)  are  $3.6  billion  and  20  percent,  while  those  for 
the  Hospital  Insurance  Trust  Fund  (HI)  are  $14  billion  and  49  percent. 

It  is  estimated  that,  at  the  end  of  1981,  the  balance  in  the  OASI  Trust  Fund  will 
fall  to  $17.1  billion,  with  a  Trust  Fund  ratio  of  12  percent,  while  for  the  DI  Trust 
Fund  the  corresponding  figures  are  $2.5  billion  and  12  percent.  On  the  other  hand,  1 
the  HI  Trust  Fund  will  increase  during  1981  to  a  level  of  $21.2  billion,  with  a  fund 
ratio  of  62  percent.  It  thus  appears  that  there  should  be  no  likelihood  of  any  cash 
flow  problems  during  1981  for  either  the  OASI  or  DI  Trust  Funds. 

In  1982,  however,  the  situation  is  expected  to  change.  The  OASI  Trust  Fund  will  \ 
decrease  rapidly  and  will  have  a  yearend  balance  of  less  than  $2  billion.  What  this 
means  is  that  at  some  earlier  time  during  the  year  there  will  be  insufficient  money 
on  hand  to  meet  the  benefit  payments,  because  they  peak  at  the  very  beginning  of 
each  month  and  will  be  running  at  about  $12  billion  monthly.  Thus,  whenever  the 
OASI  Trust  Fund  balance  falls  below  about  $12  billion,  there  is  a  serious  financial 
problem.  On  the  other  hand,  during  1982,  the  DI  Trust  Fund  will  build  up  rapidly, 
from  its  relatively  low  level  at  the  end  of  1981  (because  the  tax  rate,  which  was 
temporarily  lowered  in  1980-81  in  order  to  give  more  money  to  OASI,  will  be 
increased  significantly  in  1982). 

The  situation  for  the  OASI  Trust  Fund  will  become  increasingly  worse  in  1983 
and  thereafter.  There  will  be  a  negative  cash  flow  of  about  $23  billion  in  1983  and 
$27  billion  in  1984  under  what  appear  to  be  reasonable  economic  assumptions.  Even 
though  a  tax  rate  increase  for  OASI  goes  into  effect  in  1985,  there  will  still  be  an 
estimated  negative  cash  flow  of  approximately  $22  billion  in  both  1985  and  1986.  On 
the  other  hand,  the  DI  Trust  Fund  will  grow  rapidly  after  1981,  as  will  the  HI  Trust 
Fund.  Considering  all  three  trust  funds  combined,  there  is  still  a  negative  cash-flow 
problem  amounting  to  about  $6  billion  in  1982,  $11  billion  in  1983,  and  $16  billion  in 
1984.  Even  in  1985  and  after,  there  is  a  negative  cash  flow  of  approximately  $6 
billion  annually,  despite  the  tax-rate  increase  in  1985. 
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In  the  interest  of  time,  I  will  limit  my  remarks  today  to  discussing  changes  in  two 
basic  areas,  the  implementation  of  which,  we  believe,  would  help  alleviate  the  short- 
term  financing  problems  described  above.  We  would,  however,  like  the  opportunity 
to  submit  to  this  Subcommittee  our  complete  package  of  recommendations  at  a  later 
date  before  the  record  closes.  We  would  like  to  stress  at  this  time,  though,'  that 
there  is  a  continued  need  for  the  reallocation  of  rates  and  inter-fund  borrowing 
among  the  trust  funds.  It  is  extremely  important  that  future  utilization  of  these 
financing  mechanisms  be  permitted. 

To  begin,  one  area  within  which  we  believe  change  is  essential,  involves  Social 
Security  benefits.  As  President  Reagan  has  stated,  Social  Security  benefits  are  "a 
precious  lifeline  for  millions  of  older  Americans,  orphans  and  the  disabled"  to  which 
he  is  "deeply  committed  to  making  certain  that  its  financing  is  sound  and  stable." 
Obviously,  the  legislated  and  promised  benefits  cannot  be  paid  if  there  is  not 
adequate  financing.  However,  there  are  many  governmental  programs  which  can  be 
cut  back  or  eliminated  without  intolerably  affecting  the  citizens  of  this  country. 

The  benefits  that  we  recommend  be  cut  back  are  the  non-core  benefits — those  that 
were  not  originally  intended  within  the  framework  of  the  Social  Security  system, 
but  are  currently  being  provided.  One  illustration  of  this  point  would  be  the  phasing 
out  of  the  student  benefit.  Congress  enacted  this  entitlement  in  1965,  and  since  that 
time,  the  Ford,  Carter  and  Reagan  Administrations  have  recommended  that  it  be 
phased  out. 

If  such  a  change  were  made,  as  proposed  by  the  Reagan  Administration,  the  cost 
savings  is  estimated  to  be  $700  million  in  1982,  rising  to  $1.7  billion  in  1985.  This 
measure  would  also  serve  to  eliminate  some  duplication  of  aid,  as  Congress  has 
enlarged  other  types  of  student  assistance  since  1965. 

Another  illustration  of  cutting  back  non-core  benefits  would  be  the  elimination  of 
the  Social  Security  minimum  payment  for  future  recipients.  The  minimum  monthly 
benefit  currently  frozen  at  $122,  was  initially  enacted  to  compensate  for  low  benefits 
earned  by  persons  employed  intermittently  in  jobs  covered  by  Social  Security. 
However,  many  potential  recipients  of  the  minimum  benefit  will  also  be  entitled  to 
pensions  earned  under  other  programs.  Elimination  of  this  benefit  would  produce 
approximately  $1  billion  in  savings  per  year.  Needy  people,  who  would  be  losing  the 
minimum  benefit,  would  be  compensated  dollar-for-dollar  under  the  Supplement 
Security  Income  program. 

The  gradually  increasing  savings  that  would  accompany  the  elimination  of  these 
non-core  benefits  would  help  out  with  regard  to  the  impending  financing  short-falls, 
but  they  would  be  insufficient  to  solve  the  problem.  They  could  be  more  useful  if 
implemented  in  addition  to  other  cost-savings  and  revenue-producing  measures. 

The  second  change  which  we  believe  should  be  effected — also  related  to  reducing 
the  benefit  outgo — would  be  to  prevent  benefits  from  increasing  as  rapidly  as  they 
would  under  present  law.  It  is  the  recommendation  of  the  NAM  that  the  indexing 
method  for  beneficiaries  on  the  roll  should  be  changed. 

Average  wages  have  not  risen  as  quickly  as  prices  over  the  last  two  recessionary 
periods.  During  these  times,  Social  Security  benefits  have  been  protected  by  auto- 
matic increases  (reflecting  the  rise  in  the  CPI),  which  have  been  larger  than  average 
wage  increases.  Changing  the  method  of  indexation  would  prevent  retirees  from 
gaining  disproportionately  to  workers  over  these  periods.  Additionally,  and  of  great- 
er significance  here  today,  it  would  generate  substantial  savings  to  the  Social 
Security  system. 

Specifically,  the  benefit  increase  should  be  determined  from  the  smaller  of  the 
wage  increase  or  the  price  increase,  rather  than  solely  on  the  basis  of  the  latter.  If 
this  could  be  done  before  the  June  1981  increase  is  made,  then  such  increase  would 
be  approximately  9.5  percent  instead  of  12.5  percent.  The  cost  result  would  be 
annual  savings  of  about  $4  billion  initially,  and  somewhat  more  over  the  next  few 
years. 

If  this  change  were  made,  it  might  be  desirable  to  consider  a  catch-up  provision  in 
the  event  that  wages  rise  more  rapidly  than  prices  in  future  years  after  having  done 
the  reverse  previously.  Thus,  over  the  long  run,  the  adjustment  would  continue  to 
be  on  the  basis  of  prices,  but  there  would  be  a  smoothing-off  of  the  increases  in 
j  "unusual"  periods  when  prices  rise  more  rapidly  than  wages. 

In  summary,  the  NAM,  in  its  general  support  of  the  Social  Security  program,  is 
i  very  concerned  about  the  mounting  financial  problems  that  threaten  the  operation 
|  of  the  system  in  the  short  run.  In  order  to  help  alleviate  these  problems,  we  have 
3  discussed  the  following  concepts — elimination  of  non-core  benefits,  and  changing  the 
3  method  of  indexation — and  recommended  that  they  be  implemented. 
\  We  commend  the  Subcommittee  for  acting  on  this  timely  issue,  and  we  thank  you 
for  the  opportunity  to  appear.  We  hope  that  our  comments  will  be  useful  to  the 
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Subcommittee  in  its  examination  of  Social  Security  financing.  I  welcome  your 
comments  and  will  be  happy  to  answer  any  questions  you  may  have. 


National  Association  of  Manufacturers, 

Industrial  Relations  Department, 

March  30,  1981. 

Hon.  J.  J.  Pickle, 

Chairman,  Social  Security  Subcommittee,  House  of  Representatives,  Washington, 

d.c. 

Dear  Mr.  Chairman.  Irvine  H.  Dearnley,  Vice  President  of  Citibank,  N.A.,  testi- 
fied on  behalf  of  the  National  Association  of  Manufacturers  on  March  13,  1981.  In 
our  statement,  the  NAM  made  various  recommendations  concerning  financing  and 
benefit  reforms  to  help  alleviate  the  short-term  financing  problems  anticipated  in 
the  Social  Security  system.  Included  were  recommendations  for  future  utilization  of 
inter-fund  borrowing  and  reallocation  of  tax  rates,  and  elimination  of  the  non-core 
benefits,  such  as  the  minimum  and  student  benefits.  In  addition,  we  recommended 
changing  the  method  of  indexation  for  beneficiaries  on  the  roll  to  reflect  the  smaller 
of  the  wage  increase  or  the  price  increase,  with  consideration  to  be  given  to  a  catch- 
up provision.  That  which  follows  is  the  balance  of  our  recommendations  in  this 
subject  area,  which  we  would  like  to  be  included  in  the  hearings  record. 

The  NAM  believes  that,  in  addition  to  financing  and  benefits,  changes  are  neces- 
sary in  the  nature  of  Social  Security  coverage.  We  recommend  that  all  persons  in 
the  paid  labor  market  should  be  covered  by  Social  Security. 

There  are  several  reasons  why  all  persons  in  paid  employment  should  be  covered 
under  the  Social  Security  program.  Basically,  if  such  coverage  is  good  for  all 
workers  in  the  private  sector — and  NAM  believes  that  it  is — then  most  certainly  it 
is  good  for  government  workers.  Similarly,  if  pension  plans  for  private  employees 
have  been  adjusted  so  as  to  coordinate  successfully  with  Social  Security — and  they 
have  been — then  too,  this  can  be  done  for  pension  plans  for  public  employees.  In 
addition,  universal  coverage  can  solve  many  anomalies  and  inequities  as  some  non- 
covered  government  employees  lose  out  because  of  gaps  in  Social  Security  coverage. 

To  achieve  this  end,  the  NAM  recommends  that  HI  coverage  be  extended  to 
federal  employees,  to  be  effective  next  year,  and  that  universal  coverage  of  OASDI- 
HI  be  extended  to  new  federal  employees  as  it  become  practicable.  The  extension  of 
HI  coverage  to  federal  employees  would  bring  approximately  $2.5  billion  annually 
in  additional  revenues  to  the  Social  Security  system.  We  also  endorse,  in  priciple, 
extending  HI  coverage  to  state  and  local  employees,  recognizing  that  there  may  be  a 
question  of  constitutionality. 

In  addition  to  the  above,  the  NAM  believes  that  the  eligibility  for  disability 
insurance  benefits  should  be  tightened.  The  NAM  endorses,  in  principle,  the  Admin- 
istration's tentative  proposal  that  would  change  the  entitlement  to  benefits  and 
place  a  cap  on  benefits  so  as  not  to  exceed  a  worker's  previous  after-tax  income.  The 
projected  savings  from  these  measures  would  be  approximately  one  half  billion 
dollars  in  1982  increasing  to  $2.75  billion  in  1986. 

The  NAM  also  believes  that  the  earnings  test  should  be  frozen  at  age  72,  and 
lastly,  recommends  that  consideration  be  given  to  advancing  the  1985  tax  rate  to 
1983  if  absolutely  necessary  to  prevent  resorting  to  general  revenues. 

We  hope  that  these  supplementary  comments  are  useful  to  the  Subcommittee  in 
examining  the  anticipated  short-term  financing  problems  of  the  Social  Security 
program. 

Yours  truly, 

Claudia  Chesler  Vine, 
Director,  Employee  Benefits. 

Mr.  Pickle.  Now  we  have  Mr.  William  Dennis,  director  of  re- 
search, National  Federation  of  Independent  Business. 

STATEMENT  OF  WILLIAM  J.  DENNIS,  JR.,  DIRECTOR  OF  RE- 
SEARCH, NATIONAL  FEDERATION  OF  INDEPENDENT  BUSI- 
NESS 

Mr.  Dennis.  Thank  you,  Mr.  Chairman. 

The  interest  of  small  business  in  social  security  is  an  obvious 
one.  Not  only  does  small  business  finance  approximately  one-quar- 
ter of  this  $150  billion  program — OASI  alone — but  also  payroll 
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taxes,  of  which  FICA  is  the  largest,  constitutes  the  single  greatest 
form  of  taxation  for  a  majority  of  small  firms. 

Further,  many  small  entrepreneurs  and  their  employees  will  rely 
on  social  security  for  an  important  part  of  their  retirement  income. 
While  we  at  NFIB  have  long  recognized  the  magnitude  of  interest 
and  have  expressed  it  to  you  on  numerous  and  various  occasions, 
we  would  underscore  that  our  concern  is  not  just  organizational.  It 
reflects  the  deep  feeling  of  the  entire  small  business  population 
whether  NFIB  members  or  not. 

For  example,  social  security  emerged  as  one  of  the  top  five  issues 
of  the  White  House  Conference  on  Small  Business,  and  more  than 
73  percent  of  small  firms  attending  a  series  of  regional  meetings 
recently  conducted  by  the  U.S.  Chamber  of  Commerce  placed  social 
security  financing,  benefits,  and  coverage  as  a  No.  1  priority. 

OASI,  looking  toward  the  next  century,  faces  two  inherent  prob- 
lem areas.  It  faces  equity  and  financing  problems.  Both  are  serious; 
both  need  solutions;  and  in  combination,  both  handicap  the  legisla- 
tor's ability  to  address,  explain,  and  resolve  our  dilemma. 

Why  worry?  You  have  a  short-term  problem  that  is  headache 
enough.  Why  worry  about  a  problem  that  won't  fully  reach  us  until 
the  next  century? 

The  more  pertinent  question  is,  what  if  you  don't?  Imagine  enter- 
ing the  next  century  without  any  corrective  action  taken  and  the 
$632  billion  deficit  staring  at  us.  Persons  retired  and  the  soon  to 
retire  expect  and  have  planned  on  promised  benefits.  Meanwhile, 
workers,  knowing  full  well  the  enormously  negative  return  that 
will  be  realized  on  their  social  security  investment,  question  the 
wisdom  of  raising  payroll  taxes  to  24  percent. 

Businesses,  rapidly  deprived  of  working  capital  and  provided  a 
strong  incentive  not  to  hire,  wonder  about  their  future.  Then  what? 
Assuming  human  nature  does  not  change,  the  stage  is  set  for  an 
intergenerational  conflict  of  immense  proportions.  Look  now  and 
see  the  emotions  involved  in  implementing  such  modest  proposals 
as  taxing  benefits.  What  would  happen  if  truly  drastic  measures 
were  instituted  virtually  overnight?  At  that  point,  the  political 
process  could  not  be  fair.  It  could  only  be  expedient,  and  that  is  no 
way  to  govern. 

OASI  has  always  suffered  from  a  certain  schizophrenia.  On  the 
one  hand,  it  has  attempted  to  achieve  social  adequacy.  On  the 
other,  it  has  attempted  to  provide  entitled  annuities.  As  long  as 
beneficiaries  were  receiving  multiples  of  their  "contributions,"  and 
taxes  were  low,  imprecise  goals  unfortunately  did  not  seem  to 
make  much  difference.  But  with  the  specter  of  negative  returns  on 
"contributions"  and  high  taxes,  the  sorting  of  objectives  and  the 
means  to  achieve  them  becomes  imperative.  NFIB,  therefore,  rec- 
ommends separation  of  annuity  and  transfer  functions  of  OASI. 

This  proposal  is  quite  simple  in  concept.  Each  person  is  entitled 
to  receive  as  an  annuity  the  sum  of  his  "contributions,"  his  employ- 
er's "contributions,"  and  interest.  "Contributions"  would  continue 
to  be  financed  by  payroll  taxes  as  is  now  the  case.  Assuming  this 
annuity  plus  all  other  sources  of  income  would  be  insufficient  for  a 
large  number  of  persons,  a  means-tested  social  transfer  benefit 
would  also  be  provided.  This  benefit  would  be  financed  through 
1  general  revenues. 
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It  appears  to  NFIB  that  the  subcommittee  can  choose  one  of  two 
courses  in  addressing  the  short-term  problem.  It  can  pursue  what  is 
essentially  a  neutral  course  with  respect  to  the  long  term  giving 
yourselves  and  the  new  administration  additional  time — about  2 
years — to  further  evaluate  the  options  available  and  attempt  to 
derive  a  political  consensus  on  solutions. 

An  example  of  such  actions  would  be  interfund  borrowing  and/ or 
further  reallocation  of  payroll  taxes.  Or  the  subcommittee  can  use 
the  current  problem  as  an  opportunity  to  begin  shaping  long-term 
changes.  Examples  of  those  actions  include  moves  toward  universal 
coverage  and/or  funding  HI  from  general  revenues. 

The  difficulty  with  the  former  course  is  that  when  the  deadline 
is  reached — presumably  in  1984 — you  still  must  locate  several  bil- 
lion dollars,  you  have  further  reduced  the  leadtime  for  public  ad- 
justment to  necessary  long-term  changes,  and  you  have  pushed  the 
problem  toward  an  election  year.  Therefore,  NFIB  encourages  the 
subcommittee  to  pursue  the  latter  course.  While  certain  specific 
measures  to  start  the  long-term  process  may  in  and  of  themselves 
not  cover  the  short-term  problem,  they  will  help  move  us  along  the 
road  to  a  solution. 

To  be  more  precise,  NFIB  would  support  infusion  of  general 
revenues  if  it  were  part  of  a  longer  term  program  to  separate  the 
annuity  and  transfer  functions.  NFIB  would  support  the  institution 
of  universal  coverage,  recognizing  full  well  that  this  step  is  no  real 
solution  to  the  long-term  problem.  NFIB  would  support  the  phase- 
out  and/or  elimination  of  such  existing  benefits  as  student  benefits, 
survivor  benefits  for  parents  of  children  aged  16  to  17,  the  mini- 
mum benefit,  and  lump-sum  death  benefits,  pointing  out  that  these 
are  social  adequacy  benefits  which  should  not  be  available  to  all 
regardless  of  income  nor  should  they  be  funded  by  payroll  taxes  in 
cases  where  real  need  exists. 

NFIB  would  support  interfund  borrowing  as  a  necessary  expedi- 
ent to  help  with  the  short  term  as  long-term  changes  begin  to  take 
effect.  NFIB  would  support  other  possible  change.  But  NFIB  would 
oppose  any  increase  in  the  payroll  tax. 

We  appreciate  your  problem  and  will  do  what  we  can  to  be 
helpful. 

[The  prepared  statement  follows:] 

Statement  of  William  J.  Dennis,  Jr.,  Director  of  Research,  National 
Federation  of  Independent  Business 

Mr.  Chairman,  NFIB,  on  behalf  of  its  more  than  half  million  small  and  independ- 
ent business  owners,  wishes  to  express  its  appreciation  for  the  opportunity  to 
express  its  views  on  OASI. 

The  interest  of  small  business  in  Social  Security  is  an  obvious  one.  Not  only  does 
small  business  finance  approximately  one-quarter  of  this  $150  billion  program 
(OASI  alone),  but  also  payroll  taxes,  of  which  FICA  is  the  largest,  constitutes  the 
single  greatest  form  of  taxation  for  a  majority  of  small  firms.  Further,  many  small 
entrepreneurs  and  their  employees  will  rely  on  Social  Security  for  an  important 
part  of  their  retirement  income.  While  we  at  NFIB  have  long  recognized  the 
magnitude  of  interest  and  have  expressed  it  to  you  on  numerous  and  various 
occasions,  we  would  underscore  that  our  concern  is  not  just  organizational.  It 
reflects  the  deep  feeling  of  the  entire  small  business  population  whether  NFIB 
members  or  not.  For  example,  Social  Security  emerged  as  one  of  the  top  five  issues 
of  the  White  House  Conference  on  Small  Business,  and  more  than  73  percent  of 
small  firms  attending  a  series  of  regional  meetings  recently  conducted  by  the 
Chamber  of  Commerce  placed  Social  Security  financing,  benefits,  and  coverage  as 
the  number  one  priority. 
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This  subcommittee  is  again  faced  with  a  long  and  short-term  problem.  While 
NPTB  is  interested  in  both,  the  long-term  problem  is  the  more  serious  and  the  one 
requiring  greater  change  and  greater  lead  time  to  make  that  change.  We,  therefore, 
wish  to  focus  on  the  long-term  problem.  This  in  no  way  is  intended  to  mean  that  we 
fail  to  recognize  the  seriousness  of  the  immediate  difficulty. 

OASI,  looking  toward  the  next  century,  faces  two  inherent  problem  areas.  It  faces 
equity  and  financing  problems.  Both  are  serious;  both  need  solutions;  and  in  combi- 
nation, both  handicap  the  legislator's  ability  to  address,  explain,  and  resolve  our 
dilemma. 

The  equity  problem  is  one  within  and  between  generations.  Your  retired  constitu- 
ents probably  keep  you  abreast  of  the  former  with  some  regularity.  Typically  and 
correctly,  there  is  concern  over  the  difference  in  treatment  of  "earned '  and  "un- 
earned' income.  There  is  concern  over  the  treatment  of  spouses  some  of  whom  are 
paying  considerable  amounts,  some  modest  amounts,  and  some  nothing  into  the 
system.  There  is  lingering  concern  over  the  minmum  benefit,  and  a  series  of  other 
issues.  In  effect,  what  we  see  is  a  "jerry-rigged"  benefit  structure  (within  a  genera- 
tion) which  has  developed  over  time  and  cannot  be  considered  equitable  whether  in 
terms  of  social  adequacy  or  annuity  entitlement. 

Frequently,  a  young  person  is  heard  to  say  "I'll  never  get  anything  out  of  Social 
Security."  The  facts  as  represented  by  such  statements  are  not  correct,  but  the 
sentiment  is  right  on  target.  Younger  generations  of  Americans  including  some  yet 
unborn  will  get  a  "bad  deal"  from  OASI  in  terms  of  "return  on  investment".  In  fact, 
they  will  receive  a  negative  return  in  sharp  contrast  to  the  positive  return  of  their 
forebears.  This  generational  difference  is  what  we  call  inequity  between  genera- 
tions. 

In  effect,  OASI  is  a  giant  chain  letter.  Those  who  got  in  early  received  a  very 
"good  deal".  As  a  group,  their  return  on  investment  was  enormous  (see  table  1  and 
2).  Over  time  retired  people  did,  and  for  a  short  period  will  continue  to,  receive  a 
good  deal  although  the  advantage  accruing  to  each  successive  generation  becomes 
less  and  less.  The  situation  reaches  a  balance  point  (a  "fair  deal")  and  then  slips 
into  the  negative  with  each  successive  generation  finding  its  return  increasingly 
negative.  Thus,  for  example,  the  average  tax  per  family  (including  accumulated 
interest)  with  the  primary  beneficiary  aged  64-65  totals  $18,345.  The  average  benefit 
total  is  $47,639,  or  a  subsidy  amounting  to  $29,294.  But  the  situation  for  a  family  30 
years  younger  is  entirely  different.  It  will  pay  $73,843  in  taxes  (including  accumulat- 
ed interest),  but  receive  only  $73,577  for  a  net  —$267.  If  taxes  are  raised  (beyond  the 
1977  Amendments)  or  benefits  lowered,  these  numbers  will  change.  The  direction, 
however,  is  the  same.  Future  generations  in  effect  have  subsidized  past  generations, 
but  cannot  even  expect  a  fair  return  (let  alone  a  subsidy)  in  exchange. 

THE  FUNDING  GAP 

It  is  generally  recognized  that  just  after  the  turn  of  the  century,  a  huge  gap  will 
exist  between  currently  legislated  benefits  and  revenues.  That  gap  will  begin  about 
the  year  2005  and  grow  increasingly  serious  through  the  period  2030-50.  Govern- 
ment entities  seem  to  prefer  projecting  the  gap  in  terms  of  percentage  of  payroll, 
but  to  the  layman  and  the  general  public  the  $632  billion  (1977  dollars)  calculated 
by  Dr.  Michael  Boskin  of  Stanford  is  a  more  meaningful  figure. 

(Obviously,  any  calculation  of  this  nature,  whether  conducted  by  a  public  body 
like  SSA  or  a  private  person  like  Dr.  Boskin,  requires  a  number  of  assumptions 
which  are  critical  to  the  figure  finally  projected.  For  example,  a  1-year  increase  in 
the  retirement  period  is  estimated  to  alter  projections  $250  billion.  Similarly,  a  0.5- 
percent  increase  in  productivity  over  the  1.5-percent  assumed  rate  provides  an 
additional  $100  billion  in  revenes.  To  derive  his  $632  billion  estimate,  Dr.  Boskin 
employed  SSA's  intermediate  assumptions.  Use  of  more  "optimistic"  assumptions,  of 
course,  would  have  provided  a  considerably  more  positive  picture  and  vice  versa.) 

If  we  were  to  do  nothing  and  were  determined  to  finance  the  gap  through 
increased  payroll  taxes,  under  intermediate  assumptions  FICA  would  rise  to  about 
24  percent. 

Why  worry?  You  have  a  short-term  problem  that  is  headache  enough.  Why  worry 
about  a  problem  that  won't  fully  reach  us  until  the  next  century? 

The  more  pertinent  question  is,  what  if  you  don't?  Imagine  entering  the  next 
century  without  any  corrective  action  taken  and  the  $632  billion  deficit  staring  at 
us.  Persons  retired  and  soon  to  retire  expect  and  have  planned  on  promised  benefits. 
Meanwhile,  workers,  knowing  full  well  the  enormously  negative  return  that  will  be 
realized  on  their  Social  Security  investment,  question  the  wisdom  of  raising  payroll 
taxes  to  24  percent.  Businesses,  rapidly  deprived  of  working  capital  and  provided  a 
strong  incentive  not  to  hire,  wonder  about  tkoir  future.  Then  what?  Assuming 
human  nature  does  not  change,  the  stage  is  set  for  an  inter-generational  conflict  of 
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immense  proportions.  Look  now  and  see  the  emotions  involved  in  implementing 
such  modest  proposals  as  taxing  benefits.  What  would  happen  if  truly  drastic 
measures  were  instituted  virtually  overnight?  At  that  point,  the  political  process 
could  not  be  fair.  It  could  only  be  expedient,  and  that  is  no  way  to  govern. 

ALTERNATIVE 

There  are  only  three  fundamental  alternatives  available — reduce  benefits,  raise 
taxes,  or  some  combination  of  the  two.  Every  specific  proposal  you  will  consider  falls 
in  one  of  these  three  classes.  The  only  differences  are  who  is  affected,  by  how  much, 
and  when. 

Restructuring  benefit  formulae  is  an  example  of  reducing  benefits.  While  there  is 
much  to  commend  such  changes  both  in  terms  of  economics  and  equity,  they  have 
one  serious  problem  in  common.  All  beneficiaries  would  be  cut  without  regard  to 
need.  Thus,  you  would  be  in  the  position  of  reducing  benefits  to  those  who  society 
generally  is  willing  to  subsidize  as  well  as  to  those  who  society  is  generally  not 
willing  to  subsidize. 

A  non-purposeful  infusion  of  general  revenues  into  OASI  is  an  example  of  tax 
increases.  This  proposal  accepts  the  false  idea  that  we  have  created  a  fixed  long- 
term  obligation  which  must  be  funded  no  matter  what  the  economic  or  equity 
rationale.  Switching  the  source  of  funding  to  general  revenues  (or  even  a  VAT), 
while  arguably  more  equitable,  really  only  is  intended  to  relieve  the  immediate  pain 
of  payroll  taxes.  Yet,  it  perpetuates  inequities  in  the  benefit  structure,  legislated 
benefit  levels,  and  the  idea  that  the  $632  billion  gap  will  be  financed  no  matter 
what. 

Raising  the  retirement  age  is  an  example  of  a  combination  of  tax  increases  and 
benefit  decreases.  Since  people  would  pay  into  the  system  longer,  their  total  tax  bill 
would  rise.  Since  people  would  be  retiring  later,  their  total  benefits  (granted,  though 
not  in  any  one  year)  would  fall.  While  this  would  seem  inherently  equitable, 
proposals  that  require  age  increases  at  the  century's  end  is  tantamount  to  asking 
today's  youngest  generations  to  take  a  financial  "bath".  To  make  such  changes 
immediate  would  affect  the  retirement  plans  of  millions. 

OASI  has  always  suffered  from  a  certain  schizophrenia.  On  the  one  hand,  it  has 
attempted  to  achieve  social  adequacy.  (Hence,  the  tilt  in  the  benefit  structure 
toward  the  lower  income,  the  spouse's  benefit,  the  minimum  benefit,  etc.)  On  the 
other,  it  has  attempted  to  provide  entitled  annuities.  (Hence,  benefits  tied  roughly 
to  earnings,  payroll  taxes  employed,  etc.)  As  long  as  beneficiaries  were  receiving 
multiples  of  their  "contributions"  and  taxes  were  low,  imprecise  goals  unfortunately 
didn't  seem  to  make  much  difference.  But  with  the  specter  of  negative  returns  on 
"contributions"  and  high  taxes,  the  sorting  of  objectives  and  the  means  to  achieve 
them  becomes  imperative.  NFIB,  therefore,  recommends  separation  of  annuity  and 
transfer  functions  of  OASI. 

This  proposal  is  quite  simple  in  concept.  Each  person  is  entitled  to  receive  as  an 
annuity  the  sum  of  his  "contributions"  his  employer's  "contributions",  and  interest. 
"Contributions"  would  continue  to  be  financed  by  payroll  taxes  as  is  now  the  case. 
Assuming  this  annuity  plus  all  other  sources  of  income  would  be  insufficient  for  a 
large  number  of  persons,  a  means-tested  social  transfer  benefit  would  also  be  pro- 
vided. This  benefit  would  be  financed  through  general  revenues. 

The  advantages  of  implementing  such  a  concept  are  overwhelming.  First,  and  in 
no  particular  order  of  importance  or  priority,  the  proposal  creates  benefit  equity 
within  a  generation.  Second,  the  proposal  reduces,  although  it  cannot  eliminate, 
inequities  between  generations.  Third,  the  proposal  provides  young  generations  a 
"fair  deal",  not  the  "good  deal"  of  current  retirees  not  the  "bad  deal'  programmed 
for  future  retirees,  but  a  fair  deal.  Fourth,  the  proposal  halts  the  social  subsidy 
payments  made  to  certain  persons  who  currently  qualify  for  no  other  reason  than 
age.  Fifth,  the  proposal  reduces  programmed  payroll  tax  increases  which,  in  turn 
reduces  future  entitlements.  Sixth,  the  proposal  allows  the  targeting  of  certain 
elderly  subpopulations,  eliminating  the  need  to  change  the  entire  benefit  structure 
to  reach  relatively  few  persons.  Seventh,  the  proposal  links  a  specific  program  to 
the  generally  accepted  means  of  financing  that  program.  Eighth,  the  proposal 
provides  Congress  with  greater  certainty  over  a  larger  portion  of  the  budget. 
Nineth,  the  proposal  reduces  (and  could  eliminate)  the  projected  deficit. 

THE  SHORT-TERM 

It  appears  to  NFIB  that  the  subcommittee  can  choose  one  of  two  courses  in 
addressing  the  short-term  problem.  It  can  pursue  what  is  essentially  a  neutral 
course  with  respect  to  the  long-term  giving  yourselves  and  the  new  Administration 
additional  time  (about  two  years)  to  further  evaluate  the  options  available  and 
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attempt  to  derive  a  political  consensus  on  solutions.  Examples  of  such  actions  would 
be  inter-fund  borrowing  and/or  further  reallocation  of  payroll  taxes.  Or  the  subcom- 
mittee can  use  the  current  problem  as  an  opportunity  to  begin  shaping  long  term 
changes.  Examples  of  those  actions  include  moves  toward  universal  coverage  and/or 
funding  HI  from  general  revenues. 

The  difficulty  with  the  former  course  is  that  when  the  deadline  is  reached 
(presumably  in  1984)  you  still  must  locate  several  billion  dollars,  you  have  further 
reduced  the  lead  time  for  public  adjustment  to  necessary  long-term  changes,  and 
you  have  pushed  the  problem  toward  an  election  year.  Therefore,  NFIB  encourages 
the  subcommittee  to  pursue  the  latter  course.  While  certain  specific  measures  to 
start  the  long-term  process  may  in  and  of  themselves  not  cover  the  short-term 
problem,  they  will  help  move  us  along  the  road  to  a  solution. 

To  be  more  precise,  NFIB  would  support  infusion  of  general  revenues  IF  it  were 
part  of  a  longer  term  program  to  separate  the  annuity  and  transfer  functions.  NFIB 
would  support  the  institution  of  universal  coverage,  recognizing  full  well  that  this 
step  is  no  real  solution  to  the  long-term  problem.  NFIB  would  support  the  phase-out 
and/ or  elimination  of  such  existing  benefits  as  student  benefits,  survivor  benefits 
for  parents  of  children  aged  16-17,  the  minimum  benefit,  and  lump  sum  death 
benefits,  pointing  out  that  these  are  social  adequacy  benefits  which  should  not  be 
available  to  all  regardless  of  income  nor  should  they  be  funded  by  payroll  taxes  in 
cases  where  real  need  exists.  NFIB  would  support  inter-fund  borrowing  as  a  neces- 
sary expedient  to  help  with  the  short-term  as  long-term  changes  begin  to  take  effect. 
NFIB  would  support  other  possible  changes.  But,  NFIB  would  oppose  any  increase 
in  the  payroll  tax. 

We  appreciate  your  problem  and  will  do  what  we  can  to  be  helpful. 
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Age  Groups 
(Primary  Beneficiary) 


*the  projections  do  not  consider  any  action  intended  to  cover  the  $632 
billion  difference  between  legislated  benefits  and  legislated  taxes 

+cannot  be  projected  without  making  tenuous  assumptions  about  covering  the 
$632  billion  difference  between  legislated  benefits  and  legislated  taxes 
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Mr.  Pickle.  Thank  you,  Mr.  Dennis. 

Now,  I  have  listened  to  the  testimony  of  you  gentlemen  and  it  is 
very  important.  You  represent  many  of  the  business  organizations 
throughout  the  United  States,  at  least  some  of  the  major  ones.  It  is 
not  surprising  that  many  of  your  positions  are  the  same.  In  order 
for  me  to  be  certain  and  not  ask  you  individually,  I  take  it  this 
panel  as  a  rule  does  not  recommend  we  go  into  general  revenues.  Is 
there  any  difference  of  opinion  on  that  in  financing  OASI? 

Mr.  Dennis.  Yes,  sir. 

Mr.  Pickle.  I  guess  yours  is  the  only  one. 

Mr.  Dennis.  Yes,  sir,  and  we  would  recommend  it  only  if  it  is 
tied  to  other  types  of  reform. 

Mr.  Pickle.  I  will  come  back  to  your  proposal,  which  you  say  is 
quite  simple. 

Mr.  Dennis.  We  have  it  underlined,  in  concept. 

Mr.  Pickle.  I  take  it  the  rest  of  you  would  be  against  using 
general  revenues? 

Mr.  Re.  The  Council  of  State  Chambers,  as  I  testified,  is  opposed 
to  the  use  of  general  revenues.  However,  if  it  becomes  absolutely 
necessary,  then  we  would  agree  with  the  financing  of  the  hospital 
insurance  portion  from  general  revenues.  But  our  basic  position  is 
in  opposition. 

Mr.  Pickle.  I  am  glad  to  get  that  qualification  in.  I  am  taking  a  j 
broad  brush  with  general  revenues  because  I  think  we  all  recognize  j 
if  we  were  facing  a  disaster  we  would  do  anything  as  a  government 
to  keep  the  social  security  program. 

I  take  it  also  that  you  would  believe  that  it  is  time  to  consider 
some  kind  of  adjustment  or  modification  of  the  indexing  of  the  cost 
of  living  aspect  on  this  program. 

How  you  go  about  it  would  be  in  relation  to  wages  or  prices  or  a 
cap  or  a  percentage  or  a  fixed  sum.  In  general,  are  you  in  agree- 
ment  on  that? 

Mr.  Beck.  For  both  benefits  and  benefit  calculation. 

Mr.  Dennis.  At  the  present  time  we  don't  have  any  position  on 
that  particular  issue. 

Mr.  Pickle.  Fine. 

I  believe  you  all  testified  you  would  favor  a  reallocation  and/or 
an  interfund  borrowing  that  would  perhaps  go  together. 
Is  there  any  difference  of  opinion  on  that? 

Mr.  Re.  Sir,  we  would  favor  interfund  borrowing.  However,  I 
would  look  extremely  askance.  Let's  say  the  day  came  when  hospi- 
tal insurance  was  financed  from  general  revenues.  I  think  at  that 
point  interfund  borrowing  should  be  limited  to  the  OASI  and  the  j 
DI  only.  Otherwise,  there  could  be  a  sleight  of  hand  to  get  general  j 
revenues  into  hospital  insurance  and  trickle  it  down  the  line. 

I  think  we  have  to  be  very  careful.  At  this  juncture  

Mr.  Pickle.  I  agree  we  have  to  reexamine  our  position  on  that,  j 
Most  of  you  have  testified  that  you  think  we  have  reached  the  \ 
point  where  we  ought  to  give  consideration  to  raising  the  retire- 
ment age  from  65  upward  2  or  3  years. 

Mr.  Beck.  Our  recommendation  was  only  to  go  from  65  to  68 
starting  with  the  year  2000. 
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Mr.  Pickle.  Then  most  of  you  have  recommended  in  some  way 
we  try  to  find  a  different  course  to  the  minimum  benefit,  student 
benefit,  disability  program. 

None  of  you,  I  believe,  ventured  into  lump  sum. 

Mr.  Re.  We  did,  sir.  We  recommend  that  it  be  eliminated. 

Mr.  Pickle.  As  recommended  by  the  administration. 

Mr.  Re.  Yes.  We  as  the  Council  of  State  Chambers  of  Commerce. 

Mr.  Pickle.  If  you  have  an  opinion  on  a  lump  sum  we  would  like 
to  have  it. 

Mr.  Jones.  I  would  like  to  say  the  chamber  of  commerce  supports 
the  Reagan  proposal. 

Mr.  Beck.  We  would  also  recommend  the  elimination  of  the 
lump-sum  benefit  on  the  basis  described  believing  that  very,  very 
few  people  would  be  involved  but  we  were  silent  on  it  because  of 
the  size  of  the  issue. 

Mr.  Dearnley.  Mr.  Chairman,  I  expect  that  will  be  included  in 
our  fuller  statement  to  you  also.  When  I  spoke  about  the  minimum 
payment  and  the  student  assistance,  those  were  just  representative 
of  a  group  of  what  we  refer  to  as  noncore  benefits,  and  I  think  we 
would  be  inclined  to  lump  the  lump-sum  payment  with  that. 

Mr.  Harris.  We  would,  too,  Mr.  Chairman. 

Mr.  Pickle.  The  Chair  is  impressed  with  the  fact  that  all  those 
testifying  indicate  the  time  has  come  to  make  some  changes. 

I  am  impressed  with  that  attitude.  If  that  attitude  can  prevail, 
perhaps  we  can  make  some  changes. 

If  you  have  other  views  in  addition  to  what  you  have  presented 
or  additional  information  you  want  to  give  us,  we  will  be  glad  to 
receive  it,  and  we  hope  you  can  do  it  within  the  next  few  weeks  as 
we  move  ahead. 

Now  the  Chair  recognizes  Mr.  Jacobs. 

Mr.  Jacobs.  Mr.  Beck,  do  I  understand  correctly  that  you  dis- 
agree with  the  administration's  position  which,  as  I  understand,  is 
to  liberalize  the  retirement  test. 

Mr.  Beck.  Yes.  Our  position  is  in  fact,  if  anything,  to  make  the 
retirement  test  a  little  bit  more  difficult  and  not  continue  to  imple- 
ment the  liberalizations  that  are  already  on  board. 

Mr.  Pickle.  Does  any  member  of  the  panel  have  a  position? 

Mr.  Jones.  We  concur. 

Mr.  Dearnley.  So  do  we. 

Mr.  Jacobs.  Why  do  you  suppose  this  administration  would  want 
to  liberalize  something? 

Mr.  Beck.  I  am  sure,  Mr.  Jacobs,  you  are  in  a  better  position  to 
make  that  judgment  than  we  are. 

Mr.  Jacobs.  I  do  commend  all  of  you  for  that  position.  I  can't  see 
it  any  other  way,  either. 

As  I  said,  when  the  Budget  Director  was  testifying,  it  seems 
rather  simple  to  me.  It  boils  down  to  a  system  which  pays  retire- 
ment benefits  to  those  who  are  not  retired  and  if  you  don't  have 
some  condition  upon  which  benefits  are  paid,  including  the  whole 
range  of  death  benefits  some  people  have  suggested,  by  the  way, 
Mr.  Guarini  made  a  comment  after  all  the  death  benefit  was  set 
back  in  1954  and,  therefore,  is  inadequate. 
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Possibly  the  solution  to  the  problem  is  to  somehow  needs  test  the 
death  benefit  and  make  it  a  little  more  realistic  to  the  actual  cost 
of  burial  and  do  equity  to  those  taxpayers. 

Would  anybody  have  an  opinion  about  that? 

Mr.  Re.  Mr.  Jacobs,  possibly  the  administration  thought  by  elimi- 
nating the  retirement  test,  I  am  sure  they  recognized  the  added 
costs  to  the  total  system.  However,  this  may  encourage  more  of  the 
retired  to  work  and  seek  employment  so  that  there  would  be  added 
tax  revenues. 

Mr.  Jacobs.  I  think  if  you  have  something  there  we  have  perpet- 
ual motion  now.  I  don't  think  so. 

Mr.  Jones.  We  would  be  opposed  to  introducing  any  kind  of  a 
means  test  into  the  basic  social  security  insurance  program.  That  is 
just  the  first  step  of  introducing  a  means  test. 

Mr.  Jacobs.  I  think  the  idea  was  it  would  be  done  under  SSI, 
means  tested  in  that  sense,  but  that  you  could  meet  the  criticism  of 
the  inadequacy  of  the  $255  figure  for  burial  if  you  were  really 
paying  for  one  by  raising  that  one  but  getting  rid  of  it  as  a  general 
thing  as  has  been  eloquently  pointed  out  at  the  time  when  we  are 
forced  to  tighten  belts. 

Mr.  Beck.  Probably  of  all  the  benefits  under  social  security  now  j 
the  two-five-five  lump-sum  benefit  is  an  anachronism  that  has 
redundancy  in  view  of  all  the  other  kinds  of  coverages  that  are  j 
provided,  some  of  which  are  provided  by  my  company. 

Mr.  Jacobs.  All  of  us  here  are  in  the  business  of  doing  right  for  j 
the  majority  of  the  people.  And  Mr.  Wilbur  Cohen,  I  believe  a  1 
constituent  of  the  Honorable  Jake  Pickle,  testified  before  this  com-  j 
mittee  last  year  that  if  any  benefits  were  changed  at  all,  at  least  if 
they  were  reduced  in  any  way  whatsoever,  his  exact  quote  was:  j 

I  believe  they  and  his  associates  would  be  fighting  us  on  the  beaches  and  in  the 
congressional  districts  and  I  pointed  out  to  him  there  is  a  third  factor;  namely,  those  j 
who  are  paying  the  tax  now,  and  they  might  be  down  at  the  beaches  fragging  those  j 
fighting  us. 

Mr.  Dennis.  Mr.  Jacobs,  in  this  entire  discussion  there  seems  to  j 
be  one  thing  missing.  We  have  now  a  benefit  structure  that  is 
trying  to  do  two  different  things. 

It  is  trying  to  provide  social  adequacy  with  such  things  as  the  ■ 
death  benefit  and  that  type  of  thing  and,  on  the  other  hand,  it  is  ! 
designed  to  provide  some  type  of  retirement  annuity. 

It  really  can't  do  both  and  be  fair  to  either  beneficiary  or  tax-J 


So  when  you  come  to  questions  like  this  or  when  you  come  to 
questions  such  as  what  shall  we  do  with  indexing  the  cost-of-living 
adjustment,  you  constantly  run  into  these  problems. 

As  long  as  the  benefit  structure  remains,  the  system  remains, 
with  these  mixed  objectives,  there  are  going  to  continue  to  be 
serious  problems  and  serious  inequities. 

Mr.  Jacobs.  I  am  sure  no  member  of  this  committee  or  panel  is 
proposing  any  kind  of  cut  that  would  make  our  retired  root-hog  or 


I  am  sure  Mr.  Harris  would  agree  with  me  that  some  of  the 
measures  in  life  should  be  maintained,  such  as,  say,  popcorn. 
Mr.  Harris.  I  would  certainly  agree  with  you,  Mr.  Jacobs. 
Mr.  Pickle.  I  thank  you  gentlemen. 


die. 
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Mr.  Bailey. 

Mr.  Bailey.  Thank  you,  Mr.  Chairman. 

Very  briefly,  I  have  been  concerned  in  full  committee  hearings 
with  trying  to  bring  home  an  issue  that  really  bothers  me. 

I  don't  feel  under  the  administration  proposals  we  are  doing 
enough  to  adequately  address  some  technological  changes  that  we 
have  seen — and  others. 

Dick  Gephardt  is  here  to  my  right.  He  has  a  proposal  that  I  have 
been  studying  that  would  include  a  10-percent  tax  credit  for  social 
security  payments.  For  small  businesses  especially  such  a  proposal 
might  be  something  that  will  help  since  we  get  most  of  our  changes 
from  the  small  business  sector;  since  it  appears  to  be  a  labor- 
intensive  sector,  and  it  is  a  good  target  for  productivity  increases. 

I  am  wondering  if  those  of  you  who  are  familiar  with  the  propos- 
al— if  you  are — would  offer  some  comment. 

I  really  support  the  general  direction  of  the  President's  program 
but  I  am  saddened  at  some  of  the  politics  involved  in  trying  to  push 
it. 

I  think  there  is  misinformation  here  and  I  don't  think  there  is 
much  here  for  innovation  and  business  as  Mr.  Volcker,  who  was  up 
here,  very  correctly  said:  There  appears  to  be  signficant  prejudices 
in  this  system  against  saving  and  investment. 

I  think  it  is  a  crisis  problem  we  are  not  addressing.  I  notice  next 
year  the  Japanese  Ministry  of  Trade  is  going  to  do  something  about 
research  and  development  in  their  country  because  they  have  been 
so  busy  absorbing  technology  and  we  are  so  busy  selling  it  that  we 
have  to  protect  our  technology  base. 

This  appears  to  me  to  be  a  possible  vehicle.  I  wonder  if  you 
would  comment. 

Mr.  Jones.  I  would  like  to  comment.  First  of  all,  I  don't  think 
you  have  heard  nearly  the  uproar  we  might  have  expected  with  the 
recent  increase  in  the  tax  rate.  This  indicates  to  me  there  is  a 
great  deal  of  concern  in  the  American  public  about  the  financial 
solvency  of  social  security  and  concern  about  the  funds  to  pay  the 
benefits. 

I  didn't  hear  quite  as  much  uproar  about  the  tax  increase  as  one 
might  have  expected. 

No.  2,  the  chambers  of  commerce  position  on  the  tax  credit,  on 
the  contributions,  is  opposed  to  it  on  the  basis  it  is  kind  of  a 
roundabout  way  to  inject  a  form  of  general  revenue  financing  into 
the  social  security  system. 

It  is  for  that  reason  that  the  U.S.  Chambers'  position  is  opposed 
to  that  credit. 

Mr.  Dennis.  Mr.  Bailey,  we  are  just  about  diametrically  opposed 
on  that  particular  issue.  First  of  all,  we  are  nothing  but  small 
businesses  and  we  certainly  have  heard  about  the  payroll  tax  in- 
crease. That  is  point  one. 

Point  two,  we  are  on  record  as  favoring  Mr.  Gephardt's  proposal 
on  the  condition  and  with  the  understanding  that  it  will  last  for  2 
years  while  you  people  have  an  opportunity  to  go  through  the 
legislative  process  and  make  some  very  important  long-term  re- 
forms. 


774 


No.  3,  which  is,  I  suppose,  somewhat  of  an  aside  but  directs  itself 
to  your  question  of  technology,  yes,  small  businesses  do  provide  the 
majority  of  the  new  technology  or  at  least  half  of  it. 

The  type  of  business  providing  technology  tends  to  be  more  capi- 
tal intensive  and  Mr.  Gephardt's  proposal  gets  to  the  labor  inten- 
sive. Labor-intensive  small  businesses  make  up  the  vast  majority  of 
the  population  but  the  innovative  tends  to  be  more  capital  inten- 
sive. 

Mr.  Beck.  We  have  taken  a  position  of  opposition  to  the  Gep- 
hardt bill.  We  think  it  is  another  way  of  moving  into  general 
revenue  and  transferring  of  costs  from  social  security  over  to  an- 
other part  of  the  Federal  Government  and  if  we  were  going  to 
move  toward  a  reduction  of  individual  income  taxes,  our  preference 
would  be  to  start  to  do  something  which  is  encouraging  savings  and 
investment. 

In  our  country  we  have  made  all  of  our  moves  on  the  consump- 
tion side  rather  than  the  savings  side.  We  really  believe  an  exten- 
sion of  the  IRA  concept  would  induce  people  at  all  levels  of  income 
to  save  at  surprising  levels. 

We  have  an  interesting  and  I  think  worthwhile  report  to  give  to  i 
you  about  an  experience  in  our  own  company  with  a  thrift  plan.  If 
the  individual  puts  in  3  percent,  we  will  match  that  and  the 
individual  is  allowed  to  save  up  to  an  additional  10  percent. 

Almost  all  of  our  people  signed  up  and  the  average  savings  rate 
is  9.6  percent  and  people  at  the  very  lowest  levels  of  employment 
save  at  almost  the  same  rate  as  those  at  high  levels. 

The  only  tax  advantage  they  get  is  that  they  don't  have  to  pay , 
taxes  on  the  earnings  on  their  fund.  I  submit  that  is  some  evidence 
that  within  the  Nation,  despite  all  the  problems  inflation  has  [ 
caused,  if  we  give  any  kind  of  incentive  at  all  for  people  to  put  i 
money  aside  and  save,  they  will  respond  to  it  as  they  have  in 
Canada  and  other  nations. 

Mr.  Bailey.  I  will  come  back  on  the  second  round. 

I  would  like  to  ask  you  a  question  on  the  security  of  that  plan. 

Mr.  Pickle.  Mr.  Gephardt. 

Mr.  Gephardt.  Along  that  line,  Mr.  Beck,  I  take  it  you  are 
suggesting  that  rather  than  doing  a  normal  across-the-board1 
income  tax  cut  we  focus  a  good  portion  of  it  as  an  incentive  for 
saving  as  you  described,  an  expansion  of  IRA's  or  perhaps  even  af 
plan  where  we  give  a  tax  credit  for  someone  to  put  money  into  an 
expanded  IRA  perhaps  even  with  the  ability  to  take  some  of  it  out 
before  retirement. 

Mr.  Beck.  Yes.  Only  under  the  long  term.  Something  that  would 
move  it  away  from  being  an  in-and-out  savings  account. 

We  think  the  Nation,  if  we  are  going  to  respond  to  this  problem 
of  proving  capital  for  innovation,  technological  growth,  and  devel-i 
opment,  all  kinds  of  new  plant  and  equipment,  we  are  going  to 
have  to  accumulate  capital. 

As  long  as  that  capital  can  be  accumulated  and  at  least  people 
could  still  take  it  out  if  they  wanted  to  but  pay  a  penalty  so  that  j 
there  would  be  sufficient  incentive  to  leave  the  money  there  long-i 
term. 

I  certainly  agree  it  should  not  be  mandatory  they  keep  it  until: 
retirement. 
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Mr.  Gephardt.  Let  me  ask  all  of  you  to  answer  quickly  and  then 
my  time  will  run  out  what  you  think  about  dealing  with  CPI.  I 
have  read  most  of  your  testimony.  I  think  most  of  you  touch  on  it.  I 
assume  that  most  of  you  think  we  ought  to  deal  with  the  CPI  for 
both  the  short-  and  the  long-term  health  of  the  fund. 

If  you  could  just  capsulize  quickly  how  you  think  we  should  do  it 
or  if  you  think  we  should,  I  would  appreciate  that. 

Mr.  Dennis.  We  have  no  position,  Mr.  Gephardt,  on  that  particu- 
lar issue. 

Mr.  Dearnley.  My  testimony  indicated  the  NAM  supports  the 
idea  of  using  the  lower  of  either  the  CPI  change  or  change  in  wage 
index  and  with  the  possibility  of  giving  consideration  if  there 
should  be  a  period  of  time  where  the  wage  index  remained  above 
the  change  in  the  Consumer  Price  Index,  there  would  be  possibili- 
ties of  making  up  so  that  over  the  long  run  basically  the  system 
would  still  be  geared  to  the  CPI  change. 

Mr.  Harris.  We,  too,  would  suggest  leaving  the  CPI  calculation 
since  essentially  a  lower  cost  alternative  would  be  to  cap  the 
annual  COLA  at  the  7  percent  or  CPI,  whichever  is  lower,  with  the 
admonition  or  suggestion  that  Congress  review  the  cost  of  living 
each  year  and  if  it  has  been  extraordinary,  an  additional  increase 
might  be  passed  to  supplement  the  beneficiary. 

But  we  feel  that  tying  it  arbitrarily  to  the  CPI  is  incorrect  and 
has  cost  astronomical  sums  of  money  over  time. 

Mr.  Beck.  Mr.  Gephardt,  we  turned  up  empty  when  my  own 
company  research  and  investment  people  for  quite  some  time  tried 
to  see  if  they  could  come  up  with  a  better  kind  of  CPL  We  felt  that 
that  led  us  into  a  maze  of  issues  that  were  not  salable  to  anyone, 
and  as  a  result  our  recommendation  is  to  use  the  CPI  or  wages, 
whichever  is  lower,  believing  that  the  wage  orientation  has  much 
more  credibility  within  the  Nation,  and  it  is  something  that  is  far 
better  understood  and  much  more  easily  explained. 

Mr.  Re.  Mr.  Gephardt,  we  have  testified  that  we  believe  that 
Congress  should  look  at  its  mandate  in  the  1977  amendments,  and 
review  the  indexing  and  come  up  with  an  index,  and  will  relate  the 
program's  cost  to  its  revenues. 

Mr.  Jones.  Mr.  Gephardt,  the  U.S.  Chamber  of  Commerce,  in  our 
testimony,  said  that  we  favored  a  modification  of  the  cost-of-living 
social  security  method  that  we  have  now,  but,  as  you  have  heard, 
there  are  a  number  of  ways  of  modification  to  avoid  excessive 
escalation  of  the  benefits.  We  have  not  got  a  position  on  a  specific 
way.  We  just  propose  that  some  method  be  found  to  avoid  this 
excessive  escalation. 

Mr.  Gephardt.  Thank  you  all  very  much. 

Mr.  Jacobs.  Mr.  Guarini. 

Mr.  Guarini.  Mr.  Beck,  would  you  comment  on  the  Conable  bill, 
using  general  revenues?  I  notice  you  did  not  make  any  comment 
before  when  you  spoke  about  it.  What  are  your  thoughts  on  that? 

Mr.  Beck.  I  did  not  comment  on  it  because  it  wasn't  directly 
related  to  our  testimony,  because  we  have  recommended  that  we  do 
not  go  for  general  revenues.  The  National  Commission  on  Social 
Security  made  a  similar  recommendation,  and  we  were  opposed  to 
that. 
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By  the  way,  I  might  add  that  even  though  the  National  Commis- 
sion on  Social  Security  has  received  a  load  of  headlines  for  having 
made  that  recommendation,  it  is  interesting  to  note  that  the  mem- 
bers of  that  Commission  were  almost  evenly  divided  in  terms  of 
those  for  and  against,  but  a  very  simple  majority  provided  the 
opportunity  for  that  kind  of  headline  to  be  reported  in  the  press. 

Mr.  Guarini.  The  same  way  with  the  2V2-percent  surtax? 

Mr.  Beck.  Yes;  we  are  opposed.  We  feel  that  it  is  important  to 
keep  all  of  these  elements  together  under  the  social  security 
system,  and  believe  that  the  best  way  to  build  up  new  confidence  in 
social  security  and  credibility  to  the  Nation  is  to  be  able  to  show 
that  the  income  and  the  outgo  are  going  to  match  for  all  of  the 
services  provided. 

Mr.  Guarini.  So  it  should  stand  on  its  own? 

Mr.  Beck.  Sir? 

Mr.  Guarini.  It  should  stand  on  its  own? 
Mr.  Beck.  Yes. 

Mr.  Guarini.  Be  self-sufficient. 

How  do  you  feel  about  the  2V2-percent  income  tax  surcharge  that 
has  been  suggested? 

Mr.  Beck.  It  is  really,  Mr.  Guarini,  another  move  from  a  social 
security  cost  to  general  revenues,  and  people  are  going  to  be  paying 
an  extra  charge.  It  does  not  help  very  much  to  give  them  a  tax 
reduction  on  one  hand  and  then  add  a  2V2-percent  surcharge  on 
the  other. 

Mr.  Guarini.  Everything  we  hear  about  today  is  the  need  to 
reduce  taxes,  and  this  is  another  way  of  increasing  taxes.  Do  you 
all  feel  that  way  about  it? 

Mr.  Jones.  I  want  to  comment  for  the  U.S.  Chamber  of  Com- 
merce on  the  Conable  bill.  With  the  exception  of  the  introduction 
of  general  revenue  financing  of  social  security  medicare,  the  U.S. 
Chamber  of  Commerce  supports  many  of  the  points  in  the  bill,  but 
that  we  are  opposed  to- — 

Mr.  Guarini.  Right. 

Mr.  Jones  [continuing].  Introducing  general  revenue  financing 
into  the  social  security  program. 

Mr.  Guarini.  I  understand  that  70  percent  of  the  people  now 
retire  at  the  age  of  62.  The  actuarial  tables  are  extending  the 
longevity  of  people.  How  do  you  feel  about  that? 

That  was  not  anything  that  we  began  with.  We  first  gave  it  to 
women,  and  then  we  later  extended  it  to  men,  where  they  have  an 
option  of  retiring  early.  Of  course,  that  is  going  to  cause  an  extra 
drain,  widen  the  gap  actuarily  between  the  people  who  are  retiring 
early  and  what  the  length  of  life  is. 

Do  you  have  any  comments  on  early  retirement,  Mr.  Beck? 

Mr.  Beck.  Yes,  Mr.  Guarini.  I  think  we  are  going  to  find,  and 
have  seen  some  evidence  of  this  already,  that  we  are  having  some 
slackening  in  the  early  retirement  movement.  We  are  having,  par- 
ticularly with  the  new  law  that  requires  you  to  stop  calling  age  65 
normal  retirement  age  except  for  some  higher  paid  people,  more 
and  more  people  going  beyond  65.  As  long  as  inflation  is  at  levels 
anywhere  close  to  the  levels  they  are  at  right  now,  more  and  more 
people  are  going  to  defer  retiring. 
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There  is  also  some  psychic  need  for  more  and  more  people  to 
continue  working.  We  see  increasing  signs  that  the  workplace  is 
changing  sufficiently  so  that  we  in  business  are  going  to  have  to  do 
more  to  construct  jobs  that  may  not  be  40  hours  or  35  hours,  but 
20-hour-a-week  jobs,  and  make  it  possible  for  people  to  work  part 
time,  for  whatever  period  after  they  retire. 

Mr.  Guarini.  Is  the  panel  all  for  having  the  option  continue  to 
exist?  I  understand  that  you  want  to  go  from  65  to  68  probably  by 
the  year  2000.  Would  you  phase  out  the  option,  in  order  to  make 
the  social  security  fund  stronger,  so  there  would  be  less  drain? 

Mr.  Jones.  I  think  the  idea  there,  sir,  is  to  move  the  62-65  to  65- 
68. 

Mr.  Guarini.  Right.  You  wouldn't  phase  out  the  option? 
Mr.  Jones.  No. 
Mr.  Re.  No. 

Mr.  Guarini.  We  are  moving  in  tandem.  Thank  you. 

Mr.  Jacobs.  The  subcommittee  is  grateful  to  the  entire  panel  for 
your  contribution.  I  might  say  I  am  particularly  grateful  for  your 
comments  concerning  the  retirement  test.  You  may  be  the  first 
ones  who  have  displayed  that  sagacity.  That  means  agreement 
basically.  We  thank  the  panel. 

Mr.  Beck.  We  appreciated  your  response  the  other  way  too,  for 
the  same  reason. 

Mr.  Jacobs.  Great  minds. 

Will  the  next  panel  please  come  forward,  consisting  of  Dr.  John 
Mallan,  Eduardo  Wolle,  and  Mrs.  Diane  Wayman. 

STATEMENT  OF  JOHN  P.  MALLAN,  VICE  PRESIDENT  FOR  GOV- 
ERNMENTAL RELATIONS,  AMERICAN  ASSOCIATION  OF  STATE 
COLLEGES  AND  UNIVERSITIES;  ALSO  REPRESENTING  AMERI- 
CAN COUNCIL  ON  EDUCATION;  NATIONAL  ASSOCIATION  OF 
STATE  UNIVERSITIES  AND  LAND-GRANT  COLLEGES;  AMERI- 
CAN ASSOCIATION  OF  COMMUNITY  AND  JUNIOR  COLLEGES; 
NATIONAL  ASSOCIATION  FOR  EQUAL  OPPORTUNITY  IN 
HIGHER  EDUCATION;  AND  STATE  UNIVERSITY  OF  NEW  YORK 

Mr.  Mallan.  Mr.  Chairman,  in  the  interest  of  time,  I  am  Dr. 
Mallan.  I  would  like  to  enter  my  testimony  on  the  record  and  make 
a  very  few  points,  concentrating  on  one  or  two  areas,  where  I  think 
the  administration  is  making  assumptions  or  appears  to  be  making 
assumptions  that  I  am  not  sure  stand  out. 

We  have  submitted  in  our  testimony,  I  know  Mr.  Wolle  at  least 
has  submitted  information  that  the  large  proportion  of  people  who 
benefit  from  this  program  are  from  low-income  families,  working- 
class  families,  blue  collar,  in  80  percent  of  the  cases  parents  are 
either  deceased  or  disabled.  Many  families  are  black.  There  is  a 
disproportionate  number  of  blacks,  probably  due  to  the  lower  life 
expectancy  of  both  black  men  and  black  women,  so  that  a  larger 
number  of  black  survivors  are  left,  for  whom  this  program  is  very 
important,  and  we  have  other  data  of  this  kind. 

We  have  also  developed  data  on  the  very  large  number  of  people 
in  each  State  who  benefit  from  the  program.  The  large  monthly 
benefits  paid  to  these  people,  we  have  been  able  to  carry  this  down 
to  the  county  level,  although  not  the  congressional  district  level. 
You  will  find  on  the  last  page  of  our  testimony  that  for  each  of  the 
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members  of  the  subcommittee,  and  some  members  of  the  full  com- 
mittee, we  have  the  number  of  beneficiaries  and  the  monthly  pay- 
ments for  the  month  of  June  1980. 

In  most  of  your  own  districts  there  are  thousands  of  benefici- 
aries. The  monthly  payments  run  into  the  hundreds  of  thousands 
or  in  some  cases  the  millions  of  dollars,  so  a  lot  of  people  and  a  lot 
of  money  are  involved,  and  the  question  in  part  for  the  committee 
is  whether  there  is  a  fallback  or  safety  net  or  an  alternative 
position. 

It  is  our  submission— and  this  is  something  I  have  not  developed 
in  detail  here,  but  would  be  glad  to  develop  elsewhere  or  to  work 
with  your  staff  if  you  wish — that  the  benefits  available  under  the 
student  aid  programs,  even  if  they  were  funded  at  current  levels 
rather  than  the  greatly  reduced  levels  which  the  administration  is 
also  proposing  in  no  way  would  make  up  for  the  tremendous  loss  in 
benefits  paid  to  these  students  under  this  program. 

One  of  the  simplest  and  I  think  the  most  striking  statistics  which 
was  mentioned  by  Mr.  Stockman  this  morning  is  the  following.  It  is 
their  assumption  that  by  eliminating  this  program  in  fiscal  1982, 
they  will  save  $1  billion.  In  testimony  2  days  ago,  Secretary  Bell 
told  the  Simon  subcommittee  that  the  additional  cost  to  the  Pell 
grant  program  of  eliminating  social  security  benefits  for  1982 
would  be  $56  million. 

In  other  words,  $1  billion  in  benefits  would  be  lost;  $56  billion  in 
benefits  would  be  picked  up,  by  their  own  estimate,  by  the  Pell 
grant  program.  The  reason,  very  simply,  is  that  the  formulas  and 
criteria  for  the  Pell  grant  program  are  very,  very  different,  and  in 
no  case  are  Pell  grant  benefits  anywhere  nearly  as  generous  as  the 
benefits  in  this  program. 

It  is  also  true  that  the  changes  proposed  in  the  Pell  grant  pro- 
gram will  eliminate  literally  hundreds  of  thousands  of  students 
who  receive  Pell  grants  now.  Almost  everyone  with  family  incomes 
over  $19,000  would  be  eliminated.  There  will  be  an  enormous  re- 
duction in  the  benefits  for  most  students  between  $8,000  and 
$15,000,  and  only  below  $8,000,  under  their  proposal,  will  students 
receive  as  much  money  as  they  would  without  these  reductions. 

In  the  case  of  guaranteed  student  loans,  student  aid  experts, 
bankers  and  State  loan  agencies  simply  assume  an  enormous  re- 
duction of  possibly  1  to  2  million  students  or  more  who  will  not  be 
able  to  receive  guaranteed  student  loans  at  all,  the  possibility  that 
guaranteed  student  loan  programs  will  collapse  in  many  States, 
and  an  enormous  increase  in  the  debt  for  those  students  who  are 
able  to  receive  GSL's  at  all.  All  of  this  could  be  spelled  out  more 
fully,  but  to  save  time  here  I  will  not. 

I  will  simply  say  that  everybody  I  know  in  higher  education,  in 
the  student  aid  field,  the  State  agencies  involved,  question  deeply 
the  assumptions  that  either  the  Pell  grants  and  GSL  programs  are 
going  to  work  very  well  or  that  this  particular  program,  if  done 
away  with,  can  be  adequately  substituted  for  by  the  Pell  grant 
program. 

We  could  make  some  suggestions.  We  are  working  actively  with 
the  House  and  Senate  Education  Committees  now  on  possible  com- 
promises in  those  programs  which  would  save  some  money  without, 
we  feel,  really  destroying  the  programs.  Conceivably,  compromises 
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could  be  worked  out  in  the  social  security  program  which  would 
also  save  some  money. 

There  is  one  further  consideration  which  I  was  only  able  to 
check  yesterday.  Twenty-five  percent  of  the  students  in  the  social 
security  student  program  are  high  school  students,  not  college 
students.  This  is  something  that  is  not  generally  known,  although 
it  is  not  a  secret  by  any  means. 

For  a  while  it  was  not  plain  whether  the  administration  intended 
to  wipe  out  the  benefit  if  the  student  was  still  in  high  school. 
Yesterday  their  legislative  office  told  me  they  will  continue  this  for 
high  school  students,  by  adjusting  family  benefits  upward,  so  that 
high  school  students  will  be  adequately  taken  care  of.  The  lady 
involved  could  not  give  me  numbers. 

There  are  no  estimates,  but  what  it  would  mean  is  that  a  fairly 
substantial  part  of  the  proposed  savings  in  this  program  would 
have  to  be  offset  by  substantial  increases  in  family  benefits  for 
many  families  receiving  SSA  benefits  who  have  kids  still  in  high 
school. 

What  I  am  saying  is  that  I  think  there  are  real  problems  in  the 
numbers.  There  are  real  problems  in  how  this  program  matches 
with  the  Pell  grant,  GSL  and  other  student  aid  programs,  and  I 
feel  the  administration  has  not  yet  supplied  answers,  or,  where 
they  have  supplied  answers,  I  don't  think  the  answers  are  to  their 
advantage.  I  would  like  to  stop  on  that  note. 

[The  prepared  statement  follows:] 

Statement  of  Dr.  John  P.  Mallan,  Vice  President  for  Governmental 
Relations,  American  Association  of  State  Colleges  and  Universities 

The  American  Association  of  State  Colleges  and  Universities  (AASCU),  an  associ- 
ation of  341  state  colleges  enrolling  about  2,400,000  students,  is  very  concerned 
about  the  Administration  proposal  to  phase  out  the  Social  Security  student  benefici- 
ary program,  beginning  in  the  fiscal  year  1981.  In  other  words,  beginning  in  the 
academic  year  1981-1982,  no  further  students  would  receive  benefits  under  this 
program.  In  three  more  years,  the  program  would  come  completely  to  an  end. 

The  administration  has  taken  the  position  that  this  program  is  "inappropriate," 
and  that  low-  and  middle-income  students  who  no  longer  received  this  aid  would  be 
eligible  for  federal  student  aid  assistance  "tailored  to  their  educational  costs  and 
needs." 

It  is  our  position  that  the  latter  statement  is  incorrect — that  the  Social  Security 
Student  program  provides  far  more  aid  to  needy  low-  and  middle-income  students 
than  they  would  receive  under  the  other  federal  student  aid  programs,  even  if  these 
programs  were  adequately  funded.  Since  there  are  also  major  administration  pro- 
posals to  phase  down  and  possibly  eliminate  several  other  student  aid  programs, 
there  is  even  less  reason  to  believe  that  students'  needs  could  be  met  in  this  fashion. 

We  believe  that  we  can  be  most  helpful  to  this  subcommittee  if  we  try  to  deal 
with  the  following  six  issues: 

1.  Who  benefits  from  this  program — what  kinds  of  students,  by  family  income, 
type  of  institution  attended,  and  race? 

2.  Who  benefits  geographically? 

3.  Can  other  aid  substitute  for  this  program? 

4.  This  program  is  an  earned  benefit. 

5.  Possible  reductions  in  this  program,  if  absolutely  necessary  for  budgetary 
reasons. 

6.  The  need  for  better  data  on  the  program  and  the  effect  of  reducing  or  eliminat- 
ing it. 

1.  WHO  BENEFITS  FROM  THE  PROGRAM 

Data  attached  below  shows  that  in  the  month  of  June,  1980  (the  latest  available 
month)  a  total  of  760,000  students  aged  18  to  21  received  a  total  of  about 
$169,803,000  under  this  program.  Earlier  surveys  showed  that  about  25  percent  of 
these  students  are  high  school  students.  So  far,  administration  recommendaions  do 
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not  make  it  plain  whether  they  wish  to  end  payments  for  high  school  students  aged 
18,  too.  They  of  course  are  not  eligible  for  other  federal  aid  and  in  many  cases  are 
not  in  a  position  to  provide  help  to  their  families. 

About  6  percent  of  these  students  attend  technical  or  vocational  schools,  about  13 
percent  two-year  colleges,  and  about  55  percent  four-year  colleges  and  universities. 
About  29  percent  of  those  in  college  attend  private  colleges,  a  figure  which  is  higher 
than  that  for  all  college  students. 

On  study  made  by  the  Social  Security  Administration  indicated  that  these  stu- 
dent, like  most  of  those  who  have  attended  college  on  the  G.I.  Bill,  are  especially 
highly  motivated,  more  likely  than  other  students  to  complete  their  programs,  and 
usually  work  as  well  as  carrying  loans  to  pay  their  way.  Their  difficult  family 
circumstances  probably  account  for  their  special  drive  to  get  an  education,  in  the 
same  way  that  many  veterans  have  been  especially  highly  motivated  to  go  to  college 
because  of  their  experience. 

About  80  percent  of  these  students  have  one  or  both  parents  deceased  or  disabled. — 
This  is  an  important  statistic  in  itself.  It  shows  that  most  students  come  from 
families  not  only  in  need  but  faced  with  substantial  personal  problems  in  raising 
and  educating  children.  In  many  cases  the  mother  is  the  head  of  the  household,  and, 
as  we  know,  such  households  have  considerably  lower  incomes,  on  the  average,  than 
those  households  headed  by  men.  The  remaining  20  percent  are  the  children  of 
retired  workers. 

A  recent  survey  by  GAO  found  that  about  71  percent  of  these  families  had  incomes 
under  $15,000  per  year. — Twenty-nine  percent  had  incomes  under  $6,000  and  53 
percent  had  incomes  under  $8,000.  Eighty-four  percent  had  incomes  under  $20,000. 
Thus,  by  any  standard,  the  great  majority  are  needy,  and  in  many  cases  very  needy. 
It  is  almost  a  miracle  that  so  many  children  are  able  to  attend  college  at  all  under 
these  circumstances. 

A  disproportionate  number  of  these  families  are  black,  particularly  among  those 
with  disabled  workers.  A  1976  study  found  that  about  20  percent  of  these  students 
were  black,  compared  to  about  11  percent  of  blacks  in  the  general  population  or  the 
college  population.  The  program  is  clearly  of  great  help  to  minority  students  from 
low-income  families.  It  is  also  a  tragic  fact  that  both  black  men  and  black  women 
die  at  a  considerably  earlier  age  than  those  for  their  white  counterparts,  because  of 
a  less  adequate  medical  care  and  other  factors,  which  may  help  account  for  the 
large  percentage  of  black  students. 1  Data  for  Hispanic  students  is  not  available,  but 
we  suspect  that  they  are  disproportionately  represented,  too. 

Many  students  are  from  blue  collar  or  working-class  families. — One  study  showed 
that  about  48  percent  of  these  students  came  from  blue  collar  families  (craft, 
foremen,  operators,  and  laborers)  compared  to  20  percent  of  the  general  college 
student  population.  Many  also  came  from  lower-education  families — 35  percent  from 
families  in  which  the  father  had  not  completed  high  school,  as  compared  to  20 
percent  of  the  general  population.  Again,  the  Social  Security  program,  like  the 
three  G.I.  Bills  since  World  War  II,  has  been  an  important  means  of  educational 
and  economic  mobility  for  a  generally  disadvantaged  population. 

2.  WHO  BENEFITS  GEOGRAPHICALLY 

Attached  to  this  testimony  is  an  analysis  of  beneficiaries  by  state  for  the  month  of 
June,  1980,  the  latest  month  available.  Data  for  the  fiscal  year  1980  is  comparable. 
As  would  be  expected,  the  large  states  have  large  numbers  of  beneficiaries — New 
York  in  that  month  had  about  74,000  students  who  received  about  $17  million; 
California,  about  76,000,  receiving  about  $17  million;  Texas,  about  31,000,  receiving 
almost  $20  million. 

But  even  in  somewhat  smaller  states  there  are  many  beneficiaries.  In  Connecti- 
cut, for  example,  10,000  students  received  about  $2.4  million,  and  in  Missouri,  over 
13,000  received  about  $3  million. 

We  are  also  attempting  to  obtain  data  for  all  counties  represented  by  members  of 
the  Subcommittee  on  Social  Security,  and  selected  members  of  the  full  Ways  and 
Means  Committee.  Data  by  Congressional  district  is  not  available,  but  county  fig- 
ures give  an  approximate  idea  of  the  value  of  this  program  to  each  Congressional 
district. 

There  is  no  question  that  this  program  has  a  major  impact  in  terms  of  the 
numbers  served,  the  families  which  benefit,  and  the  amounts  of  aid,  in  every  state 
and  county  in  the  United  States.  It  has  been  an  almost  "invisible"  program  because 


1  According  to  the  1978  "Statistical  Abstracts,"  the  average  life  expectancy  of  black  males  is 
about  64,  compared  to  70  for  white  males.  The  figures  for  black  women  and  white  women  are  72 
and  77,  respectively. 
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benefits  flow  as  part  of  general  Social  Security  aid  and  because  colleges  in  many 
cases  are  not  aware  of  the  importance  of  this  program  to  their  students. 

3.  CAN  OTHER  FEDERAL  AID  SUBSTITUTE  FOR  THIS  PROGRAM 

The  answer,  very  simply,  is  that  it  cannot.  Benefits  under  this  program  are  based 
on  general  Social  Security  formulas  which  determine  the  aid  which  a  family  re- 
ceives. Benefits  under  the  Pell  Grant  (BEOG)  program  are  based  on  very  different 
criteria,  including  family,  cost  of  attendance,  size  of  family,  and  complicated  formu- 
las relating  to  such  factors  as  whether  a  student  lives  on  or  off  campus.  (Students 
living  off  campus  receive  considerably  less  aid;  an  effort  was  made  in  the  1980  law 
to  change  this  for  many  students,  but  the  administration  will  propose  continuing 
this  practice.)  Further,  Pell  Grant  aid  in  any  case  is  limited  to  not  more  than  half  of 
cost  (unless  maximum  grants  rise  far  beyond  what  is  anticipated  for  the  next  few 
years),  so  that  low-income  students  in  any  case  get  far  less  Pell  Grant  aid  than  they 
need  to  attend  any  college. 

Even  if  the  Pell  Grant  program  were  fully  funded  under  the  law  as  amended  in 
1980,  its  benefits  would  be  far  less  than  students  receive  under  Social  Security.  But 
what  is  more  significant  is  that  the  administration  is  also  proposing  major  reduc- 
tions in  Pell  Grants  for  most  students.  It  is  estimated,  if  their  proposals  are  accept- 
ed, hundreds  of  thousands  with  family  incomes  over  $19,000  would  receive  no  Pell 
Grants.  Large  numbers  with  incomes  of  $8,000  to  $15,000  at  public  colleges  would 
receive  much  smaller  grants — perhaps  $400  or  $500  less  per  year.2 

Proposed  changes  in  the  Guaranteed  Student  Loan  program  might  make  it  impos- 
sible for  many  students  to  borrow  at  all,  according  to  student  aid  experts.  And  the 
other,  much  smaller  aid  programs  may  be  cut  back  or  at  least  not  increased.  All  of 
this  is  happening  at  a  time  when  college  costs  at  both  public  and  private  institu- 
tions are  rising  fast,  and  there  is  no  way  the  states  and  colleges  can  take  up  the 
losses  if  federal  student  aid  is  reduced. 

Here  are  a  few  examples  which  show  that  other  student  aid  could  not  make  up 
the  elimination  of  the  Social  Security  program.  They  are  taken  from  1979  testimony 
by  the  American  Council  on  Education  and  other  associations  (including  AASCU) 
before  this  subcommittee.  While  some  of  the  numbers  would  have  to  be  adjusted  to 
allow  for  changes  in  the  programs,  the  general  picture  is  the  same. 

These  examples  assume  full  funding  of  Pell  Grants  to  meet  need.  At  reduced 
levels,  as  proposed  for  fiscal  year  1981  and  fiscal  year  1982,  students  would  often 
receive  much  smaller  Pell  awards. 

For  example:  a  working  widow  with  one  child  in  college  and  one  at  home  earns 
$6,000  a  year.  Social  security  educational  benefits  are  designed  to  supplement  this 
income  to  $8,300  to  help  meet  family  expenses  while  the  student  is  in  college.  The 
student  in  this  situation  might  also  be  eligible  for  an  $1,700  Pell  Grant.  If  the  social 
security  benefit  were  removed  from  this  family,  income  would  be  reduced  by  $2,300 
but  the  Student's  Pell  Grant  would  only  be  increased  by  $100 — leaving  a  dificit  of 
$2,200. 

A  second  example:  the  combined  income  of  a  working  wife  and  husband  who  has 
retired  is  $12,000.  Their  son  is  ready  for  college  and  qualifies  for  $2,300  from  social 
security  and  a  $1,000  Pell  Grant.  Without  the  social  security  benefits,  his  Pell  Grant 
would  increase  only  $250,  leaving  him  a  net  loss  of  $2,050. 

Finally,  a  working  wife  is  supporting  her  disabled  husband  and  two  children  on 
$18,000  per  year.  A  daughter  enrolled  in  college  qualifies  for  a  $800  Pell  Grant  in 
addition  to  her  social  security  benefit  of  $2,300.  If  she  were  not  entitled  to  social 
security  benefits,  her  Pell  Grant  would  increase  to  $1,020,  leaving  a  net  loss  of 
$2,080. 

In  summary,  it  is  not  true  that  families  affected  by  the  loss  of  social  security 
educational  benefits  would  have  their  needs  met  by  existing  student  aid  programs. 
On  the  contrary:  they  would  have  their  resources  greatly  depleted — critically  deplet- 
ed, in  the  case  of  most  beneficiary  families'  ability  to  meet  the  costs  of  postsecond- 
ary  education. 

The  effect  of  these  Social  Security  reductions  would  also  create  a  much  greater 
demand  for  Pell  Grants  as  well  as  other  student  aid.  If  the  administration  simulta- 
neously reduces  Pell  aid  and  makes  it  impossible  for  many  students  to  receive  GSL 
loans,  these  students  will  be  effectively  cut  off  from  almost  all  aid.  There  have  also 
been  proposals  to  phase  out  the  National  Direct  Student  loan  program,  and  the 
future  of  other  federal  aid  programs  is  unclear. 


2  The  administration  estimates  that  $1.0  billion  will  be  saved  in  fiscal  year  1982  by  ending  the 
SSA  student  program,  but  that  only  $56  million  will  be  added  to  the  costs  of  the  Pell  Grant 
program.  Obviously,  SSA  students  will  lose  about  $1  billion  in  aid  which  will  not  be  replaced. 
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It  must  also  be  emphasized  that  all  of  this  is  happening  very  suddenly.  We  are 
talking  about  aid  to  students  now  in  high  school,  planning  to  attend  college  in  the 
fall,  and  trying  now  to  make  final  plans  based  on  how  much  student  aid  they  may 
receive.  If  Social  Security  aid  is  suddenly  eliminated  this  spring,  and  other  pro- 
grams cut,  there  will  be  great  uncertainty.  Neither  students,  parents,  high  school 
counsellors,  or  college  aid  offices  may  be  able  to  tell  students  until  late  summer  or 
fall  how  much  aid  they  can  hope  to  receive  from  what  programs. 

It  could  be  argued  that  if  some  reduction  is  justified  in  this  program  it  should  be 
phased  in  over  time,  so  that  at  least  other  federal  programs  might  be  adjusted,  and 
students  and  colleges  would  have  some  lead  time  to  see  what  other  resources  might 
be  found.  The  current  timetable  would  not  allow  for  such  planning — nor  for  state 
governments  to  consider  what  actions  they  might  take  to  help  meet  the  situation  in 
the  fall. 

If  Congress  has  not  yet  received  many  letters  about  this  issue,  it  is  probably 
because  this  program  is  not  well  understood,  even  by  those  who  benefit  from  it,  and 
because  it  has  received  less  attention  from  the  media  and  even  the  college  communi- 
ty than  many  others  which  have  been  the  subject  of  public  discussion.  Within  the 
next  few  months,  however,  the  volume  of  criticism  will  certainly  rise. 

4.  SOCIAL  SECURITY  IS  AN  EARNED  BENEFIT 

As  this  subcommittee  knows,  this  is  an  earned  benefit — a  form  of  insurance — like 
other  Social  Security  benefits.  All  workers  covered  and  taxed  by  Social  Security  are 
provided  for,  to  the  extent  that  in  the  case  of  death,  disability  or  retirement  their 
children  will  have  some  opportunity  to  complete  high  school  and  attend  college. 

5.  POSSIBLE  REDUCTIONS  IN  THE  PROGRAM 

A  principal  criticism  of  this  program  is  that,  unlike  the  Pell  Grant  aid,  it  is  not 
completely  needs-based.  However,  a  program  in  which  84  percent  of  the  beneficia- 
ries come  from  family  incomes  under  $20,000,  and  71  percent  from  families  under 
$15,000,  is  very  close  to  being  needs-based,  even  if  it  were  not  an  insurance  program 
based  on  family  contributions. 

If,  however,  some  sort  of  compromise  is  absolutely  necessary  for  budgetary  rea- 
sons, student  aid  specialists  could  assist  the  subcommittee  in  developing  ways  to 
prevent  unnecessary  duplication  between  the  program  and  other  student  aid,  or  to 
base  aid  more  directly  on  need. 

AASCU  and  other  groups  are  already  working  with  student  aid  experts  on  possi- 
ble reductions  which  might  be  made  in  the  Pell  Grant  and  Guaranteed  Student 
Loan  program,  if  absolutely  necessary.  Some  reductions  might  be  worked  out  which 
would  result  in  savings  without  simply  destroying  these  programs. 

Here  are  two  possible  ways  to  reduce  the  costs  of  the  Social  Security  aid  program: 

(a)  Count  all  Social  Security  student  aid  as  student  aid  rather  than  family  income, 
in  awarding  Pell  Grants. — Under  present  law,  it  is  counted  as  family  income,  which 
means  in  effect  that  for  families  with  incomes  below  $25,000  only  14  percent  of  SSA 
benefits  are  counted  against  Pell  Grant  awards.  If  it  were  counted  as  student  aid, 
each  dollar  of  Social  Security  aid  would  mean  one  less  dollar  for  Pell  Grants — so 
that  there  would  be  no  duplication  or  overlap  between  the  two  programs. 

(b)  It  might  also  be  possible,  although  difficult,  to  apply  some  form  of  needs  test  for 
Social  Security  student  aid. — Social  Security  as  a  whole  has  never  been  needs-based, 
on  the  grounds  that  it  is  an  earned  benefit  and  that  the  great  majority  of  those 
receiving  it  are  needy  in  any  case.  However,  a  needs  test  could  be  devised,  perhaps 
based  on  family  income,  size  of  family,  and  number  of  students  in  postsecondary 
education  at  any  one  time.  This  would  enable  the  federal  government  to  reduce  or 
even  eliminate  the  awards  for  the  relatively  small  percentage  of  families  not  consid- 
ered needy.  It  would,  however,  add  to  paperwork  and  administrative  costs,  which  . 
would  offset  part  of  the  savings. 

If  the  subcommittee  wishes  to  explore  those  or  other  approaches,  we  would  be 
glad  to  arrange  for  student  aid  specialists,  familiar  with  these  programs  and  with 
needs  analysis  systems,  to  sit  down  with  your  staff. 

6.  THE  NEED  FOR  BETTER  DATA 

As  we  have  said,  there  is  a  need  for  better  data  about  this  program,  before 
Congress  or  the  administration  considers  doing  away  with  it.  At  present,  many 
colleges  do  not  have  records  on  which  students  receive  this  aid,  nor  how  much  they 
receive.  Such  records  are  kept  by  the  Social  Security  Administration,  which  simply 
asks  the  college  to  certify  that  the  students  are  attending  college  full-time.  Checks 
go  directly  to  the  student  or  the  family. 
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We  believe  that  Social  Security  should  make  such  information  available  to  the 
colleges,  and  should  also  publish  annual  reports  to  the  Congress  on  the  number  of 
beneficiaries,  the  amounts  they  receive,  their  average  family  income,  and  other 
relevant  statistics.  In  this  way,  Congress  and  the  public  could  determine  much  more 
readily  how  valuable  the  program  is  and  what  the  effect  would  be  of  ending  it. 

In  conclusion,  we  appreciate  this  opportunity  to  testify  on  this  very  important 
program  which  benefits  a  great  many  needy  students. 
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Appendix  I 


Students  receiving  Social  Security  aid  by  state,  June  1980 


State 

S  t udsnt  rsc ip i. snt s 

Amount  Rscsivsd 

Total  U.S. 

760,199 

$169,803,000 

Alabama 

15  ,517 

3 , 188 ,000 

Alaska 

613 

138 ,000 

7  ,378 

1 , 708 ,000 

Arkansas 

7^046 

1 ^377 '000 

California 

76,720 

17,600,000 

Co  Lorcido 

7,451 

1 ,770,000 

Co  rinse  ti  cut 

10 , 134 

2,475,000 

Fl^  1  aw  a  t"  ca 
uciawai c 

2  058 

483  000 

District  of  Columbia 

2^799 

536,000 

Florida 

30,471 

6,881,000 

19  725 

4  ,077 ,000 

2  954 

634  000 

Idaho 

2,229 

535  ,000 

Illinois 

35^864 

8,501,000 

Indiana 

14,077 

3,475,000 

Iowa 

7,721 

1 ,813,000 

5 , 155 

1 , 246 ,000 

'"Cst.  c  uclcv 

9 , 502 

2,11 1 ,000 

Louisiana 

12, 110 

2^458,000 

Maine 

3,775 

788,000 

i—v  1  a  n  H 
.  -d  l  v  iauu 

13 ,052 

2 ,987 ,000 

Massachusetts 

20  589 

4,627 ,000 

Michigan 

34  459 

8  353,000 

Minnesota 

14  ,640 

3,350,000 

Mississippi 

10,304 

1,819,000 

Missouri 

13,709 

3,147,000 

Montana 

3,039 

717,000 

Nebraska 

4,212 

966,000 

Nevada 

1,446 

354,000 

New  Hampshire 

2,426 

570,000 

New  Jersey 

27,936 

6,621,000 

New  Mexico 

3,697 

751,000 

New  York 

74,687 

17,071,000 

North  Carolina 

22,803 

4,720,000 

North  Dakota 

2,239 

483,000 

12 
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Appendix  I 
page  two 


Stata 

S  c  u.d.  sn  c  x"£  c  i.  o  isn  c  s 

Amount  RscsivBd. 

Ohio 

36,013 

58,537,000 

Oklahoma 

6,157 

1,401,000 

Ots  §on 

7  882 

i  Qi.A  nnn 

1,-7  J4*  ,  uuu 

Ponnevl  uani  a 

38  317 

9  DAD  ODD 

y  ,  U  *+  U  ,  U  U  U 

iULUUC  i.3iallU 

3  431 

770  000 

12  523 

2  479  000 

South  Dakota 

2^082 

447,000 

Tennessee 

14,130 

3,053,000 

3 1  04 1 

O  ,  O  —  -4  ,  UUU 

Utah 

2  862 

fiQ?  nnn 

Vermont 

1,558 

349,000 

Virginia 

18,824 

4,028,000 

Washington 

13  ,665 

3  322,000 

West  Virginia 

6^726 

1,460,000 

Wisconsin 

15,344 

3,631,000 

Wyoming 

812 

'201,000 

American  Samoa 

112 

10,000 

Guam 

112 

17,000 

Puerto  Rico 

18,213 

2,071,000 

Virgin  Islands  ' 

260 

42,000 

Abroad 

7,498 

1, 165,000 

Source:     Social  Security  Administration 
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Appendix  II 

Students  receiving  Social  Security  aid  by  selected  counties,  June,  1980 

The  SSA  student  beneficiary  program  does  not  include  data  by  Congressional 
districts,  but  does  have  data  for  counties.     The  following  table  was 
constructed  by  taking  county  data  for  selected  Congressional  districts 
represented  on  the  Subcommittee  on  Social  Security  and  the  full  Ways  and 
Means  Committee.    Data  is  reported  for  full  counties,  even  in  cases  where 
the  county  is  divided  among  two  or  more  districts. 

Estimates  are  SSA  approximations  for  June,   1980.     There  are  now  more 
beneficiaries  and  higher  benefits  levels  in  all  of  these  counties. 


Congressman  Student  recipients  Amount  received  monthly 

Rostenkowki  (IL)  20,664  $4,800,000 
(Cook  County) 

Gibbons  (FL)  1,943  450,000 

Rangel  (NY)  28,260  5,500,000 
(N.  Y.  City) 

Conable  (NY)                 ,  3,433  716,000 

Duncan  (TN)  1,749  400,000 

Pickle  (TX)  2,511  525,000 

Jacobs  (IN)  2,372  575,000 

Cotter  (CT)  2,894  700,000 

Gephardt  (MO)  6,266  1,500,000 

Guarini  (NJ)  2,206  480,000 

Shannon  (MA)  7,402  1,700,000 

Archer  (TX)  5,597  1,300,000 

Gradison  (OH)  3,606  825,000 

Rousellot  (CA)  21,945  5,000,000 
(Los  Angeles  Cty) 

Crane,  P.   (IL)  21,827  7,500,000 
(Cook,  Lake  Ctys) 


Source:     Social  Security  Administration 
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Mr.  Jacobs.  Ms.  Wayman,  would  you  proceed. 

STATEMENT  OF  DIANE  D.  WAYMAN,  WASHINGTON,  D.C. 

Mrs.  Wayman.  Mr.  Chairman  and  members  of  the  committee, 
thank  you  for  giving  me  the  opportunity  to  testify  on  the  adminis- 
tration s  proposal  to  phase  out,  over  a  4-year  period,  social  security 
survivors  benefits  to  full-time  students  aged  18  through  21. 

My  husband,  Stan  Wayman,  was  a  photographer  for  Life  maga- 
zine for  15  years  and  he  died  suddenly  in  1973.  We  have  three 
children  who  were  8,  5,  and  1  at  the  time  of  his  death. 

Since  he  had  contributed  to  social  security  for  his  entire  20-year 
career,  soon  after  his  death  we  began  to  receive  our  entitlement  as 
survivors.  We  also  received  a  pamphlet  from  the  Social  Security 
Administration  titled,  "Your  Social  Security  Rights  and  Responsi- 
bilities,' '  which  explained  our  responsibilities  as  well  as  the  respon- 
sibilities of  the  Social  Security  Administration  to  us.  The  full-time 
student  benefits  for  those  18  through  21  were  clearly  spelled  out  in 
this  booklet. 

We  paid  into  social  security  in  good  faith  and  with  an  under- 
standing of  what  the  benefits  would  be  in  the  event  of  death  or 
disability.  My  husband  had  no  choice  in  his  job  as  to  whether  or 
not  to  pay  into  social  security  and  we  never  thought  to  question 
the  integrity  of  our  Government  in  fulfilling  its  contract. 

I  remain  financially  responsible  for  raising  and  educating  my 
children.  In  the  8  years  since  my  husband's  death,  I  have  based  my 
financial  planning  on  Government  assurances  of  my  children's  en- 
titlement as  survivors  through  the  age  of  21  if  they  were  full-time 
students.  The  option  was  there  for  my  children  to  continue  their 
education. 

Few  responsible  parents,  if  any,  these  days  assume  a  child  is 
raised  and  educated  and  send  them  off  on  their  own  at  18.  The 
social  security  student  benefit  serves  as  a  partial  replacement  of 
parental  support. 

In  a  report  by  Philip  Springer  of  the  Office  of  Research  and 
Statistics  of  the  Social  Security  Administration,  he  states: 

Certain  activities  are  accepted  as  precluding  self-support  and  as  constituting  a 
dependency  situation.  The  most  frequent  of  these  is  the  widowed  mother  caring  for 
a  minor  child;  *  *  *  Similarly  full-time  school  attendance  by  children  aged  18-21  is 
assumed  to  be  a  dependency  situation:  Studies  extend  the  child's  dependence  on 
family  resources  for  sustenance  and  preclude  self-support.  The  benefit  is  thus  ex- 
tended to  children,  not  as  an  educational  benefit  or  a  grant  or  a  scholarship  but  as 
an  extension  of  the  dependency  relationship  assumed  by  the  program  to  exist  for  a 
minor  child  up  to  age  18. 1 

In  another  report  done  by  Robert  Hastings  on  student  beneficia- 
ries he  states: 

Benefits  are  available  under  the  Social  Security  Act  to  students  for  the  four  years 
following  their  eighteenth  birthday  because  of  their  continued  dependence,  not 
because  the  social  security  program  guarantees  four  years  of  post-secondary 
education  *  *  *  and  the  receipt  of  benefits  by  eligible  children  aged  18-21  must 
continually  meet  various  requirements  of  enrollment  and  dependence.2 

In  proposing  to  phase  out  these  student  benefits,  the  children 
who  will  suffer  are  those  who  are  not  yet  18  but  whose  parent  has 


^.S.  Department  of  Health,  Education  and  Welfare,  Social  Security  Administration,  "Char- 
acteristics of  Student  OASDI  Beneficiaries,"  Report  No.  2,  1973. 

2  U.S.  Department  of  Health,  Education  and  Welfare,  Social  Security  Administration.  "Stu- 
dent OASDI  Beneficiaries:  Program  Utilization  &  Educational  Aspirations,"  September  1978. 
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already  died.  It  would  be  a  cruel  irony  to  change  the  rules  in  the 
middle  of  the  game,  thus  depriving  these  children  of  their  entitle- 
ment as  dependent  survivors. 

Social  security  is  a  contributory  social  insurance  program  with 
rights  growing  out  of  past  earnings  and  contributions. 

Our  children  should  not  have  to  be  the  victims  of  the  Govern- 
ment's changing  political  philosophies.  The  philosophical  question  I 
have  heard  raised  is  whether  the  Government  has  a  "compact" 
with  the  people  who  are  paying  into  social  security.  My  answer  is 
an  emphatic  "Yes." 

President  Reagan  said  in  his  inaugural  address:  "Whoever  would 
understand  in  his  heart  the  meaning  of  America  will  find  it  in  the 
life  of  Abraham  Lincoln."  I  certainly  agree  with  President  Reagan 
on  his  feeling  toward  our  16th  President  but  I  also  recall  it  was 
President  Lincoln  who  said:  "If  you  once  forfeit  the  confidence  of 
your  fellow  citizens,  you  can  never  regain  their  respect  and 
esteem." 

Our  Government  would  be  defaulting  in  its  stated  obligation  to 
my  children  and  thousands  like  them  in  eliminating  these  student 
benefits.  I  am  confident  that  you,  as  our  elected  Respresentatives, 
will  see  that  justice  is  done. 

Thank  you. 

Mr.  Jacobs.  Mr.  Wolle. 

STATEMENT  OF  EDUARDO  WOLLE,  LEGISLATIVE  DIRECTOR, 
U.S.  STUDENT  ASSOCIATION 

Mr.  Wolle.  Thank  you,  Mr.  Chairman. 

I  would  like  to  thank  you  on  behalf  of  the  3.5  million  college 
students  that  USSA  represents  and  the  800,000  students  who  are 
recipients  of  social  security  benefits,  for  the  opportunity  to  testify 
before  you. 

We  are  appalled  that  this  administration  has  claimed  that  it 
pretends  to  protect  the  needy  and  the  poor,  yet  propose  to  destroy  a 
program  which  is  designed  to  help  disadvantaged  families.  The 
Ford,  Carter  and  now  the  Reagan  administration  have  called  for 
the  elimination  of  the  social  security  benefits.  We  believe  that  the 
proposed  elimination  of  these  benefits  to  dependent  students  age  18 
to  22  attending  colleges  and  universities  is  unnecessary  and  unreal- 
istic given  the  present  state  of  financial  aid  appropriation. 

I  would  like  to  focus  in  on  the  problems  that  are  happening  now 
with  the  financial  aid  and  how  this  will  impact  on  social  security 
benefits  also. 

The  Reagan  administration  is  attempting  to  tighten  the  require- 
ments for  those  who  may  be  eligible  for  basic  grants  and  guaran- 
teed student  loans.  In  fact,  the  President  asked  for  a  1,750  maxi- 
mum Pell  grant  award  in  fiscal  1981,  the  present  maximum  level. 
How  can  this  cover  an  influx  of  new  students,  approximately 
250,000,  who  will  be  eligible  for  Pell  grants  above  those  who  are 
already  expected  in  the  program? 

So  on  the  one  hand  the  administration  is  saying  these  people 
should  get  money  from  student  aid,  and  on  the  other  hand  they  are 
not  providing  money  for  that. 

To  us,  it  seems  like  they  are  playing  games,  and  they  are  playing 
games  with  the  lives  of  800,000  college  and  university  students. 
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The  Pell  grant  is  in  danger  of  slipping  to  a  level  far  below  the 
1972  authorized  maximum  of  1,400  at  the  program's  inception.  If 
Congress  fails  to  pass  a  supplemental  appropriation  bill  in  mid- 
April,  financial  aid  officers  would  have  to  start  packaging  aid  for 
student  applicants  without  knowing  the  congressional  intentions. 
This,  for  the  applicant,  would  be  a  disaster,  because  applicants 
have  to  make  their  decisions  based  on  their  packaging  of  financial 
aid,  whether  they  are  going  to  go  to  college  or  not. 

This  second  point  could  mean  disaster  for  colleges  and  students, 
should  aid  be  curtailed  due  to  congressional  inaction.  There  is  a 
strong  possibility  of  a  drop  in  the  university's  retention  of  students 
who  are  faced  with  limited  parental  contribution  and  fixed  institu- 
tional costs.  By  limiting  the  financial  aid  support,  a  gap  is  created 
which  cannot  be  filled  through  student  ability  to  pay. 

Another  thing  that  the  President  has  recommended  is  to  have 
the  students  be  paying  &  $750  self-help.  Now,  with  the  proposals 
that  you  have  before  you  on  the  elimination  of  the  social  security 
benefits  and  what  is  happening  with  the  other  programs,  we  find  it 
almost  virtually  impossible  that  students  are  going  to  be  able  to 
come  up  with  $750  self-help. 

Increasing  the  possibility  of  financial  calamity  also  for  students 
and  colleges  alike  is  the  fact  that  other  aid  programs  are  in  jeop- 
ardy. A  supplemental  appropriation  is  imperative  in  meeting  the 
needs  of  those  students  receiving  national  direct  student  loans. 
NDSL  is  crucial  to  more  than  860,000  students  receiving  aid.  Un- 
derfunding  this  program  by  $100  million  would  result  in  135,000 
students,  many  of  whom  are  from  minority  and  low-income  groups 
and  many  of  those  receive  social  security  benefits,  being  deprived 
of  the  needed  moneys  and  possibly  an  education. 

Adding  to  the  bedlam  is  proposed  legislative  changes  for  the 
guaranteed  student  loan  programs  which  were  proposed  in  the 
January  15  budget  of  President  Carter  and  also  proposed  by  Presi- 
dent Reagan.  Curtailment  of  the  needed  social  security  benefits 
and  the  proposed  increases  in  the  interest  rates  for  the  parent  loan 
programs  all  add  up  to  students  not  being  able  to  attend  college. 

In  March  1980,  in  the  publication  titled  "The  Federal  Student 
Assistance  Issues  and  Options  Report,"  which  the  Congressional 
Budget  Office  put  out,  it  discussed  several  of  the  plights  that  stu- 
dents and  the  administration  have. 

"At  many  types  of  institutions,  tuition  and  fees  taken  alone  have 
increased  more  rapidly  than  either  the  Consumer  Price  Index  or 
family  income." 

Another  quote:  "Many  lower  income  families,  however,  continue 
to  provide  much  more  than  could  reasonably  be  expected  to  send 
their  children  to  college." 

The  suggestions  that  financial  barriers  to  college  attendance  may 
still  exist  for  youth  from  lower  income  families  that  are  unable  to 
sacrifice  as  much  to  send  their  children  to  college.  The  ability  of 
any  family  to  pay  for  a  quality  education  is  being  seriously  limited, 
and  yet  Congress  insists  on  curtailing  crucial  aid  programs  and 
tuition,  tax  incentives,  which  will  only  bring  education  to  its  knees 
by  putting  the  financial  burden  on  the  student  and  his  family. 

Social  security  benefits,  for  example,  are  used  by  many  students 
to  supplement  their  family's  meager  savings  or  earnings  as  well  as 


790 


provide  for  some  relief  for  the  college  costs.  Eliminating  these 
benefits  for  students  is  unjust,  and  an  inhumane  act  directed  at 
those  families  who  might  otherwise  not  be  able  to  meet  college 
costs. 

When  the  parents'  available  income  is  below  $5,370,  only  a  por- 
tion or  even  none  of  the  student's  benefits  for  the  academic  year 
are  considered  directly  available  for  educational  expenses.  In  fact, 
attempting  to  eliminate  social  security  benefits  for  needy  students, 
when  curtailments  in  financial  aid  programs  are  being  proposed, 
seems  totally  unrealistic  and  shortsighted.  How  can  this  Govern- 
ment promise  what  amounts  to  a  transfer  of  money  from  one 
program  to  another,  yet  fails  to  make  the  adjustments  by  providing 
adequate  funding  to  the  student  in  the  programs  that  they  are 
transfering  the  money  to. 

We  have  presented  our  testimony  to  you,  and  in  there  we  have 
some  recommendations  which  the  National  Association  of  Student  a 
Financial  Aid  Offices  have  presented  to  the  Post-secondary  Educa- 
tion Subcommittee,  and  also  which  AASCU  has  presented  today, 
and  I  ask  you  to  read  over  these  when  you  have  time. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Eduardo  Wolle,  Legislative  Director,  U.S.  Student 

Association 

Mr.  Chairman  and  members  of  the  subcommittee,  I  would  like  to  thank  you,  on 
behalf  of  the  3.5  million  college  and  university  students  U.S.S.A.  represents  and  the 
more  than  800,000  college  and  university  students  across  the  United  States  who 
receive  Social  Security  benefits,  for  the  opportunity  to  testify  on  the  Administra-  1 
tion's  proposed  fiscal  year  1982-fiscal  year  1985  elimination  of  Student  Social  Secu- 
rity benefits. 

We  are  appalled  that  this  Administration  has  claimed  that  it  intends  to  protect 
the  needy  and  the  poor  yet  proposes  to  destroy  a  program  which  is  designed  to  help 
disadvantaged  families.  The  Ford,  Carter  and  now  the  Reagan  Administration  have 
called  for  the  elimination  of  Student  Social  Security  benefits.  USSA  believes  that 
the  proposed  elimination  of  these  benefits  to  dependent  students,  age  18-22,  attend- 
ing colleges  or  universities  is  unnecessary  and  unrealistic  given  the  present  state  of 
financial  aid  appropriations. 

The  Administration  contends  that  by  terminating  student  benefits  for  new  recipi- 
ents  and  reducing  existing  benefits  by  25  percent  over  the  next  4  years,  they  will  5 
save  $700  million  in  fiscal  year  1982  and  result  in  the  elimination  of  over  800,000 
recipients  from  the  program  by  fiscal  year  1985.  Their  budget  justifies  the  Social 
Security  cuts  for  these  young  students  by  arguing  that  funds  should  come  fromL 
education  monies.  However,  those  social  security  recipients  are  eligible  for  those , 
funds,  yet  there  have  been  no  increases  proposed  in  grants  and  loans  to  make  up  for 
the  loss  in  these  Social  Security  benefits.  The  Reagan  Administration  is  attempting > 
to  tighten  the  requirements  for  those  who  may  be  eligible  for  Basic  Grants  and^ 
Guaranteed  Loans.  In  fact,  the  President  asks  for  a  $1,750  maximum  Pell  Grant" 
award  for  fiscal  year  1981,  the  present  maximum  level.  How  can  this  cover  an 
influx  of  new  students  (approximately  250,000  who  will  be  eligible  for  Pell  Grants) 
above  those  who  are  already  expected  in  the  program?  So,  on  the  one  hand,  the- 
Administration  is  saying  these  people  should  get  money  from  student  aid,  and,  on; 
the  other  hand,  they  are  not  providing  money  for  that.  To  us,  it  seems  like  they  are 
playing  games  and  they  are  playing  games  with  the  lives  of  800,000  college  students. 

According  to  a  report 1  done  in  November  1976  that  characterized  these  beneficia- 
ries during  1972-1973,  they  are  most  likely  to  be  black,  come  from  blue-collar 
backgrounds,  from  families  with  low  incomes  and  are  more  likely  to  maintain 
similar  grades.  About  half  of  those  sampled  relied  on  their  benefits  to  continue  or 
complete  their  education.  A  third  stated,  in  the  1972-1973  report,  that  they  would 
not  be  in  school  full-time  at  all,  were  they  not  receiving  the  benefits. 


1  From  "Characteristics  of  OASDI  Beneficiaries  in  1973,  An  Overview,"  Social  Security  Bulle 
tin,  November  1976.  Pp.  3-14,  by  Philip  Songer. 
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While  little  detailed  analyses  have  been  conducted  on  student  beneficiaries,  infor- 
mation on  family  income  distribution  is  available.  According  to  one  CBO  report,  as 
of  December  1976,  68  percent  of  all  outlays  for  the  program  were  received  by 
students  from  families  with  incomes  below  $10,000.  Eighty-eight  percent  were  below 
$15,000  and  only  four  percent  had  more  than  $20,000  income.  The  new  GAO  report 
provides  information  from  the  Bureau  of  Census  for  1975  parental  income,  updated 
to  1977  dollars.  These  figures  show  71.4  percent  of  SSA  student  beneficiaries  had 
parental  income  below  $15,000. 

The  SSA  study,  from  1976,  found  the  median  family  income  of  student  receipients 
attending  college  in  1972  was  only  71  percent  of  the  median  income  of  all  families 
with  18  to  24  year  old  children  in  college.  It  is  clear  that  these  people  are  not 
wealthy  individuals  who  are  inequitably  benefiting  from  the  system.  They  are  poor 
families,  which  have  lost  the  services  of  the  wage  earner.  Social  Security  records 
also  show  a  higher  percentage  where  black  than  the  percentage  of  overall  college 
students. 

Elimination  of  this  important  program  will  thrust  these  families  deeper  into 
proverty.  The  Administration's  plan  strikes  us  as  insensitive,  and  illconceived,  espe- 
cially if  one  reviews  how  the  program  funds  affect  student  recipients.  The  1976  SSA 
study  shows  one-third  of  the  beneficiaries  would  not  be  in  school  full-time  at  all, 
were  they  not  receiving  benefits. 

The  Administration  misrepresents  the  SSA  student  benefit  as  a  student  assistance 
grant  type  program.  This  program  like  all  of  the  Social  Security  system,  is  an 
insurance  program.  It  is  intended  to  partially  compensate  for  income  lost  from  the 
death,  disability  or  retirement  of  a  worker,  in  this  case,  the  parent.  The  benefits  are 
not  considered  student  aid,  but  are  used  as  part  of  family  income.  Congress  specifi- 
cally recognized  this  fact  when  it  passed  the  1976  Education  Amendments.  One 
provision  of  this  act  amended  the  eligibility  formula  for  the  Basic  Educational 
Opportunity  Grant  Program  (BEOG)  to  include  student  SSA  benefits  as  family 
income,  rather  than  student  income,  in  determining  the  amount  of  student  BEOG. 

The  system  is  based  on  the  concept  of  self-help  with  workers  and  their  employer 
contributing  a  percentage  of  the  income  to  the  SSA  Trust  Fund.  The  benefits  are 
not  need-based,  but  are  related  to  the  previous  earnings  of  the  worker.  Children  of 
deceased  workers  receive  75  percent  of  the  primary  insurance  amount,  while  chil- 
dren with  disabled  or  retired  parents  are  entitled  to  50  percent  of  this  amount.  (The 
primary  insurance  amount  is  related  by  law  to  the  average  monthly  earnings  of  the 
worker.)  There  are  certain  limits,  however,  to  the  total  SSA  benefits  a  family  can 
receive.  Thus  43  percent  of  all  student  beneficiaries  have  their  checks  reduced 
because  of  the  family  maximum  rule. 

The  Social  Security  Administration  has  articulated,  very  clearly,  the  role  and 
purpose  of  the  student  program,  in  a  1976  issue  of  the  Social  Security  Bulletin. 

Unfortunately,  the  student  benefit  is  sometimes  misunderstood  to  be  a  form  of  aid 
rather  than  a  component  of  family  income.  Dispite  its  name  and  the  requirements 
for  school  attendance,  the  student  benefit  program  is  not  a  grant,  scholarship,  loan 
or  aid  program.  The  distinction  is  fundamental. 

If  one  accepts  the  social  insurance  principle  and  the  fact  that  the  SSA  student 
benefits  are  a  supplement  to  family  income,  then  arguments  that  they  duplicate 
student  assistance  programs,  like  Basic  Grants,  simply  fall  flat. 

Our  final  reason  for  opposing  any  elimination  of  this  program,  is  that  we  do  not 
believe  that  the  Social  Security  system  should  be  used  as  a  budget-balancing  device. 
Repealing  the  student  benefits  may  very  well  lead  to  attacks  on  the  entire  system. 
Once  the  precedent  is  set  for  eliminating  a  part  of  the  program,  who  can  say  that 
the  Administration  will  try  to  cut  next  year  to  help  "balance  the  budget?" 

We  concur  with  NASFAA  (National  Association  of  Student  Financial  Aid  Admin- 
istrators) and  AASCU  that  there  needs  to  be  up  to  date  data  on  this  program.  Also, 
we  believe  that  counting  all  social  security  benefits  to  students  as  student  aid  rather 
than  family  income,  in  awarding  Pell  Grants  should  be  explored.  However,  such  a 
move  could  affect  those  families  in  which  benefit  money  is  used  to  supplement 
family  resources.  We  are  not  sure  how  many  students  and  their  families  would  be 
affected  by  this  proposal. 

Elimination  of  these  students  from  this  program  will  destroy  monies  which  are  in 
many  cases  aiding  a  student  supplement  his/her  financial  aid  awards  and/or  his/ 
her  family  income.  Take  that  money  away  and  in  many  cases,  welfare  or  other 
assistance  programs  for  needy  families  will  need  further  appropriations  to  pick  up 
the  shortfall  in  the  family's  income. 
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Corvallis,  Oreg.,  February  27,  1981. 

Frank  Jackalone, 

Chairman,  U.S.  Student  Association, 

Washington,  D.C. 

Dear  Sir:  This  letter  is  to  request  your  assistance  in  protesting  the  proposed 
cutbacks  in  the  Federal  budget  pertaining  to  education. 

I  am  a  43  year-old  widow,  currently  attending  Oregon  State  University  full-time. 
I,  also,  am  the  mother  of  two  boys,  senior  and  junior  in  high  school,  expecting  to 
enter  college  in  the  very  near  future. 

The  major  source  of  our  income  is  Social  Security.  The  proposed  cuts  in  survivors 
benefits,  cuts  in  financial  aids,  grants,  and  educational  funding  would  certainly 
eliminate  the  possibility  that  the  three  of  us  could  complete  our  educations.  To 
compound  the  problem,  the  Oregon  State  Board  of  Higher  Education  is  considering 
a  32  percent  increase  in  tuition  over  the  next  two  years. 

Please  carry  my  concern  to  your  constituents. 
Sincerely, 

Almina  Spence. 

Mr.  Pickle.  We  will  read  your  statement,  and  appreciate  you 
summarizing  them.  I  was  called  out  of  the  room  and  did  not  get  to 
hear  all  of  your  testimony,  but  I  assure  you  we  will  review  it,  and 
the  staff  may  have  questions  to  submit  to  you.  I  want  to  ask  the 
panel,  were  you  here  this  morning  when  Mr.  Stockman  testified? 
Have  you  commented  specifically  on  his  proposal?  Is  that  a  phase- 
out  that  is  adequate,  or  do  you  oppose  entirely  his  statement? 
What  would  be  your  reaction  to  his  comments? 

Mr.  Mallan.  I  made  a  couple  of  comments  which  bore  on  this 
point,  and  suggested  this  is  something  that  the  subcommittee 
might  wish  to  pursue,  and  that  we  would  be  glad  to  work  with  you 
on  it. 

In  the  first  place,  the  administration  estimates  that  $1  billion 
will  be  saved  in  fiscal  1982  by  eliminating  this  program,  but  Secre- 
tary Bell  tells  us  they  plan  to  add  only  $56  million  to  the  Pell 
grant  program  in  1982,  to  make  up  for  that  loss.  In  other  words,  by 
their  own  numbers,  students  will  be  out  almost  $1  billion  in  aid 
which  they  won't  have. 

They  might  conceivably  get  a  guaranteed  student  loan  or  some 
other  kind  of  aid,  but  all  the  information  we  have  indicates  a 
tremendous  cut  back  in  guaranteed  student  loan  availability,  if  the 
administration  recommendations  go  through. 

The  other  student  aid  programs  are  very  small  and  heavily  over- 
subscribed, so  what  we  do  not  see  is  where  needy  students,  which 
most  of  these  people  are,  are  going  to  get  aid  from  other  Federal 
programs.  The  Pell  formula  is  such  that  in  no  case  could  anybody 
get  more  than  a  fraction  of  the  aid  under  this  program  that  he  or 
she  receives  under  social  security.  We  have  some  numbers  on  that 
in  the  report.  J 

I  have  one  other  thing  which  I  really  just  discovered  yesterday, 
and  that  is  that  since  25  percent  of  these  students  are  high  school  1 
students,  since  the  administration  plans  to  offer  revised  family 
adjustments  to  give  more  money  in  the  cases  of  families  who  have 
high  school  students,  part  "of  the  alleged  $1  billion  saving  will  have 
to  be  offset  by  whatever  it  will  cost  them  to  raise  family  allowances 
for  these  high  school  students.  That  is  about  200,000  students.  The 
SSA  does  not  have  a  number  on  that  yet,  but  they  say  they  are  ; 
working  on  it.  So  I  think  these  things  all  ought  to  be  taken  into 
account. 
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You  are  not  going  to  be  making  this  up  at  the  college  level.  It  is 
going  to  cost  the  taxpayers  more  money  according  to  what  they  say 
at  the  high  school  level.  I  think  combined  with  what  is  happening 
in  the  student  aid  area  it  is  a  very  serious  problem,  and  as  Mrs. 
Wayman  pointed  out,  it  is  this  fall  students  are  now  trying  to 
make  plans,  and  their  parents  and  the  colleges. 

All  the  programs  are  in  utter  confusion  as  to  how  much  money 
will  be  available  this  fall  either  for  high  school  students  who  know 
very  little  about  this  or  for  people  who  are  already  in  college.  If 
this  is  not  straightened  out  very  soon,  it  is  going  to  be  very  hard 
for  students  to  know  whether  or  not  they  can  go  to  college  this  fall 
or  what  college  they  can  afford. 

Mr.  Pickle.  Mrs.  Wayman,  did  you  want  to  comment  on  that? 

Mrs.  Wayman.  Mr.  Chairman,  one  of  my  children  will  still  be  in 
high  school  at  the  age  of  18,  and  an  interesting  thing  to  look  into, 
as  a  child  whose  father  died,  the  reason  he  will  still  be  in  high 
school  when  he  is  18  is  because  of  the  emotional  upheaval  of  his 
father's  death.  I  think  that  the  4-year  phaseout  should  not  be 
considered.  If  there  is  to  be  a  phaseout  in  this  program,  it  should 
be  over  a  much  longer  period  of  time,  to  incorporate  all  the  people 
whose  parent  has  already  died  but  are  not  yet  18. 

Mr.  Pickle.  I  am  going  to  recognize  Mr.  Jacobs  at  this  time.  He 
may  want  to  comment  on  this  same  colloquy. 

Mr.  Jacobs.  The  question  I  have  for  the  panel  is  the  matter  of 
the  high  school  students  who  are  receiving  benefits.  We  are  con- 
fused somewhat,  sir,  by  that  assertion,  since  it  is  a  postsecondary 
condition  for  the  benefits.  Could  you  clarify  that? 

Mr.  Mallan.  We  are  told  by  social  security  that  the  figure  they 
were  using  in  June  1980  was  that  there  was  760,000  people  in  the 
program  aged  18  to  21,  but  of  those,  about  25  percent  are  still  in 
high  school.  Only  75  percent  are  in  postsecondary  institutions, 
mostly  in  colleges,  a  few  in  technical  schools. 

This  is  something  I  think  that  is  not  too  clearly  understood,  that 
this  is  partly  a  program  for  people  who  are  still  in  high  school  and 
not  simply  a  college  program.  You  can  easily  check  that  with  social 
security. 

Mr.  Jacobs.  I  think  we  had  better  do  that.  There  is  some  ques- 
tion about  the  eligibility  for  those  who  are  not  in  fact  attending 
postsecondary  institutions,  but  I  thank  you,  sir. 

Mr.  Mallan.  And  as  I  said,  I  was  told  yesterday  by  the  legisla- 
tive office,  by  Mrs.  Jean  Ernst,  that  they  do  plan  specific  legisla- 
tion to  raise  family  benefits  for  people  who  will  still  have  high 
school  children  who  are  18  who  are  affected  in  this  fashion.  She  did 
not  have  a  number. 

Mr.  Jacobs.  As  I  understand  it,  high  school  is  18  and  below,  but 
high  school  18  and  above  I  just  can't  see  the  eligibility  under  the 
law,  but  perhaps  I  am  mistaken. 

Mr.  Mallan.  That  is  what  I  am  told  by  social  security. 

Mr.  Jacobs.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Bailey,  do  you  have  any  questions? 

Mr.  Bailey.  Very  briefly,  Mr.  Chairman.  I  wonder  if  you  folks 
might  comment.  It  is  felt  by  most  of  my  people  back  home,  or  at 
least  they  have  been  told,  that  the  administration  is  making  no 
recommended  changes.  I  am  sure  you  heard  me  mention  this  point 
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earlier  today.  That  the  administration  is  making  no  recommended 
changes  in  social  security  because  it's  within  the  safety  net,  is  what 
folks  back  home  believe.  They  don't  know  any  better,  and  I  get 
letters  from  them  along  such  lines. 

I  am  not  saying  we  don't  have  any  choices  to  make  because  we 
do.  But  I  think  we  are  going  to  need  some  cooperation.  I  wonder  if 
you  might  comment  on  the  administration's  statement,  although 
they  make  a  specific  proposal  recommending  changes,  that  there  is 
a  safety  net  out  there  that  is  not  going  to  be  touched.  I  think  that 
is  dishonest.  I  believe  politically,  they  believe  they  are  getting 
away  with  something.  I  think  they  are  making  a  terrible  mistake 
tactically.  I  think  it  is  going  to  blow  up  on  them  and  I  wonder  if 
you  folks  might  comment. 

Mr.  Mallan.  I  think  one  of  the  things  that  we  are  trying  to  do — 
I  say  we;  I  mean  in  this  case  eductional  groups — is  get  the  word  out 
to  the  field,  to  our  own  people,  about  this  program  as  well  as  other 
programs  that  are  effective  where  we  think  the  problems  are  more 
serious  than  the  administration  would  have  one  believe.  This  pro- 
gram is  unusual  in  the  sense  that  many  colleges  are  not  aware  of 
how  many  students  they  have  receiving  SSA  benefits,  because  they 
are  not  required  by  law  to  keep  files  on  these  students,  nor  do  they 
know  how  much  money  the  students  get. 

Twice  a  year  the  college  certifies  to  the  Social  Security  Adminis- 
tration that  the  student  is  in  residence  full  time,  and  is  still  of  the 
age  18  to  21  and,  incidentally,  is  unmarried.  Two  years  ago  Mr. 
Gibbons  asked  a  witness  if  this  is  the  only  Federal  program  that 
has  a  celibacy  test,  and  it  may  well  be,  but  this  is  because  a 
student  is  considered  a  dependent  if  unmarried  but  not  if  married, 
so  you  can't  be  married  either. 

Colleges  are  given  a  carbon  copy  of  the  certification  form,  which 
is  mailed  in  twice  a  year  to  the  Social  Security  Administration,  but 
in  talking  to  college  people  I  find  that  presidents  and  students  aid 
officers  in  some  cases  either  don't  keep  the  forms  or  don't  know 
where  they  are.  I  think  one  of  the  problems  is  that  this  particular 
program  is  not  as  visible  as  it  should  be  to  educators  or  students  or 
the  general  public. 

I  think  this  business  about  the  high  school  students  is  one  of  the 
features  in  the  program  that  does  not  seem  to  be  very  well  under-  3 
stood,  although  I  say  it  is  not  a  secret.  It  is  in  all  the  literature 
that  has  been  published  on  the  program. 

We  are  trying  to  get  our  colleges,  and  this  panel  represents  most  \ 
of  the  public  and  private  colleges  in  the  country,  to  try  to  find  out 
more  about  the  program  and  to  let  Congressmen  know  just  how 
many  people  in  each  of  their  colleges  is  affected.  As  I  say,  we  do  j 
have  the  data  by  county,  and  SSA  can  get  it  for  any  other  counties 
that  are  not  on  this  list,  and  we  have  it  by  States.  You  have  some 
notion  how  many  students  there  are  and  how  much  money  they 
are  receiving.  It  is  a  big  program,  but  as  I  say,  it  is  a  relatively 
invisible  program.  It  certainly  has  not  attracted  the  attention  of 
all. 

Mr.  Wolle.  Mr.  Bailey,  we  see  the  safety  net  idea  as  falling 
apart  because  of  the  elephant  that  has  fallen  on  top  of  it.  We  have 
been  talking  to  students  out  in  the  field  who  are  very  concerned 
about  not  only  the  social  security  benefits,  but  also  about  their ! 
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financial  aid,  whether  they  are  going  to  be  able  to  go  to  college  or 
not. 

The  administration  has  proposed  a  $661  million  supplemental  for 
the  Pell  grant  program  to  fund  it  at  $1,750,  but  the  assumptions 
that  they  use  to  come  up  with  that  amount  was  that  every  student 
would  have  to  contribute  $750  toward  self-help.  On  the  other  hand, 
also  on  the  guaranteed  student  loan  program,  they  said,  well,  you 
have  to  eliminate  the  interest  subsidy  which  students  get  while 
they  are  in  college,  and  also  they  would  have  a  need  test  applied  to 
them. 

Now,  if  you  take  all  this  into  consideration,  and  a  student  who  is 
coming  from  a  disadvantaged  family,  especially  if  they  are  receiv- 
ing social  security  benefits  and  are  using  those  benefits  toward 
their  education,  they  are  not  going  to  be  able  to  make  it,  especially 
if  they  are  in  a  depressed  area  and  they  are  told  that  they  have  to 
come  up  with  $750  self-help.  It  is  virtually  impossible  to  come  up 
with  something  like  that,  so  we  just  don't  see  how  this  safety  net 
idea  is  going  to  work,  because  there  is  nothing  underneath  that 
safety  net  except  a  bottomless  pit. 

Mrs.  Wayman.  Mr.  Bailey,  I  would  just  like  to  say  that  widowed 
people  with  dependent  children  have  no  organization.  They  have 
no  lobbyist  group.  They  are  mostly  living  day  by  day  and  trying  to 
take  care  of  their  children,  and  so  there  are  a  small  group  of  us 
here  that  have  tried  to  send  out  some  kind  of  information  to  people 
throughout  the  country.  But  I  am  sure  that  widowed  people  in  this 
country  have  no  idea  that  this  has  been  proposed. 

Mr.  Wolle.  Mr.  Bailey,  could  I  just  ask  you,  in  the  package  that 
we  gave  you,  there  is  a  letter  in  the  back  specifically  from  a 
widowed  lady. 

Mr.  Pickle.  The  committee  is  concerned  about  any  changes  in 
the  student  program  if  they  were  to  be  done  abruptly  or,  second,  if 
we  can't  feel  that  there  is  a  source  of  funding  of  loans  or  grants  or 
some  way  for  students  to  pay  funds  to  schools  and  colleges. 

We  were  told  this  morning  that  the  administration  has  budgeted 
money,  sufficient  funds,  for  the  student  loan  program.  Yet  we  are 
concerned  that  on  the  one  hand  they  would  want  to  remove  the 
student  survivors'  benefits  and  reduce  the  funding  for  the  student 
loan  program,  and  if  that  were  to  happen,  regardless  of  their  intent 
not  to  hurt  someone,  thousands  of  students  are  going  to  be 
squeezed  and  hurt. 

So  as  we  consider  this,  I  think  the  committee  will  take  the 
position  that  we  want  to  be  certain  of  a  source  of  funding,  if  we 
make  changes  in  the  student  program,  and  I  believe  that  is  a 
legitimate  concern  of  the  committee.  I  speak  now  as  an  individual, 
not  in  a  committee  position. 

Therefore,  there  may  be  some  definite  differences  between  what 
the  administration  recommends  and  what  the  committee  may  con- 
sider, but  I  speak  now  only  as  an  individual. 

I  want  to  also  say  to  all  of  you  again,  I  want  to  read  your 
testimony  more  in  detail,  because  I  was  not  able  to  hear  all  of  the 
testimony,  but  I  want  to  express  my  appreciation  to  you  for  your 
willingness  to  run  the  course  with  us  this  morning.  We  have  gone 
through  a  long  period  of  testimony,  over  4  hours  of  testimony  that 
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has  been  very  helpful.  What  you  have  given  us  is  a  view  we  need  to 
have,  so  we  thank  you  verj'  much  and  appreciate  your  help. 

Mr.  Wolle.  Mr.  Chairman,  I  would  like  to  also  introduce  to  the 
record  a  chart  that  we  made  up  of  how  many  students  would  be 
affected  by  the  various  changes  in  the  social  security  Pell  grant 
guaranteed  student  loans,  food  stamp,  national  direct  student  loan, 
and  parent  loan  program. 

Mr.  Pickle.  That  will  be  included  in  this  record. 

[The  information  follows:] 
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For  More  Information: 

CONTACT  Eduardo  Wolle,  Legislative  Director 


HOW  IMPORTANT  IS  AN  EDUCATION? 


The  United  States  Student  Association   (USSA) ,  which  represents 
over  3  million  college  and  university  students  across  the  country,  is 
appalled  at  the  prospect  that  thousands  of  students  may  be  denied  an 
opportunity  for  a  post-secondary  education  next  year  and  in  subsequent 
years.     The  Appropriation's  Continuing  Resolution  passed  last  year 
during  the  closing  hours  of  the  96th  Congress  represents  an  unfulfilled 
promise  to  those  already  attending  college. 

The  Pell  Grant  (BEOG)   is  in  danger  of  slipping  to  a  level  far 
below  the  1972  authorized  maximum  of  $1400  at  the  program's  inception. 
If  Congress  fails  to  pass  a  supplemental  appropriation's  bill  by 
mid-April,  Financial  Aid  Officers  would  have  to  start  award  packaging 
for  the  applicants  without  knowing  Congressional  intentions.  This 
could  result  in  overawarding  of  funds  by  aid  officers.  Decisions 
made  by  students  as  to  which  institutions  to  attend  based  on  packaging 
would  result  in  students  not  receiving  full  aid  already  promised. 

This  second  point  could  mean  disaster  for  colleges  and  students 
should  aid  be  curtailed  due  to  Congressional  inaction.     There  is  a 
strong  possibility  of  a  drop  in  the  university's  retention  as  students 
are  faced  with  limited  student/parental  contribution  and  fixed  insti- 
tutional cost.     By  limiting  the  financial  aid  support,  a  gap  is 
created  which  cannot  be  filled  through  student  ability  to  pay. 

Thus,  a  maximum  award  of  $1250  would  adversely  affect  approxi- 
mately 2,525,000  students  receiving.  Pell  Grants,  cut  631,000  students 
from  the  program  and  limit  those  cut  from  the  program  to  receive  in- 
sufficient award  levels . 

Increasing  the  possibility  of  financial  calamity  for  students 
and  colleges  alike  is  the  fact  that  other  aid  programs  are  in  jeopardy. 
A  supplemental  appropriation  is  imperative  in  meeting  the  needs  of 
those  students  receiving  National  Direct  Student  Loans.     NDSL  is 
crucial  to  more  than  860,000  students  receiving  aid.  Underfunding 
this  program  by  $100  million  would  result  in  135,000  students,  many 
of  whom  are  from  minority  and  low-income  groups,  beingMeprived  of 
needed  monies  and  possibly  an  education. 
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Adding  to  the  bedlam  is  the  proposed  legislative  changes  for 
the  Guaranteed  Student  Loan  Program  in  the  January  15  budget  (see 
attached),  curtailment  of  needed  student  social  security  benefits, 
proposed  increased  interest  rates  for  the  Parent  Loan  Program, 
elimination  of  students  on  food  stamps  and  Congressional  initiatives 
toward  tuition  tax  credits.     All  these  initiatives  are  designed  to 
limit  education  to  those  who  have  the  ability  to  pay,  not  "necessarily 
to  guarantee  equa'<   access  to  those  seeking  a  postsecondary  education. 

In  their  March  1980  "Federal  Student  Assistance:  Issues  and 
Options"  report,  CBO  discussed  several  important  plights  which 
Congress  and  the  new  Administration  seem  to  overlook  in  their 
haste  to  balance  and  cut: 

"At  many  types  of  institutions,   tuition  and  fees,  taken  alone, 
have  increased  more  rapidly  than  either  the  Consumer  Price 
Index  or  family  income  ' 

"Many  lower-income  families,  however,  continue  to  provide 
much  more  than  could  reasonably  be  expected  to  send  their 

children  to  college  it  suggests  that  financial  barriers 

to  college  attendance  may  still  exist  for  youth  from  lower- 
income  families  that  are  unable  to  sacrifice  as  much  to 
send  their  children  to  college." 

The  ability  of  any  family  to  pay  for  a  quality  education  is 
being  seriously  limited.     And  vet,  Congress  insists  on  curtailing 
crucial  aid  programs  and    tuition    tax  "incentives"  which  will  only 
bring  education  to  its  knees  by  putting  the  financial  burden  on 
the  student  and  his/her  family. 

Social  Security  benefits,  for  example,  are  used  by  many 
students  to  supplement  their  family ' s  meager  savings  or  earnings 
as  well  as  provide  some  relief  for  college  costs.     Eliminating  these 
benefits  for  students  is  unjust  and  an  inhumane  act  directed  at 
those  families  who  might  otherwise  not  be  able  to  meet  college  costs. 
When  the  parent's  available  income  is  below  $5,370,  only  a  portion 
(or  even  none)   of  the  student's  benefits  for  the  academic  year  are 
considered  directly  available  for  educational  expenses.     In  fact» 
attempting  to  eliminate  Social  Secuirty  benefits  for  needy  students 
when  curtailments  in  financial  aid  programs  are  being  proposed 
seems  totally  unrealistic  and  shortsighted.     How  can  this  government 
promise  what  amounts  to  a  transfer  of  money  from  one  program  to 
another,  yet  fails  to  make  the  adjustments  by  providing  adequate 
funding  to  the  student  in  the  programs  that  they  are  transferring 
the  money  to? 

In  conclusion,  we  will  do  everything  in  our  power  as  students, 
voters,  and  citizens  tc  insure  that  education  remains  accessable  to 
all  Americans.     If  indeed  we  are  in  or  near  an  "economic  calamity" 
then  Congress  must  reinforce  its  commitment  placed  in  law  (PL-96-374) 
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"Sec.   101.     The  Congress  finds- 

" (1)   that  institutions  of  higher  education  in  our  Nation 
and  their  human  and  intellecutal  resources  are  critical  to 
the  future  of  the  American  society,   and  that  the  Nation's 
econonr  c  potential,  its  strength  and  freedom,  and  the  quality 
of  life  for  all  citizens  are  tied  to  the  qurlity  and  extent 
of  higher  education  available." 
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Mr.  Pickle.  Do  any  other  members  of  the  committee  have  ques- 
tions, or  do  you  have  any  other  statements  you  want  to  make? 

Mr.  Mallan.  Mr.  Chairman,  as  your  staff  works  on  the  detail  of 
this,  you  might  want  to,  first  of  all,  check  with  the  staff  of  the 
Postsecondary  Education  Subcommittee. 

Mr.  Pickle.  We  will  do  that. 

Mr.  Mallan.  Mr.  Simon  and  his  staff  are  very  much  aware  of 
the  other  side  of  this  picture.  Second,  needless  to  say,  we  and  our 
colleagues  will  be  very  glad  to  help  in  any  way  we  can. 

Mr.  Pickle.  We  may  be  calling  on  you.  You  feel  free  to  keep  in 
touch  with  us. 

The  committee  will  stand  adjourned  now. 

This  committee  will  meet  again  this  coming  Monday,  March  16, 
and  we  will  have  a  panel.  We  will  be  meeting  in  this  room.  It  will 
be  a  panel  of  individuals.  We  will  meet  again  Monday  at  9  o'clock. 

[Whereupon,  at  1:10  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene at  9  a.m.,  Monday,  March  16,  1981.] 


SOCIAL  SECURITY  FINANCING  ISSUES 


MONDAY,  MARCH  16,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 
The  subcommittee  met  at  9:05  a.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 
Mr.  Pickle.  The  subcommittee  will  please  come  to  order. 
Monday  morning  comes  early  at  9  these  days.  We  have  an  inter- 
esting day  ahead  of  us.  We  are  pleased  to  have  so  many  of  you 
here. 

The  first  witness  we  will  have  this  morning  is  Elizabeth  Wicken- 
den.  She  is  consultant  on  social  policy  in  New  York  City.  She  is 
also  one  of  the  most  knowledgeable  ladies  in  the  social  security 
;  field,  having  been  active  in  the  program  for  as  many  years  as 
anyone  in  this  city  or  in  this  country. 

We  have  been  privileged  to  hear  her  views  from  time  to  time. 
She  is  willing  to  express  them  freely. 

We  are  pleased  to  have  you.  If  you  will  proceed,  you  have  a 
written  statement.  Would  you  want  to  make  the  statement  or  are 
you  going  to  summarize  it? 

STATEMENT  OF  ELIZABETH  WICKENDEN,  CONSULTANT  ON 
SOCIAL  POLICY,  NEW  YORK,  N.Y.,  FOR  HERSELF  AND  CHILD 
WELFARE  LEAGUE  OF  AMERICA;  YOUNG  WOMEN'S  CHRIS- 
TIAN ASSOCIATION;  NATIONAL  URBAN  LEAGUE;  AND  THE 
SALVATION  ARMY 

Ms.  Wickenden.  I  would  prefer  to  speak  directly  to  the  commit- 
j  tee. 

Mr.  Pickle.  That  will  be  fine.  We  will  include  your  entire  state- 
ment in  the  record. 

Ms.  Wickenden.  Thank  you  very  much.  I  am  Elizabeth  Wicken- 
den. I  am  a  consultant  on  social  policy  and  appear  in  an  individual 
'  capacity.  However,  for  information  identification  purposes,  I  am 
adjunct  professor  at  Fordham  University  Graduate  School  of  Social 
Service. 

I  am  director  of  the  study  group  on  social  security  which  runs  a 
I  monitoring  and  reporting  service. 

I  am  consultant  to  a  number  of  national  organizations,  four  of 
I  which  have  asked  me  to  submit  statements  in  their  behalf.  The 
four  are  the  Child  Welfare  League  of  America,  concerned  about 
student  benefits;  the  YWCA,  likewise  concerned  with  students,  be- 
cause of  their  big  student  program;  the  National  Urban  League, 
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much  concerned  because  they  feel  that  the  proposals  of  the  admin- 
istration would  bear  with  particular  weight  on  blacks,  and  from 
officials  in  the  Salvation  Army  and  these  are  all  appended  to  my 
own  statement. 

As  you  know,  Mr.  Chairman,  my  interest  in  social  security  goes 
back  a  long  way.  My  chief  claim  to  expertise  is  sheer  longevity.  I 
have  been  at  it  for  so  long  that  I  find  there  aren't  very  many  other 
people  that  can  remember  all  the  things  I  remember. 

What  I  remember  most  vividly  is  the  depression,  when  we  had — 
nobody  knew — how  many  unemployed,  15  million,  20  million,  and 
no  machinery  virtually  of  any  kind  for  dealing  with  it,  so  I  went  to 
work  in  1933  for  the  Federal  Emergency  Relief  Administration  and 
for  2  years  our  major  effort  was  to  get  that  money  out  as  fast  as  we 
could  to  the  States  to  relieve  the  great  need  existing. 

FERA  was,  in  fact,  the  first  big  block  grant  program  and  it  had 
some  of  the  disadvantages  that  I  see  in  that  system.  There  was  no 
continuity,  no  stability,  no  reliability  on  the  side  of  the  benefits.  So 
that  one  of  President  Roosevelt's  earliest  actions  was  to  take  some 
of  this  FERA  money  and  use  it  to  establish  a  committee  that  would 
come  up  with  a  more  reliable  system.  That  was  the  Committee  on 
Economic  Security  and  the  Social  Security  Act  was  in  considerable 
measure  the  result  of  that  committee. 

The  original  act  was  considerably  simpler  than  what  we  have 
now  with  our  many,  many  titles,  and  it  also  applied  only  to  a  part 
of  the  working  force. 

I  am  speaking  now  of  title  II,  the  social  insurance  system, 
through  which  workers  set  aside,  both  through  their  own  contribu- 
tions and  that  of  their  employers,  a  part  of  the  return  on  their 
labor  to  be  received  when  they  could  no  longer  work  in  the  form  of 
retirement  benefits. 

Later  benefits  were  added  for  surviving  children  and  widows  and 
eventually  for  disability.  The  so-called  survivors  benefits — I  really 
prefer  to  call  it  life  insurance,  because  I  think  it  is  more  readily 
understandable  to  the  general  public — is  of  particular  importance 
to  young  workers  and  constitutes  a  major  factor  in  their  willing- 
ness to  pay  what  might  otherwise  seem  burdensome  taxes. 

To  a  young  person  struggling  to  raise  a  family,  his  old  age 
retirement  seems  very  distant,  but  his  need  to  protect  his  family  is 
very  immediate.  This  I  consider  to  be  a  major  factor  in  the  willing- 
ness to  pay  social  security  taxes  found  in  the  poll  conducted  by  the 
National  Commission  on  Social  Security  and  the  New  York  Times. 

Moreover,  private  insurance  companies  have  found  that  they  can 
build  their  business,  sell  many  policies  on  top  of  the  social  security 
benefit.  It  also  serves  to  emphasize  the  intricate  web  of 
interdependence  that  is  reflected  in  the  social  security  picture. 

Recent  budget  discussions  have  tended  to  obscure  the  self-con- 
tained nature  of  social  security  financing.  Not  1  cent  now  comes 
out  of  general  revenues  for  the  system,  It  is  a  self-financing  system, 
and  that  immediately  raises  the  first  point  I  would  like  to  make, 
which  is  why  do  we  have  this  system  in  the  Federal  unified  budget 
subject  to  the  provisions  of  the  Budget  Act  when  it  is  really  a  self- 
contained  system? 

Right  now  I  find  myself  confused  by  the  fact  that  while  your 
committee  is  pursuing  its  traditional  role  of  studying  this  program 
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to  see  what  needs  to  be  done,  the  Senate  Budget  Committee  is 
beginning  its  markup  on  a  bill  which  will  very  likely  incorporate 
the  President's  recommendations.  This  is  very  confusing  for  outsid- 
ers like  me. 

I  am,  however,  aware  of  the  fact  that  bad  economic  conditions 
are  going  to  cause  a  shortfall  or  may  very  likely  do  so  sometime 
around  1983.  I  personally  am  in  agreement  with  the  recommenda- 
tions of  the  Advisory  Council  and  of  the  National  Commission  on 
Social  Security  that  this  shortfall  be  met  not  only  by  interfund 
exchange  but  also  by  taking  half  of  the  tax  now  contributed  to 
medicare  part  A  and  putting  that  into  the  OASDI  trust  fund  ac- 
counts. 

This  is  incorporated  in  a  bill  introduced  by  Mr.  Conable  and 
another  one  by  Mr.  Seiberling,  and  would  seem  consistent  with  the 
provisions  in  part  B. 

There  is  no  relationship  between  what  a  person  derives  under 
medicare,  which  depends  entirely  on  whether  or  not  he  gets  sick, 
and  his  earnings  and,  therefore,  it  is  a  rather  different  proposition 
from  OASDI. 

I  realize  that  so  far  at  least  the  administration  has  proposed  that 
the  shortfalls  be  met  by  reduction  in  benefits,  although  they  have 
also  said  that  their  task  force — Secretary  Schweiker  said  it  on 
television  only  yesterday — that  their  proposals  are  not  yet  com- 
plete and  they  are  studying  other  possible  changes. 

President  Reagan  said  that  the  social  insurance  benefits  for  the 
elderly  were  part  of  his  safety  net,  but  that  leaves  out  of  the  count 
the  8  million  people  under  63  who  are  deriving  benefits. 

In  all  of  these  cases,  people  have  gone  without  their  earnings  on 
the  expectation  that  they  would  be  receiving  benefits  when  they 
were  no  longer  able  to  work  or  that  their  dependents  would  in  the 
case  of  their  death  or  early  disability. 

I  would  like  to  speak  very  quickly  about  the  four  recommenda- 
tions for  benefit  cuts.  My  statement  says  only  three,  because  I 
didn't  know  about  the  fourth  when  I  wrote  it. 

First  of  all,  to  eliminate  the  minimum  benefit.  The  minimum 
benefit  is  very  important  to  some  of  those  people  who  have  made 
the  strongest  effort  to  follow  the  traditional  work  ethic  in  this 
country  and  keep  going  as  best  they  could  on  low  earnings  and 
j  intermittent  employment. 

Many  of  these  people  are  too  proud  to  liquidate  their  assets  and 
I  apply  for  SSI. 

I  received  out  of  the  blue  a  telephone  call  from  a  young  man  who 
told  me  the  story  of  his  father's  minimum  benefit;  I  asked  him  to 
.write  it  up  and  I  have  included  this  as  an  appendix  to  my  own 
statement. 

I  The  second  area  of  recommendation  is  further  to  tighten  up  on 
disability  insurance. 

Last  year  on  the  recommendation  of  this  committee,  the  Con- 
■  gress  passed  a  bill  that  made  a  considerable  further  tightening  of 
!  social  security  disability  payments. 

;  I  was  astonished  to  learn  that  70  percent  of  the  applicants  for 
disability  insurance  now  are  rejected. 

Recently  I  was  in  Arizona  where  they  have  a  special  program  to 
counsel  disabled  people.  They  have  helped  bring  appeals  against 
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the  seemingly  over-stringent  actions  on  the  part  of  the  administra- 
tion, and  on  those  appeals  they  have  had  a  95-percent  reversal 
rate. 

So  I  would  say  that  this  program  is  already  very  much  tightly 
administered. 

Recently  also  from  Arizona,  I  received  information  about  two 
successful  suicides  of  people  who  had  been  turned  down  for  disabil- 
ity insurance,  and  the  third  very  dramatic  case  of  a  man  who  had 
applied  for  disability  on  the  grounds  of  mental  incapacity  and, 
being  turned  down,  he  went  to  the  office,  poured  gasoline  over  the 
computer  and  over  himself,  intending  to  blow  himself  up.  He  did 
not  succeed,  but  he  is  the  third  case  that  I  was  referring  to. 

I  feel  that  student  benefits  which  are  also  recommended  for 
elimination  are,  in  a  sense,  a  misnomer. 

They  are  commitments  made  to  an  insured  worker  that  if  he  dies 
or  becomes  disabled,  payments  will  be  made  to  his  children  until 
they  complete  college  or  other  postsecondary  education.  There  are 
now  800,000  of  these  students.  I  have  a  son  who  is  a  professor,  a 
middle-income  professor,  with  two  very  promising  young  boys.  Nat- 
urally I  think  so.  He  says  to  me,  I  do  not  mind  paying  the  social 
security  taxes  because  I  regard  my  knowledge  that  those  two  boys 
would  be  carried  through  college  in  the  case  of  my  death  as  the 
core  of  my  financial  planning. 

There  are  other  proposals  that  have  not  yet  been  submitted,  but 
that  are  very  much  in  the  news.  I  am  sure  they  are  under  consider- 
ation. 

The  first  of  these  is  whether  the  present  system  of  indexing 
according  to  the  cost-of-living  figures  of  BLS  are  too  generous  and 
serve  to  fuel  the  very  inflation  that  they  are  intended  to  meet. 

I  think  this  is  really  a  tough  question  because— the  present  wage 
rates  are  going  up  at  about  5  percent,  and  many  people  feel  that  it 
is  hardly  fair  for  older  workers — retired  workers  to  have  the  full 
cost  of  inflation  met  and  the  existing  work  force  not  do  so. 

On  the  other  hand,  I  think  it  can  be  argued  that  since  the 
average  beneficiary  receives  only  41  percent  in  social  security  of 
his  past  earnings,  he  starts  out  on  a  much  lower  plane.  Moreover,  I 
think  if  one  were  to  try  to  make — which  would  probably  not  be  j 
very  advisable— a  separate  cost-of-living  index  for  older  people,  it 
could  very  well  prove  to  be  higher  than  what  we  now  have  because 
of  extra  health  costs. 

Another  widely  discussed  subject  is  the  age  of  retirement.  I  think 
we  now  have  four  different  groups  that  have  recommended  at  some 
future  date  the  age  of  retirement  be  raised.  I  think  there  are 
several  very  good  reasons  for  not  doing  so.  j 

At  the  present  time  most  of  the  people  who  retire  at  62 — which 
is  more  than  half  the  applicants — do  so  because  of  disability  or 
because  of  their  being  laid  off.  These  are  people  who  even  at  62 
can't  manage  without  social  security,  let  alone  at  65. 

The  argument  is  made  that  the  changing  composition  of  the  j 
population  in  terms  of  age,  longer  life  makes  it  necessary  to  cut  the 
benefit  by  postponing  retirement. 

I  think  this  could  be  most  unfortunate.  I  see  these  young  workers  | 
again  struggling  to  pay  these  social  security  taxes.  They  say  to 
themselves,  well,  I  am  paying  these  taxes  so  a  present  generation  ! 
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of  older  people  can  retire  at  65  or  62,  but  when  my  turn  comes  I 
am  going  to  be  expected  to  work  3  extra  years  or,  as  some  have 
even  said,  5  extra  years,  which  just  isn't  fair. 

So  in  my  view  it  is  central — the  really  central  problem  before 
this  committee  is  how  to  maintain  the  self-financing  aspect  of  this 
program  and  continuity  in  its  benefits.  In  order  to  do  that,  there 
has  to  be  a  willingness  on  the  part  of  the  younger  work  force  to 
pay  taxes  from  which  they  themselves  will  not  reap  benefits  for 
many  years,  and  I  think  it  is  very  central  to  the  thinking  of  this 
committee — certainly  to  your  dedicated  chairman — that  this  con- 
tinuity should  continue. 

That  completes  my  statement. 

[The  prepared  statement  and  attachment  follow:] 

Statement  of  Elizabeth  Wickenden,  Consultant  on  Social  Policy,  New 

York,  N.Y. 

My  name  is  Elizabeth  Wickenden  and  I  appear  in  an  individual  capacity  as  a  self- 
employed  consultant  on  social  policy  with  a  long-standing  interest  in  social  security. 
As  a  matter  of  identification  I  am  also  an  Adjunct  Professor  at  Fordham  University 
Graduate  School  of  Social  Services;  I  am  Director  of  the  Study  Group  on  Social 
Security  which  operates  a  monitoring  and  reporting  service  in  this  field  for  interest- 
ed groups  throughout  the  country;  and  I  also  serve  as  a  consultant  to  The  Child 
Welfare  League  of  America  and  from  time  to  time  to  other  national  organizations 
such  as  the  YWCA,  The  Salvation  Army,  The  National  Urban  League  and  others;  I 
have  been  asked  to  make  statements  on  behalf  of  these  organizations  which  I 
append  at  the  end  of  my  statement. 

My  interest  in  social  security  was  originally  aroused  by  my  earliest  experience 
with  the  insecurities  of  the  depression  years.  I  worked  first  for  the  Federal  Emer- 
gency Relief  Administration  from  1933  to  1935  when  our  principal  goal  was  to  get 
money  to  the  governors  as  quickly  as  possible  in  order  to  meet  the  staggering  need 
that  then  existed.  It  was  in  a  sense  the  original  "block  grant"  but  it  offered  very 
little  real  security,  just  hand-to-mouth  survival.  Thus  one  of  President  Roosevelt's 
first  actions  was  to  assign  a  small  sum  from  FERA  money  to  planning  for  a  better 
system,  one  that  would  have  real  continuity  and  stability  as  an  institution  and 
hence  afford  more  dependable  security  for  individuals.  This  was  the  Committee  on 
Economic  Security  and  around  its  recommendations  Congress  built  the  Social  Secu- 
rity Act  of  1935. 

The  Social  Security  Act  was  and  is  a  many-faceted  statute  but  at  its  very  core  lies 
the  federal  social  security  system  through  which  workers  (on  the  basis  of  contribu- 
tions made  by  themselves  and  their  employers)  receive  part  of  their  remuneration 
in  deferred  entitlements  when  they  are  no  longer  able  to  work.  In  the  beginning 
this  applied  only  to  old  age  retirement  but  by  1939  Congress  fulfilled  the  original 
intention  of  the  planners  by  adding  wives'  and  widows'  benefits  and  life  insurance 
for  survivors  in  case  of  the  principal  worker's  premature  death. 

These  benefits  for  dependents  and  especially  their  life  insurance  provisions  are  a 
major  factor  in  the  willingess  of  young  workers  to  defer  part  of  their  pay  in  the 
form  of  payroll  taxes.  To  a  young  person  struggling  with  the  cost  of  raising  a  family 
old  age  retirement  may  seem  far  away  but  the  problem  of  providing  for  his  children 
in  the  case  of  his  death  is  very  immediate.  It  is  a  major  factor  in  the  willingness  to 
pay  these  taxes  (now  supporting  the  present  generation  of  retirees)  reflected  in 
recent  polls  taken  by  the  National  Commission  and  the  New  York  Times.  Moreover 
private  insurance  companies  have  found  that  this  core  protection  of  social  security 
serves  as  a  stimulus  rather  than  a  deterrent  to  people  making  additional  private 
provision  for  their  families. 

It  also  serves  to  emphasize  the  intricate  web  of  interdependence  reflected  in  the 
social  security  financing  picture.  Recent  budget  discussions  have  tended  to  obscure 
the  self-contained  nature  of  social  security  financing.  They  raise  real  questions  as  to 
why  social  security  should  be  included  in  The  Unified  Federal  Budget  and  subject  to 
the  exigencies  of  The  Budget  Act  at  all.  Not  one  cent  from  general  revenues  goes  to 
OASDI  payments  and  its  funds  should,  therefore,  be  treated  as  sacrosanct  and 
dedicated  solely  to  the  purpose  for  which  they  were  contributed. 

I  am  not  unaware  that  present  economic  problems  have  contributed  to  an  imbal- 
ance between  expected  income  and  outgo  beginning  by  1983.  I  agree  with  the 
recommendation  of  The  Advisory  Council  in  1979  and  that  expected  shortly  from 
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The  National  Commission  that  half  the  payroll  taxes  now  paid  for  Medicare  Part  A 
be  transferred  to  the  cash  payment  programs  to  meet  this  contingency.  Medicare 
benefits  are  not  related  to  previous  earnings  as  are  cash  payments.  It  is,  therefore, 
logical  that  the  general  public  meet  part  of  this  health  cost  from  general  revenues 
as  proposed  in  bills  introduced  by  Rep.  Conable  and  Rep.  Seiberling  and  now 
provided  in  the  financing  of  Medicare  Part  B  paying  the  cost  of  physicians'  care  and 
other  health  services. 

I  realize  that  President  Reagan  has  proposed  that  part  of  this  shortfall  be  met  by 
three  benefit  cuts  and  that  other  proposals  for  cuts  are  anticipated.  It  is  disturbing 
that  in  his  "safety  net"  listing  he  refers  only  to  "social  insurance  benefits  for  the 
elderly."  Yet  there  are  over  four  and  one-half  million  children  receiving  benefits 
paid  for  by  their  parents'  contributions.  Altogether  over  eight  million  persons  under 
62  receive  benefits  because  an  insured  worker  has  died  or  become  disabled,  or 
because  they  are  younger  dependents  of  retired  workers.  What  about  them?  In  all 
these  cases  workers  have  foregone  earnings  in  the  expectation  that  benefits  would 
be  forthcoming  for  their  dependents  and,  in  the  case  of  disability,  for  themselves. 

It  seems  to  me  that  it  would  be  a  terrible  thing  for  the  government  to  renege  on 
its  commitment  to  these  workers.  It  also  seems  unwise  to  distinguish  between  the 
elderly  and  younger  beneficiaries.  It  is,  after  all,  the  younger  worker — with  his 
concern  for  his  dependents  in  the  case  of  his  death  or  disability — that  pays  from  his 
current  earnings  for  the  benefits  the  present  aged  are  receiving.  There  is  a  mutual- 
ity of  interest  here  that  should  not  be  breached. 

I  would  like  to  speak  briefly  here  of  the  three  immediately  proposed  benefit  cuts 
and  others  under  discussion.  Since  benefit  cuts  are  put  forward  as  one  way  to  deal 
with  financing  problems  they  seem  relevant  to  this  hearing. 

The  minimum  benefit  applies  to  2  million  people.  Of  these  I  am  told  that  less 
than  15  percent  have  federal  civil  service  benefits  and  that  any  problem  of  overlap 
here  can  be  easily  dealt  with  in  other  ways.  These  are  the  people  with  low  and 
intermittent  earnings,  many  possibly  marginally  disabled.  These  are  the  people 
who,  in  keeping  with  the  American  work  ethic  have  made  a  struggle  against  odds  to 
earn  and  pay  their  own  way.  Many  are  too  proud  to  liquidate  whatever  small 
savings  they  have  and  apply  for  welfare  in  the  form  of  SSI.  Cutting  their  social 
security  benefits  seems  the  height  of  cruelty.  The  other  day  an  unknown  young  man 
called  me  on  the  telephone  to  plead  for  his  father,  a  former  musician,  now  receiving 
the  minimum  benefit.  I  asked  him  to  write  up  his  story,  which  is  obviously  one  of 
many  and  I  would  like  to  submit  it  herewith  as  an  example  for  the  record.  (Attach- 
ment No.  1). 

Disability  Insurance  Limitations.  Disability  insurance  is  already  the  most  tightly 
controlled  of  all  forms  of  social  insurance.  70  percent  of  all  applicants  are  rejected. 
Recently  a  group  in  Arizona  that  assists  the  disabled  brought  appeals  against  SSA 
decisions  for  some  of  their  clients,  95  percent  of  which  were  reversed.  One  of  their 
lawyers  recently  sent  me  reports  on  two  cases  of  successful  and  another  attempted 
suicide  in  Arizona  resulting  from  adverse  disability  decisions.  Last  year  Congress 
enacted  a  series  of  amendments  to  further  control  these  benefits.  Could  we  not  at 
least  wait  to  see  the  effect  of  these  amendments  before  imposing  further  controls? 

Student  benefits  are  in  a  sense  a  misnomer.  They  are  commitments  made  to  an 
insured  worker  that  if  he  dies  or  becomes  disabled  payments  will  be  made  to  his 
children  until  they  complete  college  or  other  post-secondary  education.  There  are 
over  800,000  such  young  people  now  receiving  this  heritage  from  a  dead  parent  or 
benefit  from  one  who  is  disabled  or  retired.  I  have  a  son  who  is  a  college  professor  of 
moderate  means  with  two  promising  boys  in  their  teens.  He  tells  me  that  his  whole 
family  financing  plan  has  been  built  around  the  assumption  that  should  he  die  his 
social  security  would  carry  them  through  college.  He  feels  this  is  an  important 
element  in  what  he  is  paying  for  and  he  is  obviously  only  one  of  millions. 

Other  proposals  under  discussion.  One  often-heard  complaint  is  that  the  indexing  . 
of  social  security  to  inflation  is  too  generous  and  fuels  the  very  inflation  it  is  meant 
to  meet.  It  is  argued  that  social  security  beneficiaries,  like  current  workers,  should 
bear  part  of  the  sacrifice  inflation  imposes.  Who  should  pay  the  cost  of  inflation  is 
certainly  a  very  tough  question.  But  it  should  be  borne  in  mind  that  a  single  worker 
with  average  earnings  receives  a  social  security  benefit  that  is  ony  41  percent  of 
those  earnings  while  a  couple  in  similar  circumstances  receives  only  62  percent. 
Thus  they  start  at  a  lower  level  with  which  to  meet  the  impact  of  rising  prices, 
while — for  many — their  expenses  are  even  higher. 

Changing  the  basis  of  the  initial  calculation  of  benefits.  Present  benefit  calcula- 
tions reflect  rising  wage  levels.  Some  have  suggested  that  this  should  be  limited  to 
price  increases.  This  would  cut  most  benefits  by  25  percent. 

Age  of  retirement.  The  argument  is  being  made  that  because  people  are  living 
longer  the  age  of  retirement  should,  at  some  future  date,  be  raised  to  68  with  the 
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date  for  actuarially  reduced  benefits  deferred  from  62  to  65.  I  myself,  being  fortu- 
nately in  good  health  and  spirits,  favor  working  as  long  as  I  can  enjoy  it.  But  many 
other  older  people  are  not  so  fortunate  in  either  their  work  or  their  health.  Most  of 
those  who  now  retire  early  on  reduced  benefits  do  so  either  because  they  have  been 
laid  off  or  are  disabled.  I  would  like  to  see  people  encouraged  to  work  longer  by 
more  adequate  increments  to  their  benefits  when  they  do  retire.  This  would  be 
much  better  policy,  in  my  opinion,  than  abolishing  the  retirement  test  or  deferring 
retirement  for  all.  This,  together  with  badly  needed  employment  for  presently 
unemployed  young  people  and  members  of  minorities  would  help  to  maintain  the 
work  force  if  labor  shortages  become  a  problem.  But  it  should  be  emphasized  that 
all  predictions  about  the  future  work  force,  its  productivity,  and  the  state  of  the 
economy  in  the  21st  century  are  based  on  presumptions  which  may  by  that  time  be 
totally  out-dated.  They  reflect  a  current  element  of  pessimism  which  should  not  be 
permitted  to  weaken  a  system  in  which  continuity  and  faith  in  the  future  are 
central.  I  have  confidence  in  the  commitment  of  this  committee  under  the  leader- 
ship of  its  dedicated  chairman,  to  maintaining  a  system  in  which  the  generations  of 
beneficiaries,  those  currently  working  and  those  yet  to  come,  may  place  their 
reliance  as  a  major  element  in  the  nation's  economic  and  social  policy. 

SUPPLEMENTARY  STATEMENTS 

Three  national  organizations  with  which  I  have  an  association  either  as  consul- 
tant or  member  of  a  policy  committee  and  staff  members  of  a  fourth  have  asked  me 
to  speak  in  their  behalf  as  follows: 

The  Child  Welfare  League  of  America  is  concerned  that  the  proposal  to  eliminate 
benefits  for  dependent  children  of  insured  workers  at  the  age  of  eighteen  regardless 
of  their  educational  status  represents  a  betrayal  of  the  commitment  made  to  their 
parents  that,  should  they  die  or  become  disabled,  dependent  benefits  for  their 
children  would  be  continued  during  their  educational  period  up  to  the  age  of  22. 

The  National  Urban  League  (for  which  I  serve  as  member  of  its  Ad  Hoc  Commit- 
tee on  Income  Maintenance)  expresses  opposition  to  the  proposals  to  eliminate  the 
minimum  and  student  benefits  and  to  further  tighten  eligibility  for  disability  insur- 
ance. Studies  have  shown  that,  because  of  their  lower  earnings  and  greater  suscepti- 
bility to  disability  and  early  death,  blacks  would  be  disproportionately  affected  by 
these  changes  which  are  already  a  severe  betrayal  of  commitments  made  to  all 
insured  workers. 

The  National  Board  of  the  YWCA,  with  its  extensive  program  among  young 
college  women,  wishes  to  express  its  opposition  to  the  curtailment  of  benefits  to 
surviving  children  of  insured  workers  who  have  died,  become  disabled  or  retired. 
These  students  have  counted  on  the  commitment  made  to  their  insured  parent  to 
make  provision  for  their  education  through  their  college  years. 

In  addition,  Salvation  Army  personnel  who  work  with  the  most  impoverished, 
disabled  and  disadvantaged  in  our  society  wish  me  to  express  their  concern  about 
the  impact  of  these  proposed  cuts  on  their  clientele. 


February  27,  1981. 

Dear  Miss  Wickenden:  Pursuant  to  our  telephone  conversation  on  the  subject  of 
the  minimum  social  security  benefits  and  the  proposed  budget  cuts  which  would 
eliminate  them,  I  would  like  to  call  attention  to  my  father's  predicament: 

He  was  a  member  of  a  leading  orchestra  for  many  years,  and  this  period  of  his 
employment  was  not  covered  by  social  security  at  all  for  some  reason.  When  he  left 
the  orchestra,  he  was  told  that  the  only  basis  that  he  had  for  collecting  any  social 
security  payments  would  be  the  fact  that  he  had  taught  a  few  pupils,  privately, 
from  time  to  time.  This  fact  gave  him  the  necessary  amount  of  quarters  to  enable 
him  to  be  "fully  covered"  but  the  amount  he  would  receive  was  painfully  low.  Over 
the  years  this  amount  has  been  gradually  increased,  but  only  in  a  vain  effort  to 
keep  pace  with  inflation:  (it  would  be  noted  that  every  other  category  of  payment 
was  also  raised,  so  that  his  category  in  no  way  stands  apart  as  any  instance  of 
favoritism.)  He  has  a  small  amount  of  savings  (also  devalued  by  inflation)  that 
would  probably  prevent  him  from  obtaining  any  supplemental  or  welfare  payments, 
and  (most  important)  he  would  not  wish  to  have  such  because  of  personal  feelings. 
In  short,  he  only  would  be  happy  to  receive  what  he  was  promised  and  therefore 
feels  entitled  to. 

Should  the  government  succeed  in  taking  his  meager  pension  away  from  him,  I 
think  that  we  can  expect  to  find  further  eroding  of  the  system  as  time  goes  by  (this 
is  probably  just  a  trial  balloon  to  see  if  people  will  stand  for  cuts  in  the  system.) 

It  seems  obvious  that  anyone  expecting  to  collect  a  pension  some  day  has  a  stake 
in  helping  to  stop  this  from  happening. 

Name  omitted  by  request. 
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Mr.  Pickle.  We  are  very  glad  to  have  your  statement,  Ms.  Wick- 
enden. 

I  want  to  emphasize  again  to  the  committee  this  morning  how 
happy  we  are  to  have  your  statement.  It  is  hard  to  believe  that  you 
started  back  in  1933  at  the  old  FERA.  I  assume  that  you  have  had 
as  much  association  with  the  social  security  programs,  many  of  the 
early  social  programs,  as  anybody  in  this  country. 

So  we  are  pleased  to  have  your  statement. 

Let  say  at  the  beginning  that  the  statements  you  have  included 
from  organization  such  as  the  Child  Welfare  League,  the  National 
Urban  League,  the  YWCA,  and  the  Salvation  Army,  will  be  includ- 
ed in  the  record. 

I  will  also  include  the  letter  which  you  attached  from  the  student 
with  reference  to  his  father's  concern  or  predicament  under  the 
minimum  benefits. 

I  speak  now  also  as  an  individual,  as  you  did,  with  reference  to 
the  minimum  and  the  student  program.  The  President's  proposals 
have  very  definite  administrative  problems  as  well  as  raising  a 
question  of  philosophy  as  to  whether  we  should  do  it  at  all,  and  the 
committee,  though  we  are  faced  with  the  problem  of  making  some 
sharp  curtailments  in  expenditures,  and  though  we  intend  to  meet 
the  administration's  goals,  are  concerned  that  we  not  do  it  in  areas 
that  would  be  harsh.  So  we  are  mindful  of  the  recommendations 
you  have  made  in  many  of  these  areas. 

My  question  to  you  would  be,  I  guess,  as  much  as  anyone,  the 
question  of  indexing.  The  real  difficulty  we  have  in  this  country 
today,  with  reference  to  all  programs,  is  the  matter  of  inflation.  It 
is  causing  great  difficulty  for  our  own  social  security  program, 
having  cost  us  this  last  year  about  $17  billion,  for  which  we  have 
no  source  of  income  to  replace  that. 

I  know  you  object  to  that  and  think  that  the  system  is  fair.  I 
don't  think  there  is  any  need  for  any  of  us  to  argue  that  the  need 
might  not  be  there  for  the  people  who  need  the  money. 

The  question  is,  should  we  make  any  kind  of  adjustment? 

If  we  were  to  enter  into  this  field,  do  you  have  any  suggestion 
about  how  we  might  make  some  kind  of  adjustment  or  modification 
in  the  indexing  formula? 

Ms.  Wickenden.  Well,  that  is  a  little  bit  like  asking  which  of 
your  children  would  you  be  most  willing  to  do  without,  because  all 
these  things  seem  important  to  me. 

I  would  like  to  make  one  statement  before  I  answer  your  ques- 
tion. 

We  talk  always  as  if  we  were  the  most  heavily  taxed  people  in 
the  world  and  that  we  were  the  most  generous  in  social  expendi- 
tures, but  actually,  according  to  the  figures  of  OECD,  we  are  15th 
among  18  industrial  nations  in  the  level  of  our  taxation  and  14th 
in  the  level  of  our  social  expenditures. 

This  is  in  terms  of  relationship  to  GNP. 

One  further  point — I  am  coming  to  answering  your  question — 
Mr.  Miller,  an  insurance  company  executive  on  the  advisory  coun- 
cil on  social  security  said  in  a  footnote  to  the  report  that  he  did  not 
regard  social  security  as  being  inflationary  at  all;  that  it  was 
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totally  outside  the  market  relationships  that  create — or  the  other 
relationships  that  create  inflation. 

So  I  have  to  start  out  by  saying  that  I  do  not  think  any  of  these 
cuts  are  basically  necessary.  The  one  that — and  I  am  opposed  to 
them — however,  the  one  that  seems  to  do  the  least  damage  to  the 
social  security  system  would  be  perhaps  the  one  recommended  by 
the  National  Commission  whose  report  I  have  not  yet  seen,  but  I 
understand  that  they  recommend  that  either  the  price  index  or  the 
wage  increase — whichever  is  the  lower — be  used  as  the  point  of 
adjustment. 

That  seems  to  me  to  do  the  least  damage.  I  think  to  be  fair  one 
would  need  to  apply  that  also  to  civil  service  retirement,  military 
benefits,  and  SSI. 

Mr.  Pickle.  Of  course,  that  would  be  out  of  our  jurisdiction.  It  is 
a  difficult  decision  though,  which  way  to  go,  if  we  enter  into  this 
field. 

We  know  that  was  one  of  the  recommendations.  I  wasn't  trying 
to  commit  you  to  a  recommendation. 
Ms.  Wickenden.  Please  don't. 

Mr.  Pickle.  Except  to  face  the  reality  that  we  must  try  to  find  a 
course  now  that  will  put  social  security  on  a  basis  of  solvency  and 
security  for  the  years  to  come. 

Mr.  Gradison? 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Ms.  Wickenden,  I  am  delighted  you  are  here.  You  are  kind  of  a 
hero  in  my  book  because  of  Marion  Folsom,  who  I  am  sure  you 
recall.  He  was  my  mentor  in  this  field. 

I  worked  as  his  personal  assistant  here  in  Washington  for  5 
years.  He  always  made  sure  I  read  everything  you  put  out  during 
those  years. 

Ms.  Wickenden.  I  am  very  flattered.  I  didn't  know  about  that. 
Mr.  Gradison.  That  is  how  we  got  to  where  we  are. 
Ms.  Wickenden.  I  am  pleased  to  hear  that.  One  casts  one's 
bread. 

Mr.  Gradison.  I  want  to  share  with  you  a  problem  that  has  been 
bothering  me  all  through  these  hearings.  Basically  we  are  remind- 
ed that  the  public  sees  social  security  as  a  contract,  as  some  of  my 
constituents  referred  to  it  in  a  meeting  I  had  at  home  on  Saturday, 
or  as  a  compact,  as  Wilbur  Cohen  referred  to  it  in  testimony  before 
us  a  couple  of  weeks  ago.  But  I  stress  that  the  compact  or  the 
contract  runs  to  the  benefit  levels,  and  I  am  puzzled  by  this, 
because  one  could  just  as  easily  argue  that  the  contract  or  compact 
runs  to  the  tax  levels  which  were  also  written  in  there. 

They  are  out  of  balance.  We  don't  have  enough  taxes  on  the 
books  to  pay  the  benefits.  It  really  is  not  clear  to  me  why,  if  that  is 
the  case,  that  what  has  to  give  way  is  the  taxes  which  either 
through  general  revenues  or  payroll  taxes,  are  expected  to  go  up  to 
validate  the  level  of  benefits. 

Why  can't  there  be  some  kind  of  balance? 

You  mentioned  we  are  15th  out  of  18  among  industrial  countries 
in  the  level  of  taxes.  The  sense  that  I  have  of  my  constituents  is 
that  they  are  not  a  bit  satisfied  with  it.  They  would  rather  we  be 
18th  out  of  18  and  would  consider  that  a  desirable  objective  for 
national  policy. 
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This  leads  me  to  a  specific  question.  If  we  are  to  use  so-called 
general  revenues,  let's  say,  for  a  portion  of  the  medicare  program, 
how  would  you  feel  about  its  being  an  earmarked  addition  to  the 
level  of  the  income  tax?  That  is  a  surtax  or  something  of  that  kind 
so  to  the  public  it  is  clearly  identifiable? 

Ms.  Wickenden.  Well,  I  think  that  would  be  a  very  good  thing  to 
do.  I  think,  if  I  am  correct,  that  the  National  Commission  does 
make  that  recommendation.  It  does — I  feel  that  people  should  rec- 
ognize that  they  are  paying  for  their  social  security  benefits. 

I  used  to  have  a  housekeeper  who  became  the  saint  of  Harlem 
because  she  said  to  everybody,  well,  there's  the  security;  you 
earned  that,  you  paid  for  that  from  your  earnings.  The  welfare, 
well,  that  they  give  to  you;  that  is  something  else  again. 

I  think  people  of  all  levels  of  education  understand  better  the 
nature  of  social  security  when  its  financing  is  clear  to  them,  so  I 
would  think  that,  was  a  good  idea  if  you  were  going  to  do  it  that 
way. 

Mr.  Gradison.  I  have  the  feeling  that  more  and  more  people 
within  the  general  public  don't  fully  accept  the  use  of  the  word 
'  'social"  in  social  security  in  this  respect,  that  the  extent  to  which 
benefits  are  not  actuarial,  the  extent  to  which  they  are  tilted 
toward  workers  with  lower  earnings  seems  to  be  viewed  increasing- 
ly as  a  welfare  element  in  the  so-called  social  security  system,  and 
not  just  by  opponents  of  the  system. 

I  am  running  into  average  folks  who  have  thought  all  about  this 
and  are  really  saying  that  isn't  fair,  that  they  should  get  back  in 
fair  proportion  to  what  they  put  in.  Not  exactly  the  same  amount, 
but  in  closer  proportion  than  they  get  today. 

How  would  you  answer  that?  Do  you  feel  it  would  be  wise  to 
separate  the  so-called  welfare  elements  or  nonactuarial  elements 
and  place  them  into  a  second-tier  program  or  into  a  straight  wel- 
fare supplement  as  a  way  of  shoring  up  public  support  for  the 
system? 

Ms.  Wickenden.  No,  I  do  not.  I  think  my  opposition  derives 
primarily  from  the  fact  that  I  have  fought  unsuccessfully  for  50 
years  I  guess  more  or  less  for  means-tested  programs. 

It  is  very  difficult  for  everyone  to  deal  with  means-tested  pro- 
grams, including  the  recipient. 

If  you  go  into  a  two-tier  system,  there  will  be  a  very  strong 
pressure  to  make  the  second  tier  an  income-tested  program  which 
would  destroy  the  value  that  it  now  has. 

As  for  the  social  components  in  the  program  as  it  now  exists,  I 
think  that  depends  almost  entirely  on  who  is  doing  the  talking. 

There  are  some  people  who  feel  that  they  would  prefer  to  get 
back  a  fixed  percentage  of  their  own  wage,  but  there  are  other 
people  who  are  very  supportive  of  other  aspects;  for  example,  the 
life  insurance  feature  that  I  just  mentioned  so  often  today  and  who 
very  much  want  to  keep  off  the  welfare  rolls  as  far  as  it  is  economi- 
cally and  legally  feasible,  as  many  people  as  possible. 

Just  like  the  old  man  whose  story  I  included  with  my  testimony 
who  simply  would  not  go  and  apply  for  SSI.  So  I  think  that  those 
are  other  factors  that  enter  into  the  picture. 

Mr.  Gradison.  Well,  thank  you  very  much. 
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I  am  delighted  to  see  you  continuing  to  help  us  make  decisions  in 
this  difficult  area.  I  am  really  pleased  you  are  here. 
Thank  you  very  much. 
Mr.  Pickle.  Thank  you. 
Mr.  Bailey? 

Mr.  Bailey.  Thank  you,  Mr.  Chairman. 

I  really  have  no  questions.  I  would  just  like  to  thank  you  very 
much  for  coming.  Most  of  the  questions  I  had  have  already  been 
asked.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Ms.  Wickenden,  before  you  leave,  again  I  must  say  to 
you  personally  how  pleased  we  are  to  have  you. 

Last  session  when  we  had  a  disability  bill  up,  Ms.  Wickenden 
expressed  herself  very  strongly  that  she  was  opposed  to  some  of  the 
changes.  The  committee  did  pass  the  legislation.  We  think  and 
hope  it  was  good  legislation  that  was  passed,  but  Ms.  Wickenden 
has  accepted  that. 

I  understand  very  clearly  why  you  would  object  to  making  fur- 
ther changes.  Many  of  the  recommendations  were  put  in  the  bill 
last  time.  A  new  aspect  of  it  is  the  megacap.  We  are  looking  at  it  in 
the  broad  picture.  It  gives  us  here,  though  we  may  not  agree  with 
you  on  some  of  your  approaches,  it  gives  us  a  feeling  of  pride  to 
know  of  your  continued  interest  and  your  significant  contribution 
to  us. 

So  we  are  pleased  to  hear  from  you.  You  honor  us  by  coming 
today. 

Ms.  Wickenden.  Thank  you  very  much. 

Mr.  Pickle.  I  do  not  see  Senator  Lawton  Chiles.  I  understand  he 
will  be  a  little  late. 

We  will  now  have  a  panel.  I  am  going  to  ask  Gerald  S.  Parker  to 
come  to  the  witness  table;  Mr.  Reese  Robrahn,  Mrs.  Lynn  Phillips, 
and  Mr.  Irv  Schloss. 

Mr.  Parker.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Parker  is  vice  president  of  Health  Insurance  of 
the  Guardian  Life  Insurance  Co.  of  America. 

Then  is  Reese  Robrahn,  executive  director  of  the  American  Coali- 
tion of  Citizens  with  Disabilities. 

Then  is  Lynn  Phillips,  Paralyzed  Veterans  of  America  and  Irv 
Schloss,  American  Council  of  the  Blind. 

Let's  start  with  your  testimony,  Mr.  Parker.  I  believe  we  have 
written  testimony  from  each  of  you.  In  the  interests  of  the  panel's 
time,  why  don't  each  one  of  you  summarize  your  position  or  your 
statements  and  we  will  have  the  entire  statement  for  each  of  you 
put  in  the  record. 

Do  any  of  you  have  any  requests  for  addendums  or  attachments 
to  the  record?  I  see  some  of  you  do. 

Your  statements  will  be  included  in  the  record. 

STATEMENT  OF  GERALD  S.  PARKER,  ON  BEHALF  OF  THE 
HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA  (VICE 
PRESIDENT,  HEALTH  INSURANCE,  THE  GUARDIAN  LIFE  IN- 
SURANCE CO.  OF  AMERICA) 

Mr.  Parker.  Thank  you,  Mr.  Chairman. 
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I  will  skip  all  the  formalities  to  give  you  as  much  meat  as  I  can 
with  the  statement.  I  am  going  to  deal  only  with  the  disability 
benefit  elements  of  the  Social  Security  Act,  but  I  would  say  that 
the  Health  Insurance  Association  supports  the  position  of  the 
American  Council  of  Life  Insurance  given  before  this  committee 
last  month. 

First,  in  past  appearances,  we  have  highlighted  the  importance 
of  effective  claim  administration  and  the  importance  of  financial 
motivation  and  the  debilitating  effect  of  excessive  benefits  in  the 
disability  area. 

We  deeply  appreciate  your  leadership  in  pursuit  of  these  princi- 
ples. 

Public  Law  96-265  in  our  opinion  was  a  giant  step  forward  in 
this  area. 

We  have  been  much  impressed  by  the  administration's  proposals 
as  reported  so  far  for  improved  administration  and  the  elimination 
of  the  minimum  benefit  in  disability  cases,  the  recency  of  work 
tests,  and  the  use  of  the  megacap  on  publicly  provided  benefits. 

We  would  take  that  idea  one  step  further.  Social  security  bene- 
fits are  tax  free.  We  believe  the  megacap  ought  to  be  for  less  than 
100  percent  of  gross  rather  than  100  percent. 

In  fact,  it  ought  to  be  less  than  100  percent  of  take-home  pay  if 
there  is  to  be  any  motivation  for  a  return  to  work. 

Public  Law  96-265  put  a  cap  on  the  maximum  family  benefit.  We 
would  suggest  that  that  could  be  combined  with  the  megacap  and 
the  recency  of  work  requirement. 

For  example,  the  present  social  security  disability  benefit  de- 
pends upon  the  number  of  years  that  the  beneficiary  worked  and 
his  average  indexed  monthly  earnings  over  that  period  and  the 
number  of  dependents,  but  the  worker's  daily  income  depends  on 
none  of  these.  His  share  of  the  family  income  depends  on  none  of 
these.  It  does  depend  on  what  he  was  earning  just  before  his 
disability.  Suppose  we  consider  a  disability  benefit  formula  that 
based  eligibility  on  the  recency-of-work  test  such  as  the  6  of  the 
last  13  quarters  and  base  the  amount  on  a  two-step  calculation, 
actually  more  than  two,  but  under  which  first  you  determine  what 
the  past  take-home  gross  earnings  were  for,  say,  the  best  3  of  the 
last  5  years  or  the  average  indexed  monthly  earnings  for  the  last  5 
years,  whichever  is  the  larger. 

Then  you  determine  a  hypothetical  net  earned  income  by  apply- 
ing the  actual  exemptions  and  the  standard  deduction  for  those 
earnings,  ignoring  any  unearned  income. 

Third,  you  apply  a  formula  to  that  net  income  to  determine  the 
benefit;  for  example,  the  benefit  could  range  from  perhaps  90  per- 
cent of  the  net  earnings  at  the  minimum  wage  level  down  to 
something  like  30  percent  of  the  maximum — at  the  maximum  tax- 
able wage  level. 

Finally,  you  could  add  the  megacap  where  there  are  other  public- 
ly provided  benefits  such  as  workers'  compensation  or  States'  cash 
sickness  plans,  with  social  security  as  the  top  layer. 

The  megacap  could  be,  for  example,  again  say  90  percent  at  the 
level  of  the  minimum  wage,  grading  down  to  perhaps  75  percent  at 
the  maximum  taxable  wage  level. 

There  is  an  urgent  reason  for  tackling  this  issue. 
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As  I  said,  the  1980  amendments  were  a  very  great  step  forward, 
but  Mr.  William  Taylor,  second  vice  president  and  actuary  of  the 
Massachusetts  Life  Insurance  Co.  has  discovered  two  disturbing 
problems  unforeseen  by  anyone  when  the  1980  amendments  were 
designed. 

The  formula  for  the  maximum  family  benefit  assumes  that  the 
beneficiary's  earnings  will  increase  at  about  the  same  rate  as  the 
average  taxable  earnings,  and  therefore  that  the  average  indexed 
monthly  earnings  will  remain  relatively  stable  in  real  terms. 

So  the  replacement  ratio  would  remain  relatively  stable.  In 
terms  of  gross  replacement  ratio,  that  will  happen,  but  the  two 
problems  are  these: 

First,  because  of  the  bracket  creep  of  the  income  taxes,  the  net 
replacement  ratio  will  increase  and  will  soon  destroy  the  effect  of 
Public  Law  96-265  unless  the  tax  laws  are  changed  to  take  into 
account  the  rate  of  inflation. 

Second,  if  a  worker's  earnings  increase  at  less  than  the  average 
rate  of  increase,  his  average  indexed  monthly  earnings  will  soon 
exceed  his  actual  earnings  and  so  will  his  potential  benefits. 

These  problems  are  illustrated  in  the  tables  that  are  attached  to 
my  written  testimony,  Mr.  Chairman. 

They  are  explained  fully  in  the  text.  I  think  it  would  be  unwise 
to  attempt  to  get  into  the  details  in  the  short  time  that  we  have 
available  this  morning,  but  we  think  it  is  very  important  that  you 
and  your  staff  address  these  problems  and  we  would  be  happy  to 
deal  with  them  in  any  way  that  we  can  to  help  in  the  consideration 
of  them. 

Thank  you  very  much,  Mr.  Chairman. 
[The  prepared  statement  follows:] 

Statement  of  Gerald  S.  Parker  on  Behalf  of  the  Health  Insurance 
Association  of  America 

My  name  is  Gerald  S.  Parker.  I  am  a  Vice  President  of  The  Guardian  Life 
Insurance  Company  of  America,  headquartered  in  New  York.  I  am  appearing  on 
behalf  of  The  Health  Insurance  Association  of  America,  an  organization  of  over  300 
insurance  companies  that  underwrite  more  than  80  percent  of  the  private  disability 
insurance  in  the  United  States. 

It  has  been  our  privilege  to  testify  before  this  Subcommittee  on  several  occasions 
during  the  last  five  years  and  to  support  the  Social  Security  disability  amendments 
of  1977  and  1980.  In  our  past  testimony,  we  have  consistently  highlighted  the 
importance  of  financial  motivation  in  encouraging  people  to  return  to  productive 
work  and  the  debilitating  effect  of  excessive  benefits  that  allow  a  claimant  a  higher 
standard  of  living  than  he  enjoyed  before  his  disability  without  having  to  work.  I 
believe  these  concepts,  which  have  been  an  absolutely  essential  ingredient  to  provid- 
ing private  disability  insurance  for  a  hundred  years,  are  now  well  established  in  the 
public  area  as  well.  We  deeply  appreciate  your  leadership  in  attaining  this  objective. 
(By  way  of  a  reminder,  Table  5,  submitted  with  this  testimony,  is  a  repetition  of 
Exhibit  I  to  my  testimony  before  this  subcommittee  on  February  28,  1979.) 

We  would  like  to  state  initially  that  we  support  the  positions  taken  last  month  by 
The  American  Council  of  Life  Insurance  on  questions  regarding  the  basic  financing 
of  the  program  and  the  retirement  benefit  formula.  Like  so  many  other  witnesses 
that  have  appeared  during  the  course  of  these  hearings  we  want  to  add  our  concern 
that  use  of  general  revenues  to  solve  the  financial  problems  facing  the  System  now 
would  be  unwise  and  could  jeopardize  its  future  soundness. 

To  begin  with,  we  have  been  much  impressed  by  the  disability  reform  proposals 
made  during  recent  weeks  by  the  Administration.  Improving  administration  to 
reduce  benefit  payments  to  ineligibles  has  great  promise  for  reducing  costs  and 
motivating  the  recovery  of  those  able  to  return  to  productive  employment.  No 
legislation  will  be  needed  to  accomplish  this  objective,  but  enormous  energy  and 
dedication  will  be  required  of  the  Social  Security  Administration. 
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The  elimination  of  the  minimum  benefit  will  impact  disability  benefits  very  little, 
but  it  deserves  support. 

We  agree  with  the  Administration's  proposal  to  institute  a  recency  of  work  test  so 
that  a  claimant  would  have  to  have  worked  in  six  of  the  last  thirteen  quarters  at 
the  time  a  disability  begins  in  order  to  link  disability  to  real  lost  earnings. 

Appeals  to  the  effect  that  particularly  vulnerable  people  would  be  excluded  by 
this  test  are  really  invalid  since  such  people  were  not  earning  income  prior  to  being 
disabled.  They  must  have  had  some  other  means  of  support.  Hence,  why  should  they 
receive  disability  benefits  rather  than  some  other  means  of  support  when  actual 
earnings  have  not  been  lowered? 

We  also  support  the  Administration's  suggestion  that  a  "Megacap"  be  placed  on 
Social  Security  and  other  publicly  mandated  benefits  such  as  those  of  state  disabil- 
ity plans  and  workers'  compensation  that  all  benefits  would  not  exceed  the  worker's 
prior  gross  earnings.  We  encourage  adoption  of  this  proposal  as  one  further  effort  to 
prevent  overinsurance  and  motivate  recovery.  Since  Social  Security  is  tax  free 
income,  we  would  modify  the  Megacap  proposal  to  suggest  that  it  should  not  exceed 
a  percentage  of  the  worker's  prior  after-tax  earned  income,  and  that  that  percent- 
age should  be  less  than  100  percent.  It  could  be  a  varying  percentage  of  a  disabled 
worker's  recent  earnings  in  order  to  maintain  the  tilt  in  favor  of  lower  earners.  For 
example,  the  Megacap  could  range  from  90  percent  of  earnings  for  those  at  the 
minimum  wage  level  to  perhaps  30  percent  for  those  at  the  level  of  maximum 
taxable  earnings. 

The  proposal  for  a  Megacap  leads  us  to  bring  up  two  questions  that  have  previous- 
ly been  asked,  but  have  not  been  addressed.  The  first  of  these  is  whether  it  is 
desirable  to  use  the  same  formula  for  disability  benefits  as  we  use  for  retirement 
benefits,  and  the  second  is  whether  or  not  disability  should  be  treated  in  the  same 
way  as  death  or  retirement  in  dealing  with  family  benefits. 

A  disabled  worker,  prior  to  his  disability,  can  have  been  in  one  of  three  situations. 
First,  he  may  have  been  an  unmarried  person  supporting  no  dependents.  Second,  he 
may  have  had  a  dependent  spouse  and  children  not  in  the  labor  market.  Third,  he 
may  have  had  a  working  spouse,  with  or  without  dependent  children.  None  of  these 
situations  has  an  influence  on  how  much  he  has  earned  in  his  job.  His  rate  of 
earnings  has  depended  entirely  upon  his  own  education  and  ability  in  the  industry 
in  which  he  is  engaged.  Why,  then,  should  his  Social  Security  benefits  vary  accord- 
ing to  the  family's  situation? 

As  it  is,  in  the  first  of  the  situations  described,  the  primary  insurance  amount 
would  be  paid.  In  the  second,  the  primary  insurance  amount  plus  family  benefits 
(up  to  the  maximum  family  benefits)  would  be  paid.  In  the  third  situation,  the 
primary  insurance  amount  would  be  paid  if  there  are  no  dependent  children,  and 
family  benefits  would  be  paid  on  behalf  of  the  dependent  children,  if  any.  We  see  no 
logical  reason  for  such  a  formula. 

The  benefit  formula  for  the  primary  insurance  amount  and  the  maximum  family 
benefit  now  produce  widely  differing  replacement  ratios  in  all  these  situations.  One 
may  ask  whether  providing  this  diversity  of  results  in  a  social  insurance  program 
may  be  carrying  the  idea  of  social  insurance  too  far.  We  suggest  that  Congress 
might  consider  putting  the  dependents'  benefits  out  of  the  Social  Security  disability 
benefit  formula  and  providing  them  on  a  needs  basis  where  public  and  private 
sector  disability  benefits  combined  do  not  attain  minimum  standards.  We  believe 
that  the  Social  Security  disability  benefit  ought  to  provide  a  floor  of  protection 
based  upon  a  relatively  recent  earnings  test  and  ought  to  produce,  for  any  worker 
having  become  disabled  with  a  given  earnings  record,  the  same  benefit  as  it  does  for 
any  other  worker  with  the  same  earnings  record. 

I  should  now  like  to  return  to  the  disability  concepts  contained  in  the  Social 
Security  Disability  Amendments  of  1980  (Public  Law  96-265).  We  again  applaud  the 
courageous  leadership  of  Chairman  Pickle  and  this  Subcommittee  in  securing  ap- 
proval of  this  legislation  by  the  last  Congress.  It  marked  a  significant  and  coura- 
geous first  step  on  the  part  of  Congress  toward  facing  up  to  the  very  real  problems 
that  confront  the  Social  Security  system's  disability  benefit  program. 

As  monumental  an  achievement  as  Public  Law  65-265  was,  problems  remain 
which  will  lead  to  serious  financial  difficulties  in  the  future.  However,  there  are 
realistic  opportunities  for  significantly  reducing  those  difficulties.  Our  purpose 
today  is  to  discuss  the  disability  side  of  those  problems  and  to  suggest  some  ap- 
proaches that  we  hope  to  be  discussing  with  the  Subcommittee  and  its  staff  in 
greater  detail  in  the  near  future. 

The  1980  Disability  Amendments  achieve  a  benefit  formula  that  continues  to 
recognize  the  social  nature  of  the  Social  Security  Act  and  to  tilt  its  benefits  in  favor 
of  the  lower  income  beneficiary.  This  we  support  and  encourage.  They  also  remove 
certain  disincentives  to  recovery  and  authorize  experiments  with  positive  actions  to 
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reduce  administrative  costs,  simplify  the  appeals  process,  and  encourage  rehabilita- 
tion and  recovery.  We  are  most  hopeful  that  all  these  objectives  will  be  met. 

We  have  shared  with  SSA  officials  our  experience  and  our  practices  in  the  areas 
of  claims  management  and  rehabilitation.  We  have  discussed  the  applicability  of 
these  practices  to  public  programs,  and  we  shall  continue  to  offer  our  expertise 
when  it  is  requested.  We  note  with  satisfaction  that  the  Social  Security  Administra- 
tion under  former  Commissioners  Ross  and  Driver  moved  to  carry  out  many  of  the 
experiments  in  motivation  and  improvements  in  administration  that  Public  Law  96- 
265  is  intended  to  encourage.  We  are  confident  that  these  initiatives  will  be  vig- 
orously pursued  by  the  new  Administration.  This  administrative  reform  is  of  great 
importance,  and  it  can  have  positive  effects  relatively  quickly.  We  urge  the  Congress 
to  continue  to  encourage  vigorous  pursuit  of  these  reforms  by  HHS. 

The  cap  on  the  maximum  family  benefit  establishes  replacement  ratios  that  are 
sufficient  to  provide  a  reasonable  floor  of  protection,  but  usually  not  so  great  as  to 
discourage  recoveries.  However,  some  mathematical  models  developed  by  Mr.  Wil- 
liam J.  Taylor,  Second  Vice  President  and  Actuary  of  the  Massachusetts  Mutual 
Life  Insurance  Company,  have  brought  to  the  surface  two  disturbing  problems  that 
were  unforeseen  by  anyone  when  the  1980  amendments  were  being  designed.  The 
tables  that  accompany  this  testimony  were  developed  by  Mr.  Taylor. 

When  the  formula  for  the  maximum  family  benefit  was  under  discussion,  the 
models  dealt  with  a  situation  under  which  it  was  assumed  that  a  beneficiary's 
earnings  over  his  working  life  would  increase  at  roughly  the  same  rate  as  the  rate 
of  increase  in  average  taxable  earnings.  And  this,  in  turn,  would  be  used  to  update 
the  average  indexed  monthly  earnings  (AIME).  In  terms  of  a  gross  earnings  replace- 
ment ratio,  the  formula  works  when  that  happens. 

The  first  of  the  two  problems  is  that,  although  the  gross  earnings  replacement 
ratio  will  stay  reasonably  stable  under  those  conditions,  the  net  earnings  ratio  (the 
relationship  of  after  tax  earnings  to  gross  earnings)  will  increase  year  by  year 
because  of  the  bracket  creep  that  will  occur  under  the  income  tax  laws  as  average 
earnings  increase  with  inflation  and  the  level  of  income  tax  exemptions  (now  $1,000 
per  life  under  65  and  not  blind)  and  the  tax  brackets  remain  stable  or  lag  behind 
the  rate  of  increase  in  earnings. 

Table  1  attached  to  this  testimony  illustrates  this.  It  shows  how  the  1980  amend- 
ments will  affect  a  person  born  in  1949,  and  first  employed  in  1971  at  $7,800  per 
year,  he  would  have  a  consistently  increasing  net  earnings  replacement  ratio  if  his 
wages  increased  at  exactly  the  average  rate  used  in  indexing.  Note  that  the  maxi- 
mum family  benefit  replacement  ratio  dropped  from  71  percent  to  61  percent  as  a 
result  of  the  1980  amendments,  but  unless  the  tax  laws  are  changed,  it  will  gradual- 
ly increase  because  of  the  bracket  and  exemption  creep  until  it  is  72  percent  in  1989 
and  73  percent  in  1990. 

The  second  problem  is  an  exacerbation  of  the  first. 

If  a  worker  s  average  earnings  increase  at  a  rate  that  is  less  than  the  rate  of 
increase  in  the  average  wage,  his  AIME  will  increase  at  a  rate  that  exceeds  the  rate 
of  increase  of  the  average  wage  and,  hence,  his  benefit  will  ultimately  exceed  even 
his  gross  earnings.  And  the  greater  the  lag  in  the  rate  of  increase  in  the  worker's 
earnings,  the  more  significant  this  effect  is. 

Table  2  shows  the  development  of  the  replacement  ratios  of  maximum  family 
benefit  to  net  after-tax  earnings  for  persons  whose  salaries  exactly  equal  the  maxi- 
mum wage  base  with  disabilities  beginning  over  the  years  between  1980  and  1990. 
Ratios  are  shown  for  persons  born  in  1953,  1943,  and  1929.  The  first  column  shows 
replacement  ratios  prior  to  the  effectiveness  of  the  1980  amendments,  the  second, 
the  1980  ratios  after  the  amendments.  The  other  columns  illustrate  the  development 
of  replacement  ratios  for  disabilities  beginning  in  subsequent  years.  You  can  see 
how  the  replacement  ratio  dropped  sharply  with  the  enactment  of  the  1980  amend- 
ments, but  will  then  gradually  rise  until  it  is  about  two-thirds  of  net  earnings  in 
1990. 

Table  3  illustrates  what  would  happen  to  persons  born  in  the  same  years  if  they 
earned  at  the  maximum  taxable  rates  until  1971  but  then  had  increases  at  the  rate 
of  only  6  percent  per  year  thereafter.  Here,  the  rapid  increase  in  the  replacement 
ratio  is  dramatic. 

Table  4  shows  the  results  for  a  person  born  in  1956  and  first  employed  in  1978  at 
$15,000  per  year  with  hypothetical  annual  salary  increases  of  4  percent,  6  percent,  8 
percent,  10  percent,  15  percent,  and  20  percent.  The  replacement  ratio  does  not 
stabilize  until  the  rate  of  salary  increase  reaches  15  percent  per  year. 

The  tables  assume  that  the  present  income  tax  structure  continues  unchanged 
throughout  the  period  they  cover.  We  are  developing  similar  tables  using  different 
income  tax  rate  assumptions  to  test  the  effect  of  different  tax  scenarios  on  the 
replacement  ratio,  but  they  are  not  yet  available.  We  shall  share  them  with  you 
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when  they  are.  Obviously,  reductions  in  the  progressivity  of  the  income  tax  struc- 
ture as  incomes  in  general  rise  would  have  a  mitigating  effect.  The  extent  of  any 
mitigation  cannot  be  estimated  without  knowing  what  the  tax  formulas  will  be.  But 
we  see  no  easy  solution  to  the  indexing  problem.  It  arises  from  the  use  of  a  benefit 
formula  based  on  lifetime  earnings  over  a  spectrum  of  rapid  economic  change.  That 
kind  of  formula  can  probably  never  produce  reasonable  results  in  terms  of  current 
earnings  under  present  economic  conditions. 

We  believe  that  we  should  consider  change  in  the  Social  Security  disability 
benefit  formula  to  a  simpler  one  that  relates  to  years  of  covered  employment  and  a 
more  recent  period  of  earnings  such  as  the  last  five  years  or  the  last  three  years. 
Such  a  formula  could  be  graded  to  produce  more  reasonable  after-tax  replacement 
ratios.  We  have  not  at  this  point  done  enough  study  to  recommend  a  specific 
formula,  but  we  do  have  some  ideas  that  we  think  ought  to  be  researched  and 
discussed  further. 

Such  a  benefit  formula  would  produce  an  initial  disability  benefit  that  would  be  a 
percentage  of  the  average  of  the  net  earnings  of  the  beneficiary  over  a  group  of 
recent  years.  This  could  be,  for  example,  a  percentage  of  the  average  earnings  of  the 
highest  three  of  the  most  recent  five  years,  or  of  the  AIME  for  the  most  recent  five 
years,  whichever  is  greater.  The  point  is  to  choose  a  formula  that  will  reflect  the 
most  recent  years  of  earnings  but  will  also  allow  the  selection  of  some  earlier  years 
in  the  case  of  an  individual  whose  earning  power  may  have  been  gradually  eroded 
by  a  debilitating  disease  such  as  multiple  sclerosis  that  ultimately  results  in  total 
disability.  Post-qualification  indexing  could  then  proceed  substantially  as  at  present. 

The  actual  precentage  ought  to  be  designed  for  grading  according  to  the  level  of 
earnings  of  the  disabled  worker  in  order  to  preserve  the  progressive  nature  of  the 
benefit  and  the  social  purposes  of  the  Act  along  the  lines  suggested  in  our  discussion 
of  the  Megacap. 

After-tax  net  earnings  would  have  to  be  developed  by  a  relatively  simple  formula 
that  would  ignore  state  and  local  income  taxation  (which  differs  from  state  to  state) 
and  non-earned  income  such  as  interest,  dividends,  rents  and  royalties.  One  possible 
approach  would  be  to  use  reported  W-2  type  wages,  commissions  and  fees  only,  and 
to  use  a  hypothetical  income  tax  based  on  the  standard  deduction  in  order  to  avoid 
unfair  results  arising  from  individual  situations  and  possible  difficulty  of  retrieving 
actual  data.  We  hope  to  prepare  some  models  to  test  some  of  those  approaches  in 
the  near  future. 

Of  course  these  are  fairly  novel  ideas.  We  hope  to  refine  them  and  to  present  you 
with  a  definite  proposal  in  the  near  future.  But  if  it  proves  impossible  to  make  such 
changes  now,  other  approaches  that  might  be  considered  include: 

Reviewing  the  present  breakpoints  in  the  benefit  formula  for  the  Primary  Insur- 
ance amount  to  see  if  they  are  logical  and  produce  the  desired  results; 

Finding  a  way  to  deal  with  the  income  tax  bracket  creep  we  previously  discussed; 

Tying  the  indexing  of  the  post-qualification  Social  Security  benefit  to  the  rate  of 
increase  of  some  index  other  than  the  consumer  price  index  such  as  the  rate  of 
increase  in  average  after-tax  earnings  or  the  national  rate  of  increase  in  average 
monthly  wages  after  the  commencement  of  benefit  eligibility;  and 

Indexing  benefits  on  something  less  than  100  percent  of  the  increase  in  the 
consumer  price  index.  For  example,  the  increase  in  the  Social  Security  benefit  could 
be  held  to  a  proportion  of  the  prior  benefit  equal  to  a  predetermined  percentage  of 
the  CPI  intended  to  eliminate  those  portions  of  the  increase  in  the  CPI  generally 
inapplicable  to  retired  or  disabled  people.  One  approach  might  be  to  use  a  formula 
percentage  along  the  lines  of  the  ratio  of  the  average  after-tax  income  to  pre-tax 
income  in  the  income  bracket  represented  by  the  employee's  AIME  at  the  time  the 
diability  commenced. 

We  appreciate  the  opportunity  to  present  these  ideas  to  you.  We  apologize  for  the 
early  stage  of  development  in  which  they  are  at  present,  and  we  look  forward  to  the 
opportunity  of  discussing  these  ideas  with  you  and  your  staff  in  the  near  future. 
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TABLE  5 

GROUP  LONG-TERM  DISABILITY  INSURANCE 
(Six-Month  Elimination  Period;  Calendar  Year  of  Issue  Excluded; 
All  Ages,  Males,  Females,  and  Sex  Unknown  Combined) 
Calendar  Years  of  Experience  1969-73 


LIFE 

YEARS 

EXPOSED 


RATIO  OF 
ACTUAL  TO 
EXPECTED 
CLAIMS 


Ratio  of  gross  benefit  (before  reduction 
for  integration)  to  salary: 

Always  less  than  50% 

Generally  less  than  50% 

Subtotal  (less  than  50%) 

50%  (exactly  or  approximately) 

Always  more  than  50%,  exact    %  unknown 

Generally  more  than  50%,  exact  %  unknown 

More  than  50%,  but  less  than  or 

equal  to  60% 

More  than  60%,  but  less  than  or 
equal  to  70% 

More  than  70% 

Subtotal  (greater  than  50%) 
Other,  including  not  determinable 

Total  salaried,  nonexecutive 

Other  income  sources  included  in  plan  integra- 
tion provisions: 

Nonintegrated  (benefits  paid  in  addition 
to  Social  Security) 

Social  Security  primary  benefit  only 
deducted 

Social  Security  primary  and  family 
benefit  deducted 

Other  integration  bases 

Total  Salaried  r  nonexecutive 


16,326 
45,655 
_  61,981 
628,303 


38,648 
32,377 

513,924 

56,687 
23,  824 
713,976 

 64,162 

1,468,922 

440,194 

248,824 

761,021 
18,383 
1,468,922 


52% 
118% 


99% 


87% 
148% 
153% 

93% 

106% 
219% 
109% 
71% 


97% 


110% 
97% 


91% 
77% 


97% 


SOURCE:    Transactions  of  the  Society  of  Actuaries,  1975  Reports  Number,  P.  266  &  267 
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Mr.  Pickle.  Thank  you.  We  will  have  questions,  I  am  sure. 
Now,  Mr.  Schloss? 

Mr.  Schloss.  I  am  going  to  defer  to  Reese  Robrahn  who  will 
present  on  behalf  of  our  panel  the  joint  statement  we  submitted. 
Mr.  Pickle.  Mr.  Robrahn? 

STATEMENT  OF  REESE  ROBRAHN,  EXECUTIVE  DIRECTOR, 
AMERICAN  COALITION  OF  CITIZENS  WITH  DISABILITIES;  AC- 
COMPANIED BY  LYNN  PHILLIPS,  PARALYZED  VETERANS  OF 
AMERICA,  AND  IRV  SCHLOSS,  AMERICAN  COUNCIL  OF  THE 
BLIND;  ALSO  ON  BEHALF  OF  AMERICAN  FOUNDATION  FOR 
THE  BLIND;  ARTHRITIS  FOUNDATION;  ASSOCIATION  FOR  RE- 
TARDED CITIZENS;  EPILEPSY  FOUNDATION  OF  AMERICA;  NA- 
TIONAL EASTER  SEAL  SOCIETY;  NATIONAL  MENTAL  HEALTH 
ASSOCIATION;  NATIONAL  MULTIPLE  SCLEROSIS  SOCIETY; 
NATIONAL  SOCIETY  FOR  AUTISTIC  CHILDREN;  AND  UNITED 
CEREBRAL  PALSY  ASSOCIATIONS,  INC. 

Mr.  Robrahn.  I  am  executive  director  of  the  American  Coalition 
of  Citizens  with  Disabilities.  Twelve  organizations  have  submitted  a 
written  statement  plus  an  addendum  which  we  would  like  to  have 
entered  in  the  record. 

I  will  simply  summarize  that. 

The  twelve  organizations  are  the  American  Coalition  of  Citizens 
with  Disabilities,  the  American  Council  of  the  Blind,  the  American 
Foundation  for  the  Blind,  the  Arthritis  Foundation,  the  Association 
for  Retarded  Citizens,  the  Epilepsy  Foundation  of  America,  the 
National  Easter  Seal  Society,  the  National  Mental  Health  Associ- 
ation, the  National  Multiple  Sclerosis  Society,  the  National  Society 
for  Autistic  Children,  the  Paralyzed  Veterans  of  America  and  the 
United  Cerebral  Palsy  Associations. 

Mr.  Schloss  will  make  a  very  brief  statement  concerning  student 
benefits  when  I  am  through  and  both  Mr.  Schloss  and  Mrs.  Phillips 
are  here  to  help  me  field  any  questions. 

The  twelve  organizations  that  I  have  mentioned  represent  a 
large  spectrum  of  organizations  and  individuals.  Each  organization 
has  its  own  priorities  and  interests,  yet  we  share  a  common  inter- 
est and  grave  concerns  about  the  future  of  the  Social  Security 
Disability  Insurance  program. 

I  might  say  here  that  I  want  to  remind  you  that  we  are  talking 
about  disability  insurance.  We  are  not  talking  about  pensions,  and 
I  don't  think  that  there  is  anyone  out  there  among  your  constituen- 
cy who  would  like  to  recover  everything  they  put  in  under  disabil- 
ity insurance. 

No  one  wants  to  become  disabled,  I  can  assure  you  of  that. 

We  want  to  outline  our  views  on  the  short-  and  long-term  financ- 
ing alternatives  for  the  social  security  system  under  consideration, 
and  we  want  to  remind  you  of  the  great  impact  of  your  decisions 
on  disability  insurance  recipients. 

Throughout  the  process  of  dealing  with  the  financial  stability  of 
social  security  trust  funds  since  1975,  disability  insurance  recipi- 
ents have  borne  the  brunt  of  the  efforts,  both  to  restore  fiscal 
disability  to  the  system  and  to  slow  the  growth  of  demands  upon 
the  social  security  program. 
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Administering  a  program  such  as  social  security  in  an  equitable 
manner,  we  agree,  is  certainly  a  most  difficult  responsibility;  how- 
ever, there  are  two  basic  issues  that  need  to  be  addressed  here. 
Those  two  issues,  first  is  that  of  program  stability  and  second,  the 
issue  is  that  of  program  integrity. 

Our  great  concern  and  fear  is  that  in  the  desire  to  achieve 
program  stability,  program  integrity  will  not  be  maintained.  Eco- 
nomic analysts  appear  to  agree  that  the  social  security  trust  funds 
will  not  be  able  to  continue  providing  full  benefits  to  all  eligible 
recipients  indefinitely  unless  changes  are  made  in  the  way  in 
which  the  system  is  financed.  The  questions  that  do  not  elicit 
universal  answers  and  agreement  are  how  long  before  the  trust 
fund  moneys  will  run  out  and  and  how  can  we  best  address  the 
financing  problems  of  the  system? 

Each  year  that  these— this  matter  comes  before  the  Congress 
new  and  differing  economic  assumptions  are  presented  to  predict 
the  future  of  the  social  security  trust  funds.  Congress  makes  recom- 
mendations and  changes  in  the  law  which  have — which  adjust  to 
adapt  to  the  new  improved  economic  assumptions. 

We  urge  you  to  exercise  utmost  prudence  from  this  point  on.  It  is 
essential  that  both  the  short-  and-long  term  financing  problems  be 
addressed  adequately,  be  addressed  now  to  avoid  future  instability 
in  the  system. 

The  administration  suggests  or  proposes  one  primary  change  in 
eligibility  determination  affecting  applicants  for  social  security  dis- 
ability insurance.  This  proposed  change  is  the  recency  of  work  test 
which  would  require  disability  insurance  beneficiaries  to  have 
worked  IV2  out  of  the  3  years  or  6  out  of  the  13  quarters  preceding 
disability  in  order  to  be  eligible  for  disability  benefits. 

This  proposal,  we  submit,  if  it  became  law,  would  be  among  the 
worst  forms  of  discrimination  against  disabled  people.  It  represents 
a  total  lack  of  understanding  of  the  life  experience  of  disabled 
persons. 

Let  me  give  you  some  examples.  A  woman  works  for  10  years 
and  pays  into  the  social  security  system.  She  becomes  pregnant  and 
leaves  work,  and  after  the  child  is  born  she  devotes  her  full  time  to 
rearing  the  child  for  a  period  of  IV2  years,  and  then  she  becomes 
disabled  by  reason  of  disease  or  trauma,  and  under  those  circum- 
stances she  would  not  be  eligible  for  benefits. 

Likewise,  there  are  many  kinds  of  disabilities,  types  of  disabil- 
ities which  exacerbate  and  remit  in  unpredictable  patterns,  includ- 
ing such  diseases  and  conditions  as  arthritis,  forms  of  cancer,  mul- 
tiple sclerosis,  some  types  of  mental  illness. 

There  are  many  others.  This  would  lead  those  people  to  have 
new  disincentives  to  returning  to  work.  Many  would  be  caught  in 
the  trap  of  quarter  counting  and  betting  on  the  odds  as  to  whether 
they  would  be  able  to  work  for  the  next  several  quarters. 

The  complications  of  life  activities  of  persons  with  disabilities  in 
this  matter  of  recency  of  work  tests  of  such  short  duration  would 
be  patently  unfair  and  grossly  inequitable  to  those  who  have  con- 
tributed substantially  to  the  system. 

We  favor  retaining  the  present  eligibility  requirements  with  re- 
spect to  full  insurance  status.  We  are  especially  concerned  that  the 
social  security  system  be  stabilized  now  because  we  have  seen 
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annually  attempts  to  erode  the  benefits  of  social  security  disability 
insurance  beneficiaries. 

As  a  result  of  the  1977  social  security  financing  amendments,  for 
instance,  the  benefit  structure  was  revised  by  decoupling,  thus 
reducing  the  benefits  to  which  younger  disabled  workers  would  be 
entitled  in  relation  to  retired  workers. 

The  social  security  financing  amendments  of  1980,  for  instance, 
placed  a  cap  on  maximum  family  benefits  for  disability  insurance 
beneficiaries  and  reduced  the  number  of  dropout  years  allowed  to 
be  counted  for  younger  workers  when  determining  predictability 
earnings. 

From  1975  to  1980,  the  denial  rate  for  disability  insurance  claims 
increased  from  50.1  to  67.4  percent,  indicating  that  the  require- 
ments for  qualifying  for  benefits  were  being  tightened  significantly 
through  the  administrative  process,  and  I  submit  that  much  of  the 
tightening  resulted  from  total  lack  of  understanding  of  the  people 
who  made  those  decisions  as  to  what  is  really  involved  in  the  many 
disabilities  of  the  people  who  applied  for  the  benefits. 

Throughout  the  period  from  1975  to  the  present,  various  argu- 
ments have  been  used  to  support  a  reduction  in  benefits  and  a 
reduction  in  the  number  of  disability  insurance  beneficiaries. 

All  of  these  proposals  to  help  the  financial  problems  of  the 
system  have  the  effect  of  establishing  a  continual  erosion  of  benefit 
levels. 

Less  than  100  percent  of  CPI  increases,  the  lesser  of  wage  or 
price  increases,  and  other  similar  adjustments  in  the  plans  over  a 
period  of  years  reduces  the  benefit  levels  in  real  dollars. 

To  assume  that  benefit  levels  for  the  vast  majority  of  disability 
insurance  recipients  are  overly  generous,  we  do  not  believe  that  is 
the  case.  That  is  based  on  the  experience  of  the  disabled  people 
that  we  represent. 

Likewise,  recalculating  the  CPI  is  not  something  we  can  support. 
We  believe  all  of  the  methods  which  have  been  proposed  so  far  will 
fail  to  take  into  account  the  real  inflationary  costs  of  items  and 
services  especially  needed  by  disabled  citizens. 

These  include  things  which  are  particularly  subject  to  the — to 
inflation  such  as  medical  services. 

Any  fair  analysis  of  the  resources  available  to  disabled  individ- 
uals and  families  receiving  disability  insurance  as  compared  to 
other  citizens  would  demonstrate  the  extreme  financial  restraints 
under  which  most  disabled  persons  and  their  families  live. 

Moreover,  the  definition  of  disability  under  title  II  is  the  strictest 
definition  of  disability  in  any  Federal  or  private  program.  It  is  not 
acceptable  to  keep  whittling  away  at  the  benefits  to  which  title  II 
recipients  are  entitled  in  order  to  bolster  up  a  sagging  trust  fund  or 
to  balance  a  Federal  budget. 

There  is  one  possible  proposal  that  we  could  agree  with.  That  is 
an  alternative.  That  would  be  acceptable  to  us.  That  is  allowing  up 
to  one-half  of  the  hospital  insurance  programs  to  be  paid  out  of 
general  revenues. 

Since  hospital  insurance  benefits  are  not  wage  related,  we  would 
be  able  to  accept  such  a  proposal. 

More  or  less  in  conclusion,  we  urge  this  subcommittee  to  act 
quickly  to  strengthen  the  financial  soundness  of  the  social  security 
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program  providing  for  short-  and  long-term  relief  so  that  social 
security  beneficiaries  are  not  penalized  for  the  system's  ills. 

We  strongly  urge  you  to  oppose  any  and  all  attempts  to  reduce 
benefits  eligible  to  disabled  social  security  beneficiaries.  We  urge 
that  you  remember  that  the  disability  insurance  beneficiary  popu- 
lation already  in  the  past  several  years  has  suffered  from  unfair 
and  unnecessary  benefit  cuts,  and  we  ask  that  you  go  further  and 
give  specific  attention  to  protecting  the  benefits  of  this  disability 
population  in  the  ensuing  discussions  and  deliberations  on  this 
matter. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Reese  Robrahn,  Executive  Director,  American  Coalition  of 
Citizens  With  Disabilities;  Also  on  Behalf  of  American  Council  of  the 
Blind,  American  Foundation  for  the  Bund,  Arthritis  Foundation,  Associ- 
ation for  Retarded  Citizens,  Epilepsy  Foundation  of  America,  National 
Easter  Seal  Society,  National  Mental  Health  Association,  National  Mul- 
tiple Sclerosis  Society,  National  Society  for  Autistic  Children,  Paralyzed 
Veterans  of  America,  and  United  Cerebral  Palsy  Associations,  Inc. 

Mr.  Chairman  and  distinguished  members  of  the  Subcommittee,  I  am  pleased  to 
have  this  opportunity  to  speak  to  you  today  on  behalf  of  the  12  organizations  listed 
on  the  first  page  of  our  statement.  As  you  see,  the  groups  represent  a  large 
spectrum  of  organizations  and  individuals.  Each  of  our  individual  organizations  has 
its  own  priorities  and  interests,  yet  we  share  a  common  interest  in,  and  grave 
concerns  about,  the  future  of  the  social  security  disability  insurance  program. 

The  purpose  of  these  hearings  is  to  examine  once  again  various  short  and  long- 
term  financing  alternatives  for  the  social  security  system.  What  we  would  like  to 
outline  for  you  are  our  views  on  this  very  important  issue,  and  the  impact  of  your 
decisions  upon  disability  insurance  recipients. 

The  financial  stability  of  the  social  security  trust  funds  has  been  a  nagging 
problem  for  this  committee  since  1975.  Actuarial  estimates  have  been  given,  legisla- 
tive "remedies"  passed,  and  revised  estimates  provided  ever  since  passage  of  the 
1977  Social  Security  Financing  Amendments.  At  the  same  time,  Congress  and  the 
administrative  branch  of  government  have  initiated  numerous  studies  to  determine 
why  the  demands  upon  the  system  had  increased.  Throughout  this  process,  social 
security  disability  insurance  recipients  have  borne  the  brunt  of  efforts  both  to 
restore  fiscal  balance  to  the  system  and  to  slow  the  growth  in  demands  upon  the 
social  security  program. 

Administering  a  program  such  as  social  security  in  an  equitable  manner  is  an 
unenviable  and  unwieldy  responsibility.  However,  there  are  two  basic  issues  that 
need  to  be  addressed  and  they  should  be  addressed  separately.  The  first  issue  is  that 
of  program  stability.  The  second  issue  is  one  of  program  integrity.  Our  greatest  fear 
is  that,  in  the  desire  to  achieve  program  stability,  program  integrity  will  not  be 
maintained. 

SOCIAL  SECURITY  PROGRAM  STABILITY 

The  social  security  trust  funds  will  not  be  able  to  continue  providing  full  benefits 
to  all  eligible  recipients  indefinitely  unless  changes  are  made  to  the  way  in  which 
the  system  is  financed.  That  much  seems  to  be  agreed  upon  by  virtually  all  econom- 
ic analysts.  The  questions  that  do  not  elicit  universal  answers  are  (1)  how  long 
before  the  trust  funds  run  out  of  money?,  and  (2)  how  can  we  best  address  the 
financing  problems  of  the  social  security  program? 

Each  year  for  the  past  several  years,  new  and  differing  economic  assumptions 
have  been  presented  to  predict  the  future  health  or  illness  of  the  social  security 
trust  funds.  The  Congressional  recommendations  for  changes  to  the  system  have 
been  adjusted  to  adapt  themselves  to  the  new,  "improved"  economic  assumptions. 
We  urge  you  to  exercise  utmost  prudence  from  this  point  on,  and  to  assume  that  the 
very  worst  possible  scenario  will  occur.  It  is  essential  that  both  the  short  and  long- 
term  financing  problems  be  addressed  adequately  to  avoid  any  future  instability  in 
the  social  security  system. 
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SOCIAL  SECURITY  PROGRAM  INTEGRITY 

We  are  especially  concerned  that  the  social  security  system  be  stabilized  now 
because  we  have  seen  annual  attempts  on  the  part  of  government  appointees  and 
elected  officials  to  erode  the  benefits  of  social  security  disability  insurance  benefici- 
aries. As  a  result  of  the  1977  Social  Security  financing  amendments,  the  benefit 
structure  was  revised  by  "decoupling,"  thus  reducing  the  benefits  to  which  younger 
disabled  workers  would  be, entitled  in  relation  to  retired  workers.  The  Social  Secu- 
rity financing  amendments  of  1980  placed  a  "cap"  on  maximum  family  benefits  for 
DI  beneficiaries  and  reduced  the  number  of  dropout  years  allowed  for  younger 
workers  when  determining  pre-disability  earnings.  From  1975  to  1980,  the  denial 
rate  for  DI  claims  increased  from  50.1  percent  to  67.4  percent,  indicating  that  the 
requirements  for  qualifying  for  benefits  were  being  tightened  significantly  from  an 
administrative  standpoint. 

Throughout  the  period  from  1975  to  the  present,  various  arguments  have  been 
used  to  support  a  reduction  in  benefits  and  a  reduction  in  the  number  of  disability 
insurance  beneficiaries.  One  of  the  recurring  reasons  given,  though,  has  been  to 
reduce  the  costs  of  the  program  and  to  help  restore  the  financial  soundness  of  the 
disability  insurance  program,  or  the  social  security  program  in  general. 

All  of  our  organizations  firmly  oppose  the  concept  of  reducing  benefits  to  achieve 
financial  stability.  Persons  who  qualify  for  benefits  under  the  social  security  disabil- 
ity insurance  program  have  paid  taxes  into  the  social  security  program  in  order  to 
qualify  for  those  benefits.  Moreover,  the  definition  of  disability  under  Title  II  is  the 
strictest  definition  of  disability  in  any  federal  or  private  program.  It  simply  is  not 
acceptable  to  whittle  away  at  the  benefits  to  which  Title  II  recipients  are  entitled  in 
order  to  build  up  a  sagging  trust  fund  or  to  balance  a  federal  budget. 

ALTERNATIVES 

One  possible  alternative  which  our  organizations  would  find  acceptable  is  that  of 
allowing  up  to  one-half  of  the  hospital  insurance  program  to  be  paid  for  out  of 
general  revenues.  Since  hospital  insurance  benefits  are  not  wage-related,  we  would 
be  able  to  accept  such  a  proposal. 

UNACCEPTABLE  ALTERNATIVES 

All  of  the  organizations  listed  on  the  first  page  of  this  statement  vehemently 
oppose  any  further  reduction  in  benefits  to  DI  recipients.  The  1980  benefit  reduc- 
tions were  based  upon  misleading  statements  about  benefit  adequacy  and  recipient 
population  characteristics;  the  further  cuts  being  proposed  would  add  insult  to 
injury  and  penalize  even  more  those  persons  who  can  least  afford  it — those  persons 
who  are  so  severely  disabled  that  they  are  unable  to  work. 

SUMMARY 

We  urge  this  subcommittee  to  act  quickly  to  strengthen  the  financial  soundness  of 
the  social  security  program  so  that  social  security  beneficiaries  are  not  penalized  for 
the  system's  ills.  Furthermore,  we  strongly  urge  you  to  oppose  any  and  all  attempts 
to  reduce  benefits  of  eligible  social  security  beneficiaries.  Finally  we  plead  with  you 
to  remember  that  the  disability  insurance  beneficiary  population  already  has  suf- 
fered from  unfair  and  unnecessary  benefit  cuts.  Thus,  we  ask  that  you  give  special 
attention  to  protecting  the  benefits  of  that  population  in  ensuing  discussions  about 
the  social  security  program. 

Thank  you  for  your  interest  and  attention. 

Addendum 

eligibility  for  disability  insurance 

The  President's  proposals  suggest  one  primary  change  to  eligibility  determination 
affecting  applicants  for  Social  Security  Disability  Insurance.  This  proposed  change  is 
the  "recency-of-work"  test  which  would  require  disability  insurance  beneficiaries  to 
have  worked  one  and  one  half  out  of  the  three  years  preceding  disability  in  order  to 
be  eligible  for  the  DI  benefits  which  replace  lost  wages. 

While  it  may  not  have  been  intended,  this  proposal,  if  it  became  law,  would  be 
among  the  worst  forms  of  discrimination  against  the  disabled.  It  represents  a  total 
misunderstanding  of  the  life  experiences  of  disabled  persons.  For  example,  under 
the  proposed  "recency-of-work"  test,  a  woman  who  left  work  after  ten  straight  years 
of  contributing  to  social  security,  during  her  sixth  month  of  pregnancy  and  spent 
one  and  a  half  years  totally  dedicated  to  child  rearing,  and  then  became  disabled  by 
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a  disease  or  trauma,  would  not  be  eligible  for  benefits.  Likewise,  persons  with  types 
of  disabilities  which  exacerbate  and  remit  in  unpredicable  patterns,  including  ar- 
thritis, forms  of  cancer,  multiple  sclerosis,  some  types  of  mental  illness,  etc.,  would 
be  faced  with  new  disincentives  to  returning  to  work.  Many  would  be  caught  in  the 
trap  of  quarters-counting  and  betting  on  the  odds  of  whether  they  will  be  able  to 
work  for  the  next  several  quarters. 

The  complications  of  life  activities  for  persons  with  disabilities  suggests  that  a 
recency  of  work  test  of  such  short  duration  would  not  be  fair  to  those  who  have 
contributed  substantially  in  previous  years.  We  intensely  favor  retaining  the  pres- 
ent eligibility  requirements  with  respect  to  fully  insured  status. 

CONTINUOUS  EROSION  OF  THE  BENEFIT  LEVELS 

Various  proposals  to  help  the  financial  problems  of  the  system  would  have  the 
effect  of  establishing  a  continual  erosion  of  benefit  levels.  Less  than  100  percent  of 
CPI  increases,  the  lesser  of  wage  or  price  increases,  and  other  adjustments  which 
would  over  a  period  of  years  reduce  the  benefit  levels  in  real  dollar  terms,  assumes 
that  benefit  levels  for  the  vast  majority  of  DI  recipients  and  their  families  are 
overly  generous.  We  do  not  believe  that  to  be  the  case.  Likewise,  recalculating  the 
CPI  is  not  something  we  can  support;  we  believe  all  those  methods  which  have  been 
proposed  so  far  will  fail  to  take  account  of  the  real  inflationary  costs  of  item  and 
services  especially  needed  by  disabled  citizens.  Any  fair  analysis  of  the  resources 
available  to  disabled  individuals  and  families  receiving  DI  as  compared  to  other 
citizens  would  demonstrate  the  extreme  financial  restraints  under  which  most 
disabled  persons  and  their  families  live. 

American  Council  of  the  Bund 

Everyone  agrees  that  the  financing  problems  facing  the  Social  Security  system 
are  serious  and  require  immediate  attention.  However,  the  Council  is  firmly  opposed 
to  any  erosion  in  benefits  as  a  short-term  answer  to  these  financing  problems. 

The  following  statement  represents  the  position  of  the  American  Council  on  some 
of  the  Administration  proposals  for  cutbacks  in  the  program. 

The  American  Council  of  the  Blind  joins  with  the  other  organizations  represent- 
ing disabled  persons  whose  testimony  is  being  presented  by  Reese  H.  Robrahn, 
Executive  Director  of  the  American  Coalition  of  Citizens  with  Disabilities.  We 
concur  fully  in  that  testimony.  However,  the  Council  also  belongs  to  the  Save  Our 
Security  Coalition  and  we  are  as  deeply  concerned  about  the  proposed  changes  in 
the  old  age  and  survivors'  portions  of  the  Social  Security  program  as  we  are  about 
the  disability  insurance  cutbacks. 

For  that  reason,  we  are  filing  this  separate  statement  to  emphasize  our  objections 
to  the  following  Administration  proposals: 

Elimination  of  the  minimum  Benefit:  The  rationale  for  eliminating  this  benefit  is 
that  there  are  so  many  persons  receiving  money  from  other  sources  as  to  make  this 
provision  overly  abused.  In  actuality,  only  about  15  percent  of  those  receiving  the 
minimum  benefit  are  receiving  other  retirement  monies  and  the  remaining  85 
percent  rely  very  much  on  their  minimum  benefit. 

Elimination  of  Student  Benefit:  This  is  a  cut  which  would  affect  many  blind  and 
disabled  persons  since  approximately  20  percent  of  the  students  receiving  the  bene- 
fit are  children  of  disability  recipients.  To  eliminate  this  benefit  at  a  time  when  so 
many  other  sources  of  assistance  for  college  students  are  also  being  eliminated  or 
cut  back  would  seriously  threaten  the  chances  that  these  students  will  be  able  to 
complete  their  educations. 

Cutbacks  in  Disability  Benefits:  Here,  we  concur  fully  in  the  testimony  of  the 
representatives  of  organizations  of  and  for  disabled  persons.  The  notion  that  disabil- 
ity recipients  are  receiving  "overly-generous"  benefits  is  a  fallacy  and  an  insult  to 
America's  disabled  citizens. 

Mr.  Pickle.  Mr.  Schloss,  would  you  like  to  make  comments  on 
his  presentation  or  have  one  of  your  own? 

Mr.  Schloss.  I  would  like  to  make  some  comments  if  I  may,  just 
to  underscore  some  and  then  to  add  a  few  if  I  may  in  a  very  few 
minutes. 

First,  I  would  like  to  emphasize  that  we  advocate  strengthening 
the  financing  of  the  system  rather  than  cutting  benefits. 

Mr.  Robrahn  underscored  one  method.  That  is  allocating  50  per- 
cent of  the  tax  for  medicare  part  A  to  the  trust  fund  and  financing 
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half  of  part  A  through  general  revenues.  I  should  also  like  to  add, 
recommend  that  the  committee  consider  authorization  for  inter- 
fund  borrowing  between  the  trust  funds  and  also  the  possibility  of 
borrowing  with  payment  of  interest  in  general  revenues  as  econom- 
ic conditions  require  it. 

With  regard  to  the  recommendation  of  the  administration  for 
requiring  IV2  years  of  coverage  out  of  the  3  years  immediately 
preceding  the  onset  of  disability,  as  you  know,  this  was  part  of  the 
original  provision  for  disability  insurance  in  1954  and  was  repealed 
in  1958. 

We  believe  that  to  return  to  this  recency  of  work  provision  would 
not  only  be  regressive,  but  would  work  a  hardship  on  many  individ- 
uals who  may  become  disabled  in  the  future. 

With  regard  to  the  student  benefit,  we  believe  that  the  Adminis- 
tration's recommendation  to  eliminate  it  would  genuinely  be  coun- 
terproductive. Statistics  of  the  World  War  II  GI  bill,  the  Korean  GI 
bill,  the  Vietnam  GI  bill,  so  far— which  the  Chairman's  late  col- 
league, Representative  Olin  Teague,  had  a  major  role  in  develop- 
ing— snowed  that  individuals  with  postsecondary  education  greatly 
enhance  their  earning  capacity  over  their  lifetime. 

This  means  that  these  individuals  will  be  paying  more  into  the 
trust  fund.  We  believe  it  would  be  counterproductive,  as  I  said 
before,  to  cut  that  benefit  off  at  age  18,  thereby  depriving  many  of 
the  individuals  involved  of  the  possibility  of  obtaining  postsecond- 
ary education.  Of  the  present  number  of  individuals — close  to 
800,000  receiving  student  benefits— approximately  61  percent  are 
the  children  of  deceased  workers;  20  percent  are  the  children  of 
disabled  workers;  and  19  percent  the  children  of  retired  workers. 

The  recommendation  of  the  gentleman  on  my  left  is  rather  harsh 
in  our  view.  There  seems  to  be  a  tendency  to  want  to  pauperize 
disability  insurance  beneficiaries. 

Given  the  circumstances  of  their  lives  with  the  fact  that,  as 
Secretary  Califano  pointed  out  in  testifying  before  this  subcommit- 
tee back  in  February  of  1979,  the  definition  of  disability  is  such  a 
strict  one  that  there  would  hardly  be  a  debilitating  effect  from 
benefits  that  kept  pace  with  the  cost  of  living,  that  tried  to  enable 
severely  disabled  individuals  to  lead  a  life,  if  they  were  unable  to 
be  rehabilitated. 

As  you  know,  the  average  benefit  is  currently — the  average  dis- 
ability insurance  benefit  is  currently  $370  a  month.  That  is  hardly 
enough  that  would  prove  to  be  a  disincentive  to  those  who  have  the 
capacity  for  becoming  rehabilitated  and  going  back  to  work. 

That  is  all  I  would  like  to  add  at  this  point,  Mr.  Chairman. 

Mr.  Pickle.  We  thank  you  for  your  statements. 

May  I  ask  if  Lynn  Phillips  would  want  to  make  an  additional 
statement? 

Mrs.  Phillips.  I  would  just  like  to  make  a  few  brief  comments. 

I  have  to  admit  when  I  came  to  the  Longworth  Building  this 
morning  I  felt  an  extreme  feeling  of  pessimism,  because  the  con- 
stituency that  we  are  trying  to  represent  is  a  difficult  constituency 
to  represent. 

It  consists  of  people  of  all  kinds  of  disabilities,  of  varying  degrees, 
but  all  of  them  are  beneficiaries  under  the  social  security  disability 
insurance  program,  and  my  problem  is  how  do  I  convince  a  sub- 
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committee  on  social  security  of  what  it  is  really  like  to  be  on  the 
disability  insurance  program? 

I  hear  Mr.  Parker's  figures  about  a  megacap  on  limiting  benefits 
so  they  don't  exceed  predictability  earnings.  It  sounds  reasonable. 
How  do  I  combat  that  kind  of  thinking? 

What  I  would  like  to  do  for  you  is  to  try  to  get  you  to  understand 
for  just  1  minute  what  it  is  like  to  be  a  paralyzed  veteran  or  a 
person  with  severe  arthritis  so  that  it  hurts  even  to  move  in  the 
morning  or  to  have  such  a  severe  heart  condition  that  you  don't 
know  whether  it  is  safe  for  you  to  get  up  and  go  to  work  in  the 
morning  or  not. 

When  you  have  that  kind  of  a  disability,  the  problem  is  that 
there  are  numerous  expenses  associated  with  your  disability  that 
you  never  even  comprehended  before.  Wheelchairs  cost  between 
$500  to  $1,500,  and  that  kind  of  an  expense  is  something  that  you 
don't  even  comprehend  if  you  walk  in  here  and  walk  out,  and  when 
you  talk  about  limiting  postdisability  earnings  to  previous  disabil- 
ity earnings  or  a  percentage  thereof,  you  are  talking  about  certain 
assumptions  that  are  built  into  those  kind  of  figures,  and  80  per- 
cent of  predictability  earnings,  according  to  certain  actuarial  as- 
sumptions, means  nothing  to  the  person  who  relies  upon  a  respira- 
tor or  a  wheelchair  or  other  devices  that  again  most  of  us  don't 
even  realize  exist  until  we  get  involved  in  this  particular  move- 
ment. 

As  Irv  was  mentioning,  and  Reese  was  mentioning,  the  recency 
of  work  requirement  is  a  frightening  kind  of  concept  for  somebody 
who  has  multiple  sclerosis.  Multiple  sclerosis  is  a  disease  that 
comes  and  goes.  You  have  no  idea  whether  you  are  going  to  wake 
up  blind  in  the  morning  or  whether  you  won't  be  able  to  move  and 
how  long  that  will  last. 

The  disease  could  go  into  a  period  of  remission.  You  will  be 
almost  able-bodied  for  a  while,  then  you  can  be  totally  disabled 
again. 

Last  year  we  appeared  before  this  subcommittee  with  a  man  by 
the  name  of  John  Dystel  who  was  with  the  American  Coalition  for 
Citizens  with  Disabilities  at  the  time. 

John  is  an  attorney.  He  is  no  longer  working  because  his  disabil- 
ity has  become  more  severe.  Those  are  the  kinds  of  people  that  I 
don't  think  the  concept  of  work  incentives  applies  to  at  all. 

It  is  simply  a  matter  of  being  able  or  not  being  able  to  work.  If 
you  are  going  to  limit  their  benefits  to  achieve  some  kind  of  actuar- 
ial balance  or  to  make  the  system  look  more  palatable  or  to  make 
it  look  like  they  are  making  less  money  than  they  did  before  they 
became  disabled,  it  is  simply  not  germane  to  the  kind  of  problems 
those  people  have. 

As  was  mentioned  earlier  by  Ms.  Wickenden,  over  70  percent  of 
the  people  who  apply  for  disability  insurance  benefits  get  turned 
down  now.  That  has  increased  phenomenally  over  the  past  5  years, 
so  administratively  you  are  working  with  a  much  stronger  system. 

I  think  that  what  is  important  is  when  we  try  to  figure  out  the 
financial  problems  of  the  system — which  I  admit  are  horrendous — 
that  we  don't  end  up  cutting  somebody  from  the  program  or  reduc- 
ing benefits  to  an  unhealthy  level  to  achieve  that  actuarial  balance 
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or  to  make  what  looks  on  paper  like  an  equitable  contribution  to 
that  person's  income. 
Thank  you. 

Mr.  Pickle.  Let  the  Chair  say  to  you  and  to  the  other  witnesses, 
we  are  very  mindful  of  the  severe  difficulties  a  person  must  labor 
under  if  they  have  a  disability.  If  the  committee  had  a  choice,  we 
would  like  to  hope  that  everybody  could  receive  full  benefits,  no 
questions  asked. 

Most  importantly,  we  have  to  have  a  program  that  is  fair  and 
gives  hope  to  persons  who,  if  they  have  a  disability,  might  become 
employed.  The  most  important  thing  of  all  for  us  is  to  have  a  social 
security  system,  part  of  which  is  the  DI  program,  that  gives  a  sense 
of  confidence  to  the  American  people,  particularly  those  disabled, 
that  the  funds  will  be  working  and  the  money  will  be  there. 

We  have  a  difficult  decision.  We  hope  we  are  not  unmindful  of 
the  feelings  that  the  disabled  have.  We  hope  that  what  we  did  this 
last  session  was  a  step  in  the  right  dirction. 

I  could  understand  why  Mr.  Parker  would  want  to  go  even 
further,  but  that  is  a  consideration  for  the  committee  to  take  under 
advisement.  We  will  do  so,  but  the  point  I  think  is  most  important 
is  the  one  made  by  Mr.  Robrahn  when  he  said  the  most  important 
thing  he  hopes  is  that  we  get  this  program  stabilized. 

To  do  that  we  have  to  look  at  trimming  back  in  some  areas  or 
changing  the  directions.  That  is  the  difficult  decision  we  make,  but 
if  we  are  going  to  make  the  system  solvent,  then  we  have  got  to 
make  some  changes. 

That  is  what  we  are  trying  to  consider. 

The  Chair  is  going  to  ask  the  panelists,  if  they  would,  to  step 
aside  for  a  moment  so  that  we  can  hear  the  testimony  of  Senator 
Chiles,  who  is  with  us  now.  We  would  ask  that  you  be  available  for 
further  questioning  or  to  make  further  comments  if  you  wish. 

Is  that  agreeable  to  the  members  of  the  committee?  We  thank 
each  one  of  you.  If  you  would  like  to  just  have  a  seat  in  the 
audience,  we  will  hear  Senator  Chiles.  If  you  want  to  make  any 
additional  statements  or  ask  questions,  we  would  be  glad  to  re- 
spond to  them. 

Thank  you  very  much. 

STATEMENT  OF  HON.  LAWTON  CHILES,  A  U.S.  SENATOR  FROM 
THE  STATE  OF  FLORIDA 

Senator  Chiles.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Senator  Chiles,  we  welcome  you  here  this  morning. 
We  are  honored  you  would  take  the  time  from  your  busy  schedule 
to  come  over  here  and  present  us  with  your  views.  I  have  seen  a 
bill  that  you  have  introduced  along  this  subject.  The  Senator  from 
Florida  is  one  of  the  recognized  leaders  in  this  Capitol.  We  are 
pleased  to  have  you  with  us  this  morning. 

Senator  Chiles.  I  am  delighted  to  have  an  opportunity  to  be  here 
to  testify  before  your  committee.  I  want  to  congratulate  you  and 
thank  you  and  the  members  of  your  committee  for  the  comprehen- 
sive hearings  that  you  are  holding  on  our  social  security  system. 

Certainly  the  fact  that  you  are  doing  so  shows  how  well  aware 
you  and  your  members  are  that  the  system  is  in  deep  financial 
trouble.  I  think  the  challenge  facing  the  97th  Congress  is  to  make 
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sure  that  the  inflow  of  revenue  is  sufficient  to  meet  the  outflow  of 
benefits.  That  means  that  some  changes  have  to  be  made. 

Like  you,  I  am  determined  to  try  to  restore  both  the  financial 
stability  and  the  public  confidence  in  the  social  security  system, 
and,  with  these  concerns  in  mind,  I  introduced  legislation,  S.  484, 
on  February  17,  which  is  designed  to  solve  both  the  short-term  cash 
flow  crisis  and  the  serious  long-term  deficit  facing  the  social  secu- 
rity system. 

My  committee  memberships  in  the  Senate  have  given  me  some 
insight  into  the  problems  and  possible  solutions  for  the  social  secu- 
rity system. 

As  a  member  of  the  Budget  and  Appropriations  Committees,  I 
am  keenly  aware  of  the  need  to  reduce  Federal  spending  and  to  cut 
the  high  inflation  that  plagues  all  Americans,  and  I  believe  the 
best  chance  for  solving  the  financial  problems  for  the  social  secu- 
rity system  is  to  avoid  high  payroll  taxes  and  to  prevent  further 
increases  in  the  Federal  deficit. 

As  the  former  chairman  of  the  Special  Senate  Committee  on 
Aging,  and  now  the  ranking  minority  member,  I  hear  daily  from 
elderly  people  who  must  struggle  to  live  on  the  fixed  retirement 
income  during  these  difficult  times,  and  in  writing  the  legislation 
that  I  introduced,  I  tried  to  make  a  careful  effort  to  strike  a 
balance  between  the  need  for  fiscal  restraint  in  the  Federal  budget 
on  the  one  hand  and  the  need  to  assure  an  adequate  lifestyle 
earned  by  the  aged,  disabled,  and  their  survivors  on  the  other. 

The  four  goals  of  the  legislation  that  I  introduced  were  to  resolve 
the  short-term  cash  flow  problem  through  a  combination  of  inter- 
fund  borrowing  and  certain  specific  benefit  reductions;  two,  to  wipe 
out  the  long-term  deficit  and  prepare  for  the  large  increases  in 
retirement  expected  for  the  next  century  by  phasing  in  a  new 
retirement  age  of  age  68  from  the  year  2012;  three,  to  encourage  a 
greater  income  and  work  opportunity  for  older  persons  by  eliminat- 
ing the  earning  limitation,  removing  the  mandatory  retirement 
age,  and  eliminating  the  payroll  tax  for  those  over  age  65;  and 
four,  to  reduce  inflation  and  unemployment  by  providing  the  em- 
ployer with  a  steady  rollback  in  the  payroll  tax  rate  from  the 
present  tax  rate  of  6.65  to  5.79  percent  in  1983-84. 

The  employer  will  have  the  added  economic  incentive  for  further 
tax  saving  if  he  retains  or  hires  workers  over  age  65. 

A  short-term  cash  flow  crisis  in  the  social  security  system  has 
been  mounting  for  many  years,  caused  in  large  part  by  the  twin 
evils  of  high  unemployment,  which  reduces  revenues  in  the  front 
and  high  inflation,  which  increased  outlays  because  of  greater  cost- 
of-living  adjustments. 

To  deal  with  the  short-term  crisis,  I  propose  the  three  solutions 
in  my  bill. 

First,  interfund  borrowing.  Legislation  permits  borrowing  when 
any  one  of  the  funds,  that  is,  the  old  age  and  survivors'  insurance, 
disability  insurance,  or  health  insurance,  falls  below  25  percent  of 
1  year's  outlays. 

Both  the  Presidential  Commission  on  Pension  Policy  and  the 
National  Commission  on  Social  Security  recommended  interfund 
borrowing,  by  the  way. 
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The  funds  would  have  to  be  paid  back  with  interest  by  the  late 
1980's,  and  by  the  late  1980's  it  is  estimated  the  short-term  crisis 
would  be  over. 

The  authority  for  interfund  borrowing  would  begin  immediately 
but  would  cease  in  1990.  It  is  expected  by  1990  all  of  the  funds 
would  be  out  of  danger. 

However,  even  with  interfund  borrowing,  the  trust  funds  will 
still  face  a  deficit  in  the  1984-85  period,  and  I  propose  to  resolve 
that  problem  by  modifying  the  benefit  provision  and  phasing  out 
the  student  benefit  program. 

I  am  proposing  that  Congress  eliminate  the  minimum  benefit  of 
$122  a  month  effective  July  1,  1980,  but  only  for  new  retirees. 

Any  beneficiary  now  receiving  the  minimum  benefit  would  not 
have  his  payments  reduced  in  any  way.  The  bill  does  not  remove 
the  special  minimum  benefit  provisions  of  the  law  which  provide 
additional  protection  for  workers  with  many  years  of  contribution 
at  very  low  salaries.  Under  the  provisions  of  my  bill,  the  individ- 
uals would  receive  benefits  equal  to  the  coverage  that  they  have 
actually  earned.  Thus  persons  working  for  a  limited  number  of 
quarters  would  still  receive  a  check,  but  only  for  their  earned 
coverage,  not  for  a  preset  minimum  level. 

I  am  sympathetic  with  the  early  intent  of  the  law  in  providing  a 
minimum  level  of  payment  to  truly  needy  persons.  However,  it  is 
now  clear  this  benefit  is  going  more  often  to  persons  who  have 
substantial  income  from  other  sources. 

The  General  Accounting  Office  reports  that  74  percent  of  the 
minimum  income  recipients  do  not  depend  primarily  on  social 
security  benefits. 

In  addition,  since  the  enactment  of  the  supplemental  security 
income  program  in  1972  to  aid  our  needy  aged,  blind  and  disabled, 
the  need  for  the  minimum  benefit  has  been  greatly  reduced. 

The  third  thing  I  would  do  to  take  care  of  the  short-term  funding 
problem  would  be  to  eliminate  student  benefits  in  the  future. 

In  1965  the  original  concept  of  survivor  benefits  and  other  bene- 
fits was  moved  to  include  students  if  they  qualified. 

Approximately  800,000  students  now  receive  payments  from  this 
program,  an  average  of  $255  per  month. 

Since  1965,  however,  several  educational  assistance  programs 
have  been  established  and  expanded  to  where  they  now  cost  $7 
billion  per  year. 

Most  social  security  recipients  would  also  be  eligible  for  these 
programs  which  has  resulted  in  duplication  of  programs  at  an 
unnecessary,  costly  expenditure  of  scarce  social  security  dollars. 

In  light  of  the  original  intent  of  social  security  to  replace  lost 
income  and  because  there  are  alternative  ways  to  assist  students,  I 
would  propose  that  the  student  benefit  be  phased  out  beginning  in 
August  1981. 

Any  student  who  has  already  started  school  and  who  is  receiving 
social  security  benefits  could  finish  their  schooling  as  long  as  he  or 
she  is  eligible. 

However,  no  new  students  would  be  brought  into  the  program. 

The  cost  savings  that  would  accrue  to  the  trust  fund  by  eliminat- 
ing the  student  benefits  are  estimated  to  be  $700  million  in  1982, 
raising  to  $2.7  billion  in  1986. 
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I  differ,  of  course,  with  what  President  Reagan  is  talking  about 
in  that  I  would  phase  the  benefits  out  and  all  of  the  students  that 
are  now  receiving  benefits  would  be  able  to  stay  on  those  benefits 
and  complete  their  education. 

The  Reagan  administation  has  given  a  high  priority  to  a  tax  cut 
in  order  to  stimulate  the  ailing  economy. 

I  think  a  more  appropriate  place  to  cut  would  be  the  social 
security  payroll  tax  which  is  levied  on  a  worker's  first  dollar. 

My  social  security  reform  legislation  provides  for  a  significant 
reduction  of  the  payroll  tax  through  an  injection  of  general  reve- 
nue to  the  medicare  program,  part  A,  hospital  costs. 

Beginning  in  1981,  50  percent  of  medicare  part  A  hospital  costs 
would  be  paid  from  general  revenue  funds,  increasing  to  70  percent 
in  1983. 

The  resulting  savings  to  the  trust  fund  can  be  translated  into  an 
immediate  cutback  in  the  payroll  tax  and  the  current  payroll  tax 
rate  would  drop  from  6.5  to  6  percent  where  the  tax  was  before  the 
last  big  increase.  By  1983,  the  tax  rate  would  then  fall  to  5.79 
percent.  The  Congressional  Budget  Office  has  reported  that  if  this 
plan  works  as  predicted,  it  would  reduce  inflation  by  1  percent.  If 
we  can  reduce  unemployment  and  inflation,  we  can  increase  the 
funds  coming  into  social  security  and,  of  course,  reduce  the  amount 
going  out. 

Part  B,  physicians'  costs,  is  currently  funded  by  over  70  percent 
of  general  revenue  funds  in  medicare  part  B. 

Why  70  percent  of  medicare  general  revenue  financing?  Well,  we 
have  tried  to  maintain  the  trust  fund  concept.  Part  B  is  now 
financed  by  about  77  percent  of  general  revenues.  There  is  nothing 
magic  with  beginning  with  50  percent.  We  could  start  with  30,  40, 
and  adjust  the  tax  rates  accordingly. 

A  very  prominent  concern  shared  by  me  and  many  senior  citi- 
zens is  the  fear  of  changes  in  the  method  of  measuring  the  Con- 
sumer Price  Index,  which  is  used  to  calculate  the  annual  cost-of- 
living  adjustment  for  social  security  benefits. 

My  bill  would  provide  for  congressional  review  of  any  proposed 
changes  in  the  Consumer  Price  Index. 

The  Department  of  Labor  would  be  required  to  inform  the  House 
Ways  and  Means  Committee  and  the  Senate  Finance  Committee  at 
least  120  days  before  such  a  change  could  take  effect. 

Going  last  to  the  long-term  problem,  there  is  no  painless  way  to 
approach  the  long-term  deficit  facing  social  security.  There  are 
presently  three  options  to  consider.  We  can  either  cut  benefits,  we 
can  raise  the  payroll  tax  more,  or  we  can  raise  the  eligibility  age. 

Raising  the  retirement  age  from  65  to  68  appears  to  me  to  be  the 
fairest  and  most  positive  approach  to  solving  the  long-term  deficit. 

It  is  fair  in  that  it  won't  phase  in  until  the  next  century,  thereby 
giving  younger  workers  ample  time  to  prepare  for  the  change.  It  is 
positive  because  it  recognizes  the  improved  health  and  economic 
contributions  of  older  Americans.  This  change  is  needed  to  ade- 
quately prepare  for  the  next  century  when  the  post- World  War  II 
baby  boom  retires,  and  to  avoid  the  need  for  benefit  cuts  or  more 
increases  in  the  payroll  tax. 

As  proposed  in  the  bill  I  introduced,  the  new  age  would  begin  to 
phase  in  starting  January  1,  2000. 
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Eligibility  age  would  be  65  plus  1  month.  The  age  would  increase 
by  1  month  for  each  4  months  until  age  68  is  reached  in  the  year 
2012. 

The  age  for  reduced  benefits  would  increase  in  a  similar  manner 
from  62  to  65.  I  would  stress  that  age  65  for  medicare  would  not  be 
changed  and  no  current  retiree  would  be  affected  at  all. 

No  current  worker  having  reached  his  45th  birthday  by  the  end 
of  1979  would  be  affected. 

Raising  the  eligibility  age  for  social  security  recognizes  the  im- 
proved life  expectancy  for  Americans.  The  average  life  expectancy 
at  age  65  has  risen  approximately  3  years  since  social  security 
began. 

By  raising  the  age  from  65  to  68,  we  would  still  be  providing 
benefits  over  the  same  proportion  of  an  average  person's  life. 

Many  older  workers  have  told  me  that  they  would  like  to  contin- 
ue working  but  can't  because  of  legal  or  economic  disincentives 
built  into  the  system.  I  think  that  it  is  important  that  we  usher  in 
a  new  era  for  the  older  worker,  one  without  penalties  for  honest 
labor,  and  one  with  additional  opportunity  for  earned  income  so 
that  more  may  live  in  dignity  in  the  years  of  retirement. 

I  would  propose  in  my  bill  that  effective  in  1986  we  remove  the 
earnings  limitation  for  retirees  over  65.  Currently  a  retired  per- 
son's social  security  benefits  are  reduced  one  dollar  for  every  two 
dollars  earned  over  the  $5,500  income  limit. 

I  would  prefer  to  remove  it  today  but  this  seems  impossible 
because  of  the  increased  cost  to  the  trust  fund  and  the  short-term 
cash  flow  problem. 

I  would  eliminate  the  payroll  taxes  for  workers  over  65  effective 
January  1,  1982;  remove  from  the  employer  and  the  employee  the 
payroll  taxes  on  wages  earned  by  any  worker  over  age  65. 

For  an  employer,  this  is  a  direct  economic  incentive  to  hire  and 
retain  older  workers,  and  for  the  employee,  it  provides  more  take 
home  pay.  I  see  this  as  really  being  no  cost  to  the  trust  fund  since 
the  lost  FICA  is  made  up  by  the  general  revenue  contribution 
based  on  the  factors  we  are  going  to  have  more  people  over  65 
remaining  in  the  work  force  and  actually  working. 

Then  effective  immediately  I  would  remove  the  age  70  or  over  as 
the  permissible  age  for  mandatory  retirement  in  the  private  sector. 

Mr.  Chairman,  I  don't  think  there  is  any  magic  in  a  lot  of  the 
provisions  I  have  placed  in  my  bill.  A  number  of  the  problems  can 
be  taken  care  of  in  another  way. 

I  have  tried  to  provide  for  what  I  think  is  the  most  equitable  way 
to  take  care  of  these  problems.  I  think  one  of  the  most  pressing 
things  facing  this  Congress  is  a  solution  to  the  short-  and  long-term 
problems.  We  must  do  it  right  away. 

The  short-term  problem  is  a  gun  at  our  heads.  We  have  to  do 
something  about  that. 

The  longer  term  problem  is  one  that  we  can  put  off,  but  I  think 
it  is  just  as  dangerous  to  put  that  off  as  it  would  be  to  put  off  the 
short-term  problem  primarily  because  of  the  tremendous  loss  of 
credibility  that  we  are  finding  in  the  whole  system.  Retirees  and 
workers  alike  all  know  that  the  system  is  in  trouble,  and  many  of 
them  say  to  me,  "I  am  afraid  to  go  to  the  mail  box  because  I  don't 
know  whether  the  check  is  going  to  be  there  this  month  or  not." 
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Many  of  the  blue-collar  workers  are  saying  "What  in  the  world  are 
you  all  doing?  You  continue  to  raise  the  payroll  tax  and  we  know 
there  is  not  going  to  be  anything  there  when  we  get  ready  to 
retire." 

It  seems  to  me  like  we  have  to  face  up  to  the  problem  now. 
Whatever  solution  we  come  up  with,  whether  it  is  to  cut  the 
benefits,  to  raise  the  taxes,  or  to  do  something  about  the  retire- 
ment age,  we  have  got  to  face  up  and  do  something  so  that  we  can 
convince  the  people  that  we  have  a  credible  system. 

It  has  been  credible  since  1936  when  it  started.  It  has  been,  I 
think,  one  of  the  best  programs  that  we  have  had. 

It  is  the  mainstay  of  a  security  system  for  our  retirees  now,  and  I 
think  we  need  to  keep  it  that  way. 

I  thank  you  very  much  for  the  opportunity  to  testify  before  you. 

[The  following  was  subsequently  received:] 
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To  amend  the  Social  Security  Act  to  ensure  adequate  short-  and  long-term 
financing  of  the  old-age,  survivors,  and  disability  insurance  program  and  the 
medicare  program. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

February  IT  (legislative  day,  February  16),  1981 
Mr.  Chiles  introduced  the  following  bill;  which  was  read  twice  and  referred  to 
the  Committee  on  Finance 


A  BILL 

To  amend  the  Social  Security  Act  to  ensure  adequate  short-  and 
long-term  financing  of  the  old-age,  survivors,  and  disability 
insurance  program  and  the  medicare  program, 

1  Be  it  enacted  hy  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SHOET  TITLE 

4  Section  1.  This  Act  may  be  cited  as  the  "Social  Secu- 

5  ritv  Keform  Act  of  1981". 
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1  INTERFUND  BOREOWING  AMONG  SOCIAL  SECURITY  TRUST 

2  FUNDS 

3  Sec.  2.  (a)  Section  201  of  the  Social  Security  Act  is 

4  amended  by  adding  at  the  end  the  following  new  subsection: 

5  "(e)(1)  If  in  any  month  the  assets  of  the  Federal  Old- 

6  Age  and  Survivors  Insurance  Trust  Fund  or  the  Federal  Dis- 

7  ability  Insurance  Trust  Fund  are  less  than  25  percent  of  the 

8  amount  disbursed  from  that  Trust  Fund  during  the  twelve 

9  immediately  preceding  months,  the  Board  of  Trustees  may, 

10  prior  to  fiscal  year  1991,  direct  the  Managing  Trustee  to 

1 1  borrow  from  the  other  Trust  Fund,  or  from  the  Federal  Hos- 

12  pital  Insurance  Trust  Fund  established  under  section  1817, 

13  for  deposit  in  the  deficient  Trust  Fund,  an  amount  not  to 

14  exceed  the  difference  between  the  assets  of  the  deficient 

15  Trust  Fund  and  25  percent  of  the  amount  so  disbursed. 

16  "(2)  There  shall  be  transferred  from  time  to  time,  from 

17  the  deficient  Trust  Fund  to  the  lending  Trust  Fund,  interest, 

18  with  respect  to  the  loan,  at  a  rate  equal  to  that  which  the 

19  lending  Trust  Fund  would  earn  if  the  loan  were  an  invest- 

20  ment  under  subsection  (d). 

21  "(3)  If  the  assets  of  the  deficient  Trust  Fund  in  any 

22  month  equal  or  exceed  30  percent  of  the  amount  disbursed 

23  from  that  Trust  Fund  during  the  twelve  immediately  preced- 

24  ing  months,  all  amounts  that  would  otherwise  thereafter  be 

25  paid  into  that  Trust  Fund  shall  instead  be  paid  into  the  lend- 
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1  ing  Trust  Fund,  except  so  much  as  shall  be  required  to  main- 

2  tain  the  assets  of  the  deficient  Trust  Fund  at  30  percent  of 

3  the  amount  so  disbursed,  until  the  loan  under  this  subsection 

4  is  repaid. 

5  "(4)  The  Board  of  Trustees  shall  make  a  timely  report 

6  to  the  Congress  of  any  amounts  transferred  (except  as  inter- 

7  est)  under  this  subsection.". 

8  (b)  Section  1817  of  such  Act  is  amended  by  adding  at 

9  the  end  the  following  new  subsection: 

10  "(j)(l)  If  in  any  month  the  assets  of  the  Federal  Hospi- 

11  tal  Insurance  Trust  Fund  are  less  than  25  percent  of  the 

12  amount  disbursed  from  that  Trust  Fund  during  the  twelve 

13  immediately  preceding  months,  the  Board  of  Trustees  may, 

14  prior  to  fiscal  year  1991,  direct  the  Managing  Trustee  to 

15  borrow  from  the  Federal  Old- Age  and  Survivors  Insurance 

16  Trust  Fund  or  the  Federal  Disability  Insurance  Trust  Fund, 

17  established  under  section  201,  for  deposit  in  the  Federal  Hos- 

18  pital  Insurance  Trust  Fund,  an  amount  not  to  exceed  the 

19  difference  between  the  assets  of  the  Federal  Hospital  Insur- 

20  ance  Trust  Fund  and  25  percent  of  the  amount  so  disbursed. 

21  "(2)  There  shall  be  transferred  from  time  to  time  from 

22  the  Federal  Hospital  Insurance  Trust  Fund  to  the  lending 

23  Trust  Funds,  interest,  with  respect  to  the  loan,  at  a  rate 

24  equal  to  that  which  the  lending  Trust  Fund  would  earn  if  the 

25  loan  were  an  investment  under  subsection  (c). 
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1  "(3)  If  the  assets  of  the  Federal  Hospital  Insurance 

2  Trust  Fund  in  any  month  equal  or  exceed  30  percent  of  the 

3  amount  disbursed  from  that  Trust  Fund  during  the  twelve 

4  immediately  preceding  months,  all  amounts  that  would  other- 

5  wise  thereafter  be  paid  into  that  Trust  Fund  shall  instead  be 

6  paid  into  the  lending  Trust  Fund,  except  so  much  as  shall  be 

7  required  to  maintain  the  assets  of  the  Federal  Hospital  Insur- 

8  ance  Trust  Fund  at  30  percent  of  the  amount  so  disbursed, 

9  until  the  loan  under  this  subsection  is  repaid. 


10  "(4)  The  Board  of  Trustees  shall  make  a  timely  report 

11  to  the  Congress  of  any  amounts  transferred  (except  as  inter- 

12  est)  under  this  subsection.". 

13  PAETIAL  GENERAL  REVENUE  FUNDING  FOR  HOSPITAL 

14  INSURANCE  TRUST  FUND 

15  Sec.  3.  (a)  Section  1817(a)  of  the  Social  Security  Act  is 

16  amended — 

17  (1)  by  striking  out  "and"  at  the  end  of  paragraph 

18  (1); 

19  (2)  by  striking  out  the  period  at  the  end  of  para- 

20  graph  (2)  and  inserting  in  lieu  thereof  a  semicolon;  and 

21  ,     (3)  by  inserting  after  paragraph  (2)  the  following 

22  new  paragraphs: 

23  "(3)  an  amount  equal  to — 

24  "(A)  100  percent  in  the  case  of  calendar 

25  year  1981, 
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1  "(B)  150  percent  in  the  case  of  calendar 

2  year  1982,  and 

3  "(C)  233  V3  percent  in  the  case  of  calendar 

4  year  1983  and  each  calendar  year  thereafter, 

5  of  that  portion  of  the  total  amount  appropriated  under 

6  paragraph  (1)  which  represents  such  taxes  on  wages 

7  paid  and  received  during  such  calendar  year;  and 

8  "(4)  an  amount  equal  to — 

9  "(A)  100  percent  in  the  case  of  a  taxable 

10  year  beginning  after  December  31,  1980,  and 

11  before  January  1,  1982, 

12  "(B)  150  percent  in  the  case  of  a  taxable 

13  year  beginning  after  December  31,  1981,  and 

14  before  January  1,  1983,  and 

15  "(C)  233  V3  percent  in  the  case  of  a  taxable 

16  year  beginning  after  December  31,  1982, 

17  of  that  portion  of  the  total  amount  appropriated  under 

18  paragraph  (2)  which  represents  such  tax  on  self-em- 

19  ployment  income  for  such  taxable  year.". 

20  (b)(1)  Section  1401(b)  of  the  Internal  Revenue  Code  of 

21  1954  (relating  to  rate  of  tax  on  self-employment  income  for 

22  hospital  insurance)  is  amended  by  striking  out  paragraphs  (4), 

23  (5),  and  (6)  and  inserting  in  lieu  thereof  the  following: 

24  "(4)  in  the  case  of  any  taxable  year  beginning 

25  after  December  31,  1980,  and  before  January  1,  1982, 
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1  the  tax  shall  be  equal  to  0.65  percent  of  the  amount  of 

2  the  self-employment  income  for  such  taxable  year; 

3  "(5)  in.  the  case  of  any  taxable  year  beginning 

4  after  December  31,  1981,  and  before  January  1,  1983, 

5  the  tax  shall  be  equaLto  0.52  percent  of  the  umount  of 

6  the  self-employment  income  for  such  taxable  year; 

7  "(6)  in  the  case  of  any  taxable  year  beginning 

8  after  December  31,  1982,  and  before  January  1,  1985, 

9  the  tax  shall  be  equal  to  0.39  percent  of  the  amount  of 

10  the  self-employment  income  for  such  taxable  year; 

11  "(7)  in  the  case  of  any  taxable  year  beginning 

12  after  December  31,  1984,  and  before  January  1,  1986, 

13  the  tax  shall  be  equal  to  0.405  percent  of  the  amount 

14  of  the  self-employment  income  for  such  taxable  year; 

15  and 

16  "(8)  in  the  case  of  any  taxable  year  beginning 

17  after  December  31,  1985,  the  tax  shall  be  equal  to 

18  0.435  percent  of  the  amount  of  the  self-employment 

19  income  for  such  taxable  year.". 

20  (2)  Section  3101(b)  of  such  Code  (relating  to  rate  of  tax 

21  on  employees  for  hospital  insurance)  is  amended  by  striking 

22  out  paragraphs  (4),  (5),  and  (6)  and  inserting  in  lieu  thereof 

23  the  following: 

24  "(4)  with  respect  to  wages  received  during  the 

25  calendar  year  1981,  the  rate  shall  be  0.65  percent; 


S.  484— is 


845 


7 

1  "(5)  with  respect  to  wages  received  during  the 

2  calendar  year  1982,  the  rate  shall  be  0.52  percent; 

3  "(6)  with  respect  to  wages  received  during  the 

4  calendar  years  1983  and  1984,  the  rate  shall  be  0.39 

5  percent; 

6  "(7)  with  respect  to  wages  received  during  the 

7  calendar  year  1985,  the  rate  shall  be  0.405  percent; 

8  and 

9  "(8)  with  respect  to  wages  received  after  Decem- 

10  ber  31,  1985,  the  rate  shall  be  0.435  percent.". 

11  (3)  Section  3111(b)  of  such  Code  (relating  to  rate  of  tax 

12  on  employers  for  hospital  insurance)  is  amended  by  striking 

13  out  paragraphs  (4),  (5),  and  (6)  and  inserting  in  lieu  thereof 

14  the  following: 

15  "(4)  with  respect  to  wages  paid  during  the  calen- 

16  dar  year  1981,  the  rate  shall  be  0.65  percent; 

17  "(5)  with  respect  to  wages  paid  during  the  calen- 

18  dar  year  1982,  the  rate  shall  be  0.52  percent; 

19  "(6)  with  respect  to  wages  paid  during  the  calen- 

20  dar  years  1983  and  1984,  the  rate  shall  be  0.39  per- 

21  cent; 

22  "(7)  with  respect  to  wages  paid  during  the  calen- 

23  dar  year  1985,  the  rate  shall  be  0.405  percent;  and 

24  "(8)  with  respect  to  wages  paid  after  December 

25  31,  1985,  the  rate  shall  be  0.435  percent.". 
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1  COMPUTATION  OF  CONSUMER  PRICE  INDEX 

2  Sec.  4.  Section  2 1 5 (i)  of  the  Social  Security  Act  is 

3  amended  by  adding  at  the  end  thereof  the  following  new 

4  paragraph: 

5  "(5)  In  any  case  in  which  the  Secretary  of  Labor  pro- 

6  poses  to  change  the  method  by  which  the  Consumer  Price 

7  Index  (used  to  determine  cost-of-living  increases  under  this 

8  subsection)  is  computed,  the  Secretary  of  Labor  must  submit 

9  such  proposed  change  to  the  House  Committee  on  Ways  and 

10  Means  and  the  Senate  Committee  on  Finance  at  least  120 

11  days  prior  to  the  date  on  which  such  proposed  change  is  to 

12  become  effective.". 

13  RETIREMENT  AGE  CHANGES 

14  Sec.  5.  (a)  Title  II  of  the  Social  Security  Act  is  amend- 

15  ed  by  adding  at  the  end  thereof  the  following  new  section: 

16  "PHASED  INCREASE  IN  ELIGIBILITY  AGE  FOR  OLD-AGE 

17  AND  SURVIVORS  INSURANCE  BENEFITS 

18  "Sec.  234.  (a)  Effective  January  1,  2000,  and  ending 

19  January  1,  2012,  in  administering  the  programs  established 

20  under  this  title,  the  Secretary  shall  determine  entitlement  to, 

21  and  the  amount  of,  benefits  under  this  title  in  accordance 

22  with  the  following  interim  rules: 

23  "(1)  In  determining  when  an  individual  attains 

24  age  65,  such  age  shall  be  deemed  to  be  age  65,  plus 


S.  484— is 


847 


9 

1  one  calendar  month  for  each  period  of  four  calendar 

2  months  which  have  elapsed  since  August  31,  1999. 

3  "(2)  In  determining  when  an  individual  attains 

4  age  62,  such  age  shall  be  deemed  to  be  age  62,  plus 

5  one  calendar  month  for  each  period  of  four  calendar 

6  months  which  have  elapsed  since  August  31,  1999. 

7  "(3)  In  determining  when  an  individual  attains 

8  age  60,  such  age  shall  be  deemed  to  be  age  60,  plus 

9  one  calendar  month  for  each  period  of  four  calendar 

10  months  which  have  elapsed  since  August  31,  1999. 

11  "(4)  For  purposes  of  paragraphs  (1),  (2),  and  (3) 

12  an  individual  shall  be  considered  to  have  attained  age 

13  65,  62,  or  60,  as  the  case  may  be,  on  the  first  day  of 

14  the  calendar  month  in  which  he  actually  attains  such 

15  age. 

16  "(b)  In  any  case  in  which  an  individual  becomes  entitled 

17  to  a  benefit  under  this  title  by  reason  of  attaining  age  60,  62, 

18  or  65,  or  by  reason  of  another  individual  attaining  such  age, 

19  such  entitlement  to  that  benefit  shall  not  cease  by  reason  of 

20  the  application  of  the  interim  rules  set  forth  in  subsection 

21  (a).". 

22  (b)(1)  Effective  January  1,  2012,  section  234  of  the 

23  Social  Security  Act  (as  added  by  subsection  (a))  is  repealed. 

24  (2)  Effective  January  1,  2012,  the  Social  Security  Act 

25  is  amended — 


848 


10 

1  (A)  by  striking  out  "65"  each  place  it  appears  in 

2  the  following  sections  and  inserting  in  lieu  thereof  in 

3  each  instance  "68": 

4  (i)  subsections  (a),  (d),  (e),  (f),  (q),  (r),  and  (w) 

5  of  section  202, 

6  (ii)  subsections  (c),  (d),  (f),  (h),  and  (j)  of  sec- 

7  tion  203, 

8  (iii)  section  209(r), 

9  (iv)  section  211(b)(3), 

10  (v)  subsections  (f)  and  (i)  of  section  215, 

11  (vi)  subsections  (h)  and  (i)  of  section  216,  and 

12  (vii)  section  223(a); 

13  (B)  by  striking  out  "sixty-five"  in  sections  203(c) 

14  and  223(a)  and  inserting  in  lieu  thereof  in  each  in- 
151  stance  "68"; 

16  (C)  by  striking  out  "Sixty-five"  in  the  heading  of 

17  section  203  (j)  and  inserting  in  lieu  thereof  "Sixty- 

18  eight"; 

19  (D)  by  striking  out  "62"  each  place  it  appears  in 

20  the  following  sections  and  inserting  in  lieu  thereof  in 

21  each  instance  "65": 

22  (i)  subsections  (a),  (b),  (c),  (h),  (m),  and  (q)  of 

23  section  202, 

24  (ii)  section  213(a), 

25  (iii)  section  214(a), 
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1  (iv)  subsections  (a)  and  (b)  of  section  215, 

2  (v)  subsections  (b),  (c),  (f),  (g),  and  (i)  of  sec- 

3  tion  216. 

4  (vi)  subsections  (a)  and  (c)  of  section  223, 

5  and 

6  (vii)  section  224;  and 

7  (E)  by  striking  out  "60"  each  place  it  appears  in 

8  the  following  sections  and  inserting  in  lieu  thereof  in 

9  each  instance  "63": 

10  (i)  subsections  (e),  (f),  (j),  and  (q)  of  section 

11  202, 

12  (ii)  subsections  (c)  and  (f)  of  section  203, 

13  (hi)  subsections  (c)  and  (d)  of  section  222, 

14  (iv)  section  225(a),  and 

15  (v)  section  226(e). 

16  (c)  Subtitle  F  of  the  Internal  Ee venue  Code  of  1954  is 


17  amended  by  adding  at  the  end  thereof  the  following  chapter: 

18  "CHAPTER  81— SPECIAL  INTERIM  RULES 

19  APPLICABLE  TO  SOCIAL  SECURITY  TAXES 

"Sec.  7901.  Special  interim  rules  applicable  to  social  security  taxes. 

20  "SEC.  7901.  SPECIAL  INTERIM  RULES  APPLICABLE  TO  SOCIAL 

21  SECURITY  TAXES. 

22  "Effective  January  1,  2000,  and  ending  January  1, 

23  2012.  in  applying  sections  1402(a)(3)  and  3121(a)(18)J  the 
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1  Secretary  shall  determine  the  amount  of  taxes  to  be  paid  in 

2  accordance  with  the  following  interim  rules: 

3  "(1)  In  determining  when  an  individual  attains 

4  age  65,  such  age  shall  be  deemed  to  be  age  65,  plus 

5  one  calendar  month  for  each  period  of  four  calendar 

6  months  which  have  elapsed  since  August  31,  1999. 

7  "(2)  For  purposes  of  paragraph  (1),  an  individual 

8  shall  be  considered  to  have  attained  age  65  on  the  first 

9  day  of  the  calendar  month  in  which  he  actually  attains 

10  such  age.". 

11  (d)(1)  Effective  January  1,  2012,  chapter  81  of  the  In- 

12  ternal  Revenue  Code  of  1954  (as  added  by  subsection  (c))  is 

13  repealed. 

14  (2)  Effective  January  1,  2012,  sections  1402(b)(3)  and 

15  3 12 1(a) (18)  of  the  Internal  Revenue  Code  of  1954  are  each 

16  amended  by  striking  out  "65"  and  inserting  in  lieu  thereof 

17  "68". 

18  ELIMINATION  OF  STUDENT  BENEFITS 

19  Sec.  6.  (a)  Section  202(d)  of  the  Social  Security  Act  is 

20  amended — 

21  (1)  in  paragraph  (l)(B)(i)  by  striking  out  "either" 

22  and  by  striking  out  "or  was  a  full-time  student  and  had 

23  not  attained  the  age  of  22"; 

24  (2)  in  paragraph  (1)(E)— 

25  (A)  by  striking  out  "(i)",  and 
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1  (B)  by  striking  out  ",  and  (ii)  is  not  a  full- 

2  time  student  during  any  part  of  such  month."  and 

3  inserting  in  lieu  thereof  ";  or"; 

4  (3)  by  striking  out  paragraph  (1)(F)  and  redesig- 

5  nating  paragraph  (l)(Gr)  as  paragraph  (1)(F); 

6  (4)  in  paragraph  (1)(F)  as  so  redesignated,  by 

7  striking  out  '  'gainful  activity,  or  (if  later)  and  all  that 

8  follows  through  the  end  of  subclause  (iv)  and  inserting 

9  in  lieu  thereof  "gainful  activity)."; 

10  (5)  in  paragraph  (5),  by  striking  out  "but  subject 

11  to  subsection  (5)"; 

12  (6)  by  amending  paragraph  (6)  to  read  as  follows: 

13  "(6)  A  child  whose  entitlement  to  child's  insur- 

14  ance  benefits  on  the  basis  of  the  wages  and  self-em- 

15  ployment  income  of  an  insured  individual  terminated 

16  with  the  month  preceding  the  month  in  which  such 

17  child  attained  the  age  of  18,  or  with  a  subsequent 

18  month,  may  again  become  entitled  to  such  benefits 

19  (provided  no  event  specified  in  paragraph  (1)(D)  has 

20  occurred)  beginning  in  the  first  month  thereafter  in 

21  which  he  is  under  a  disability  (as  so  defined)  which 

22  began  before  the  close  of  the  eighty-fourth  month  fol- 

23  lowing  the  month  in  which  his  most  recent  entitlement 

24  to  child's  insurance  benefits  terminated  because  he 

25  ceased  to  be  under  such  disability,  but  only  if  he  has 
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1  filed  application  for  such  reentitlement.  Such  reentitle- 

2  ment  shall  end  with  the  month  preceding  whichever  of 

3  the  following  first  occurs: 

4  "(A)  the  first  month  in  which  an  event  speci- 

5  fied  in  paragraph  (1)(D)  occurs;  or 

6  "(B)  the  third  month  following  the  month  in 

7  which  he  ceases  to  be  under  such  disability.";  and 

8  (7)  by  striking  out  paragraph  (7)  and  redesignat- 

9  ing  paragraphs  (8)  and  (9)  as  paragraphs  (7)  and  (8), 

10  respectively. 

11  (b)(1)  Section  202(s)  of  such  Act  is  repealed. 

12  (2)(A)  Section  202(b)(3)  of  such  Act  is  amended  by  strik- 

13  ing  out  "(but  subject  to  subsection  (s))". 

14  •    (B)  Sections  202(e)(3),  202(g)(3),  and  202(h)(4)  of  such 

15  Act  are  each  amended  by  striking  out  "but  subject  to  subsec- 

16  tion(s)". 

17  (C)  Section  203(c)  of  such  Act  is  amended — 

18  (i)  by  striking  out  "paragraph  (1)  of  section  202(s) 

19  applies  or",  and 

20  (ii)  by  striking  out  "Subject  to  paragraph  (3)  of 

21  such  section  202(s),  no  deductions"  and  inserting  in 

22  lieu  thereof  "No  deductions". 

23  (D)  Section  203(f)(1)  of  such  Act  is  amended  by  striking 

24  out  ",  but  subject  to  section  202(s),". 
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1  (E)  Sections  216(b)(3)(B),  216(c)(6)(B),  216(f)(3)(B),  and 

2  216(g)(6)(B)  of  such  Act  are  each  amended  by  striking  out 

3  "(subject,  however,  to  section  202(s))'\ 

4  (c)(1)  Section  222(b)  of  such  Act  is  amended  by  striking 

5  out  paragraph  (4). 

6  (2)  Section  222(d)(1)(B)  of  such  Act  is  amended  by  strik- 

7  ing  out  "(and  are  under  a  disability)". 

8  (d)  Section  225(a)  of  such  Act  is  amended  by  striking 

9  out  the  last  sentence. 

10  (e)  The  amendments  made  by  this  section  shall  become 

11  effective  on  August  1,  1981,  but  such  amendments  shall  not 

12  apply  with  respect  to  any  individual  who  was  entitled  to  a 

13  child's  benefit  under  section  202(d)  of  the  Social  Security  Act 

14  for  any  month  prior  to  August  1981,  and  who,  in  such  prior 

15  month  of  entitlement,  had  attained  the  age  of  18  and  was  a 

16  full-time  student  (as  defined  under  section  202(d)  of  such  Act 

17  as  in  effect  prior  to  the  amendments  made  by  this  section. 

18  ELIMINATION  OF  MINIMUM  BENEFIT 

19  Sec.  7.  (a)  Section  215(a)(1)(C)©  of  the  Social  Security 

20  Act  is  amended  to  read  as  follows: 

21  "(C)(i)  No  primary  insurance  amount  computed  under 

22  subparagraph  (A)  may  be  less  than  an  amount  equal  to 

23  $11.50  multiplied  by  the  individual's  years  of  coverage  in 

24  excess  of  10,  or  the  increased  amount  determined  for  pur- 

25  poses  of  this  clause  under  subsection  (i).". 
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1  (b)(1)  Section  215(a)(l)(C)(ii)  of  such  Act  is  amended  by 

2  striking  out  'Tor  purposes  of  clause  (i)(II)"  and  inserting  in 

3  lieu  thereof  'Tor  purposes  of  clause  (i)". 

4  (2)  Section  215(a)(3)(A)  of  such  Act  is  amended  by 

5  striking  out  "subparagraph  (C)(i)(II)"  and  inserting  in  lieu 

6  thereof  "subparagraph  (C)(i)". 

7  (3)  Section  215(a)(4)  of  such  Act  is  amended — 

8  (A)  by  striking  out  "subparagraph  (C)(i)(II)"  and 

9  inserting  in  lieu  thereof  "subparagraph  (C)(i)";  and 

10  (B)  in  subclause  (I)  thereof,  by  striking  out  "but 

11  without  regard  to  clauses  (iv)  and  (v)  thereof". 

12  (4)  Section  215(f)(8)  of  such  Act  is  amended  by  striking 

13  out  "subsection  (a)(l)(C)(i)(II)"  and  inserting  in  lieu  thereof 

14  "subsection '  (a)(l)(C)(i)". 

15  (5)  Section  215(i)(2)(A)(ii)(II)  of  such  Act  is  amended  by 

16  striking  out  "(including  a  primary  insurance  amount  deter- 

17  mined  under  subsection  (a)(l)(C)(i)(I),  but  subject  to  the  pro- 

18  visions  of  such  subsection  (a)(l)(C)(i)  and  clauses  (iv)  and  (v) 

19  of  this  subparagraph)". 

20  (6)  Section  215(i)(2)(A)(ii)  of  such  Act  is  amended  in  the 

21  matter  following  subclause  (III)  by  striking  out  "subpara- 

22  graph  (C)(i)(II)"  and  inserting  in  lieu  thereof  "subparagraph 

23  (C)(i)". 

24  (7)  Section  215(i)(2)(A)(iii)  of  such  Act  is  amended  by 

25  striking  out  "and,  with  respect  to  a  primary  insurance 
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1  amount  determined  under  subsection  (a)(l)(C)(i)(I),  subject  to 

2  the  provisions  of  subsection  (a)(l)(C)(i)  and  clauses  (iv)  and  (v) 

3  of  this  subparagraph". 

4  (8)  Section  215(i)(2)(A)  of  such  Act  is  amended  by  strik- 

5  ing  out  clauses  (iv)  and  (v)  thereof. 

6  (9)  Section  215(i)(2)(D)  of  such  Act  is  amended  by  strik- 

7  ing  out  "subparagraph  (C)(i)(II)"  each  place  it  appears  and 

8  inserting  in  lieu  thereof  in  each  instance  "subparagraph 

9  (C)(i)". 

10  (10)  Section  202(m)  of  such  Act  is  repealed. 

11  (11)  Paragraphs  (1)  and  (5)  of  section  202(w)  of  such 

12  Act    are    each    amended    by    striking    out  "section 

13  215(a)(l)(C)(i)(II)"  and  inserting  in  lieu  thereof  in  each  in- 

14  stance  "section  215(a)(l)(C)(i)". 

15  (12)  Section  233(C)(2)  of  such  Act  is  amended  to  read 

16  as  follows: 

17  "(2)  Any  such  agreement  may  provide  that  an  individual 

18  who  is  entitled  to  cash  benefits  under  this  title  shall,  notwith- 

19  standing  the  provisions  of  section  202(t),  receive  such  bene- 

20  fits  while  he  resides  in  a  foreign  country  which  is  a  party  to 

21  such  agreement.". 

22  (c)  The  amendments  made  by  this  section  shall  apply 

23  with  respect  to  primary  insurance  amounts  on  the  basis  of 

24  which  no  benefit  was  being  paid  for  the  month  of  June  1981. 
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1  ELIMINATION  OF  EARNINGS  TEST  FOR  RETIRED 

2  INDIVIDUALS 

3  Sec.  8.  (a)(1)  Section  203(c)(1)  of  the  Social  Security 

4  Act  is  amended  by  striking  out  "seventy"  and  inserting  in 

5  lieu  thereof  "65". 

6  (2)  The  last  sentence  of  section  203(c)  of  such  Act  is 

7  amended  by  striking  out  "nor  shall  any  deduction"  and  all 

8  that  follows  and  inserting  in  lieu  thereof  "nor  shall  any  de- 

9  duction  be  made  under  this  subsection  from  any  widow's  or 

10  widower's  insurance  benefits  if  the  widow,  surviving  divorced 

11  wife,  widower,  or  surviving  divorced  husband  involved 

12  became  entitled  to  such  benefit  prior  to  attaining  age  60.". 

13  (3)  Section  203(d)(1)  of  such  Act  is  amended  by  striking 

14  out  "seventy"  and  inserting  in  lieu  thereof  "65". 

15  (4)  Section  203(f)(1)  of  such  Act  is  amended — 

16  (A)  in  clause  (B),  by  striking  out  "seventy"  and 

17  inserting  in  lieu  thereof  "65"; 

18  (B)  by  amending  clause  (D)  to  read  as  follows: 

19  "(D)  for  which  such  individual  is  entitled  to  widow's  or 

20  widower's  insurance  benefits  if  such  individual  became 

21  so  entitled  prior  to  attaining  age  60,";  and 

22  (C)   by   striking   out    "the    applicable  exempt 

23  amount"  each  place  it  appears  and  inserting  in  lieu 

24  thereof  in  each  instance  "the  exempt  amount". 

25  (5)  Section  203(f)(3)  of  such  Act  is  amended — 
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1  (A)  by  striking  out  ' 'applicable  exempt  amount" 

2  and  inserting  in  lieu  thereof  ' 'exempt  amount";  and 

3  (B)  by  striking  out  "70"  and  inserting  in  lieu 

4  thereof  "65". 

5  (6)  Section  203(f)(4)(B)  of  such  Act  is  amended  by  strik- 

6  ing  out  "applicable  exempt  amount"  and  inserting  in  lieu 

7  thereof  "exempt  amount". 

8  (7)  Section  203(f)(8)(A)  of  such  Act  is  amended  by  strik- 

9  ing  out  "exempt  amounts  (separately  stated  for  individuals 

10  described  in  subparagraph  (D)  and  for  other  individuals) 

11  which  are  to  be  applicable"  and  inserting  in  lieu  thereof 

12  "exempt  amount  which  is  to  be  applicable". 

13  (8)  Section  203(f)(8)(B)  of  such  Act  is  amended— 

14  (A)  by  striking  out  "Except  as  otherwise  provided 

15  in  subparagraph  (D),  the  exempt  amount  which  is  ap- 

16  plicable  to  individuals  described  in  such  subparagraph 

17  and  the  exempt  amount  which  is  applicable  to  other  in- 

18  dividuals,  for  each  month  of  a  particular  taxable  year, 

19  shall  each  be"  and  inserting  in  lieu  thereof  "The 

20  exempt  amount  for  each  month  of  a  particular  taxable 

21  year  shall  be"; 

22  (B)  in  clause  (i),  by  striking  out  "corresponding"; 

23  and 
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1  (C)  in  the  matter  following  clause  (ii),  by  striking 

2  out  "an  exempt  amount"  and  inserting  in  lieu  thereof 

3  "the  exempt  amount". 

4  (9)  Section  203(f)(8)  of  such  Act  is  amended  by  striking 

5  out  subparagraph  (D)  thereof. 

6  (10)  Section  203(h)(1)(A)  of  such  Act  is  amended— 

7  (A)  by  striking  out  "applicable  exempt  amount" 

8  and  inserting  in  lieu  thereof  "exempt  amount";  and 

9  (B)  by  striking  out  "70"  each  place  it  appears 

10  and  inserting  in  lieu  thereof  in  each  instance  "65". 

11  (11)  Section  203  (j)  of  such  Act  is  amended — 

12  (A)  by  striking  out  "Seventy"  in  the  heading 

13  thereof  and  inserting  in  lieu  thereof  "Sixty-five";  and 

14  (B)  by  striking  out  "seventy"  and  inserting  in  lieu 

15  thereof  "65". 

16  (b)  The  amendments  made  by  subsection  (a)  shall  be  ef- 

17  fective  with  respect  to  taxable  years  ending  after  1985. 

18  ELIMINATION  OF  FICA  TAXES  WITH  EESPECT  TO 

19  INDIVIDUALS  65  OE  OVEE 

20  Sec.  9.  (a)  Section  209  of  the  Social  Security  Act  is 

21  amended — 

22  (1)  by  striking  out  "or"  at  the  end  of  subsection 

23  (o); 
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1  (2)  by  striking  out  the  period  at  the  end  of  the 

2  first  subsection  (p)  and  inserting  in  lieu  thereof  a  semi- 

3  colon; 

4  (3)  by  redesignating  the  second  subsection  (p)  as 

5  subsection  (q)  and  by  striking  out  the  period  at  the  end 

6  thereof  and  inserting  in  lieu  thereof  ";  or";  and 

7  (4)  by  inserting  after  such  subsection  (q)  the  fol- 

8  lowing  new  subsection: 

9  "(r)  Any  payment  made  by  an  employer  to  an  employee 


10  who  has  attained  age  65;  except  that  this  subsection  shall  not 

11  apply  for  any  calendar  year  with  respect  to  an  employee  who 

12  agrees  that  this  subsection,  and  paragraph  (18)  of  section 

13  3121(a)  of  the  Internal  Revenue  Code  of  1954,  shall  not 

14  apply  to  such  employee  for  such  calendar  year.". 


15  (b)  Section  211(b)  of  the  Social  Security  Act  is  amend- 

16  ed— 

17  (1)  by  striking  out  "or"  at  the  end  of  paragraph 

18  (1); 

19  (2)  by  striking  out  the  period  at  the  end  of  para- 

20  graph  (2)  and  inserting  in  lieu  thereof  ";  or";  and 

21  (3)  by  inserting  after  paragraph  (2)  the  following 

22  new  paragraph: 

23  "(3)  The  net  earnings  from  self-employment  de- 

24  rived  by  an  individual  during  any  taxable  year  which 

25  begins  after  such  individual  attains  age  65;  except  that 
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1  this  paragraph  shall  not  apply  for  any  taxable  year 

2  with  respect  to  an  individual  who  agrees  that  this 

3  paragraph,  and  paragraph  (3)  of  section  1402(b)  of  the 

4  Internal  Revenue  Code  of  1954,  shall  not  apply  to 

5  such  individual  for  such  taxable  year.". 

6  (c)  Section  3121(a)  of  the  Internal  Revenue  Code  of 

7  1954  is  amended — 

8  (1)  by  striking  out  "or"  at  the  end  of  paragraph 

9  (16); 

10  (2)  by  striking  out  the  period  at  the  end  of  para- 

11  graph  (17)  and  inserting  in  lieu  thereof  ";  or";  and 

12  (3)  by  adding  at  the  end  thereof  the  following  new 

13  paragraph: 

14  "(18)  any  payment  made  by  an  employer  to  an 

15  employee  who  has  attained  age  65;  except  that  this 

16  paragraph  shall  not  apply  for  any  calendar  year  with 

17  respect  to  an  employee  who  agrees  that  this  para- 

18  graph,  and  section  209(r)  of  the  Social  Security  Act, 

19  shall  not  apply  to  such  employee  for  such  calendar 

20  year.". 

21  (d)  Section  1402(b)  of  the  Internal  Revenue  Code  of 

22  1954  is  amended — 

23  (1)  by  striking  out  "or"  at  the  end  of  paragraph 

24  (1); 
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1  (2)  by  striking  out  the  period  at  the  end  of  para- 

2  graph  (2)  and  inserting  in  lieu  thereof  ";  or";  and 

3  (3)  by  inserting  after  paragraph  (2)  the  following 

4  new  paragraph: 

5  "(3)  the  net  earnings  from  self-employment  de- 

6  rived  by  an  individual  during  any  taxable  year  which 

7  begins  after  such  individual  attains  age  65;  except  that 

8  this  paragraph  shall  not  apply  for  any  taxable  year 

9  with  respect  to  an  individual  who  agrees  that  this 

10  paragraph,  and  paragraph  (3)  of  section  211(b)  of  the 

11  Social  Security  Act,  shall  not  apply  to  such  individual 

12  for  such  taxable  year.". 

13  (e)  Subpart  A  of  part  III  of  subchapter  A  of  chapter 

14  61  of  subtitle  F  of  the  Internal  Revenue  Code  of  1954  is 

15  amended  by  adding  after  section  6039B  the  following  new 

16  sections: 

17  "SEC.  6039C.  INFORMATION  WITH  RESPECT  TO  REMUNERA- 

18  TION  PAID  TO  INDIVIDUALS  AGE  65  OR  OVER. 

19  "(a)  Requirement. — Every  employer  shall  furnish  to 

20  the  Secretary  information  as  to  the  amount  of  remuneration 

21  paid  by  such  employer  which  would  constitute  'wages'  (as 

22  defined  in  section  3121(a))  but  for  the  provisions  of  para- 

23  graph  (18)  of  such  section  3121(a). 

24  "(b)  Time  for  Filing. — Information  required  to  be 

25  furnished  under  subsection  (a)  shall  be  furnished  at  the  same 
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1  time  as  information  as  to  the  amount  of  wages  paid  by  such 

2  employer  is  required  to  be  furnished  for  purposes  of  chapter 

3  21  of  subtitle  C  (Federal  Insurance  Contributions  Act). 

4  "SEC.  6039D.  INFORMATION  WITH  RESPECT  TO  SELF-EMPLOY- 

5  MENT  INCOME  OF  INDIVIDUAL  AGE  65  OR  OVER. 

6  "(a)  Requirement. — Every  individual  who  has,  for 

7  any  taxable  year,  net  earnings  from  self-employment  which 

8  would  constitute  self-employment  income  (as  defined  in  sec- 

9  tion  1402(b))  but  for  the  provisions  of  paragraph  (3)  of  such 

10  section  1402(b),  shall  furnish  to  the  Secretary  information  as 

11  to  the  amount  of  such  net  earnings  from  self-employment. 

12  "(b)  Time  for  Filing. — Information  required  to  be 

13  furnished  under  subsection  (a)  shall  be  furnished  at  the  same 

14  time  as  information  as  to  the  amount  of  self-employment 

15  income  of  an  individual  is  required  to  be  furnished  for  pur- 

16  poses  of  chapter  2  of  subtitle  A  (Self-Employment  Contribu- 

17  tions  Act  of  1954).". 

18  (f)  Section  201(a)  of  the  Social  Security  Act  is 

19  amended — 

20  (1)  by  striking  out  the  period  at  the  end  of  clause 

21  (4)  and  inserting  in  lieu  thereof  ";  and"; 

22  (2)  by  inserting  after  clause  (4)  the  following  new 

23  clause: 

24  "(5)  the  additional  amounts  which  would  be  ap- 

25  propriated  under  clauses  (3)  and  (4)  for  such  fiscal  year 
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1  but  for  the   provisions   of  sections    1402(b)(3)  and 

2  3121(a)(18)  of  the  Internal  Revenue  Code  of  1954."; 

3  (3)  in  the  matter  following  clause  (5),  by  striking 

4  out  "clauses  (3)  and  (4)"  the  first  place  it  appears  and 

5  inserting  in  lieu  thereof  "clauses  (3),  (4),  and  (5)"; 

6  (4)  in  the  matter  following  clause  (5)  by  inserting 

7  after  "into  the  Treasury"  the  following:       and  esti- 

8  mates  by  the  Secretary  of  the  Treasury  of  the  amounts 

9  specified  in  clause  (5)  of  this  subsection";  and 

10  (5)  in  the  matter  following  clause  (5),  by  inserting 

11  before  the  period  at  the  end  thereof  the  following:  "or 

12  the  amounts  specified  in  clause  (5)". 

13  (g)  Section  1817  of  the  Social  Security  Act  (as  amended 

14  by  section  3  of  this  Act)  is  further  amended — 

15  (1)  by  striking  out  "and"  at  the  end  of  paragraph 

16  (3); 

17  (2)  by  striking  out  the  period  at  the  end  of  para- 

18  graph  (4)  and  inserting  in  lieu  thereof  ";  and"; 

19  (3)  by  inserting  after  paragraph  (4)  the  following 

20  new  paragraph: 

21  "(5)  the  additional  amounts  which  would  be  ap- 

22  propriated  under  paragraphs  (1)  through  (4)  for  such 

23  fiscal  year  but  for  the  provisions  of  sections  1402(b)(3) 

24  and  3121(a)(18)  of  the  Internal  Revenue  Code  of 

25  1954."; 
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1  (4)  in  the  matter  following  paragraph  (5),  by  in- 

2  serting  after  "into  the  Treasury"  the  following:  ",  and 

3  estimates  by  the  Secretary  of  the  Treasury  of  the 

4  amounts  specified  in  paragraph  (5)";  and 

5  (5)  in  the  matter  following  paragraph  (5),  by  in- 

6  serting  before  the  period  at  the  end  thereof  the  follow- 

7  ing  "or  the  amounts  specified  in  paragraph  (5)". 

8  (h)  The  amendments  made  by  this  section  shall  be  effec- 

9  tive  with  respect  to  calendar  years  and  taxable  years  begin- 

10  ning  on  or  after  January  1,  1982. 

11  AMENDMENT  TO  THE  AGE  DISCRIMINATION  IN 

12  EMPLOYMENT  ACT  OF  1967 

13  Sec.  10.  Section  12(a)  of  the  Age  Discrimination  in 

14  Employment  Act  of  1967  (29  U.S.C.  631(a))  is  amended  by 

15  striking  out  "but  less  than  70  years  of  age". 

O 
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Floor  Statement  of  U.S.  Senator  Lawton  Chiles 

SOCIAL  SECURITY  REFORM  ACT  OF  1981 

It  certainly  comes  as  no  surprise  to  the  members  of  the  Senate  when  I  say  that 
the  social  security  system  is  in  financial  trouble.  Again  and  again  during  1980  we 
were  reminded  that  the  system  needs  a  major  financial  overhaul. 

Mr.  President,  the  election  year  is  behind  us,  the  problems  have  not  gone  away, 
and  time  is  running  out.  It  is  time  to  make  the  hard  choices.  It  is  time  to  act.  Today, 
I  am  introducing  the  Social  Security  Reform  Act  of  1981  which  I  believe  will  return 
fiscal  soundness  to  this  most  important  program. 

Before  finishing  my  tour  of  duty  as  Chairman  of  the  Senate  Special  Committee  on 
Aging,  I  held  a  series  of  four  hearings  entitled  "Social  Security:  What  Changes  are 
Necessary?"  Among  the  witnesses  at  these  hearings  were  some  of  the  top  experts  in 
the  country  on  social  security,  including  representatives  from  several  of  the  major 
organizations  of  older  people.  Many  of  the  most  important  issues  now  before  us  were 
discussed  at  these  hearings,  and  I  recommend  to  my  colleagues  that  they  review  the 
testimony  we  received.  From  my  own  study  of  the  issues,  it  is  obvious  that  the 
answers  we  seek  will  not  be  easy  ones. 

But  it  is  clear  to  me  that  it  is  time  for  action — we  cannot,  as  some  would  hope, 
shore  up  social  security  by  standing  still  and  continuing  to  say:  "No  Change". 

It  is  also  clear  to  me  that  we  cannot  save  social  security  by  going  the  same  old 
route  of  simply  raising  the  payroll  tax  one  more  time,  on  top  of  increases  already 
scheduled  for  1982,  1985,  1986,  and  1990.  We  are  in  a  new  era — one  of  high  unem- 
ployment and  high  inflation.  We  have  a  new  President  and  a  new  Congress  more 
dedicated  and  more  determined  than  ever  before  to  cut  taxes  and  cut  spending — not 
increase  them.  Payroll  taxes  in  particular  hurt  both  unemployment  and  inflation. 

In  the  light  of  this  new  atmosphere,  I  am  convinced,  as  a  member  of  both  the 
Senate  Budget  and  Appropriation  Committees,  that  the  best  chance  for  solving  the 
financial  problems  of  the  social  security  system  will  be  to  avoid  higher  payroll  taxes 
and  prevent  further  increases  in  the  federal  deficit. 

Of  necessity,  this  approach  will  also  require  some  tough  medicine  resulting  in  the 
reduction  of  certain  non-essential  benefits.  However,  at  the  same  time,  I  am  propos- 
ing other  changes  in  the  law  designed  to  provide  increased  income  and  work 
opportunities  for  those  over  65. 

The  legislation  I  am  introducing  today  is  comprehensive  in  nature  with  elements 
that  have  significant  impact  both  now  and  far  into  the  future.  The  bill  has  nine 
parts  which  are  summarized  as  follows: 

1.  Remove  the  mandatory  retirement  age  completely. 

2.  Eliminate  entirely  the  earnings  limitation  for  those  over  65. 

3.  Require  that  any  change  in  the  Consumer  Price  Index  be  submitted  for  appro- 
priate Congressional  review. 

4.  Effective  immediately,  permit  interfund  borrowing. 

5.  Beginning  in  the  year  2000,  start  to  phase  in  a  three  year  increase  in  the 
eligibility  age  for  full  benefits  from  65  to  68,  and  for  reduced  benefits  from  62  to  65. 

6.  Over  three  years  beginning  in  1981,  phase  in  general  revenue  funds  to  pay  for 
70  percent  of  Medicare,  Part  A,  and  convert  all  the  savings  which  result  into 
reductions  in  the  payroll  tax. 

7.  For  both  employer  and  employee,  eliminate  the  payroll  tax  paid  on  wages 
earned  by  any  worker  over  age  65. 

8.  Eliminate  the  minimum  benefit  for  all  new  retirees,  but  retain  the  special 
minimum  benefit  for  low  wage  earners. 

9.  Phase  out  student  benefits  starting  in  August  of  1981. 

This  reform  legislation  which  I  have  just  outlined  has  four  primary  goals. 

First,  through  a  combination  of  interfund  borrowing  and  certain  specified  benefit 
reductions,  we  can  substantially  resolve  the  short  term  cash  flow  problem  facing  us 
over  the  next  five  years. 

Secondly,  by  phasing  in  a  new  retirement  age  of  68  by  the  year  2012,  we  can 
effectively  wipe  out  the  long-term  deficit  and  prepare  ourselves  adequately  for  the 
large  increases  in  retirement  expected  next  century  without  reducing  benefit  levels. 

Thirdly,  I  am  proposing  three  major  initiatives  to  encourage  greater  income  and 
work  opportunity  for  older  persons:  eliminating  the  earnings  limitation,  removing 
the  mandatory  retirement  age,  and  eliminating  the  payroll  tax  for  those  over  65. 

Finally,  this  legislative  package  reduces  the  economic  pressures  of  inflation  and 
unemployment  by  providing  each  employer  a  steady  rollback  in  his  payroll  tax  rate 
from  6.65  percent  today  to  5.79  percent  in  1983-84,  a  reduction  of  over  13  percent. 
The  employer  will  have  the  added  economic  incentive  of  further  tax  savings  if  he 
retains  or  hires  workers  over  age  65.  The  reduced  labor  costs  due  to  lower  payroll 
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taxes  will  aid  the  solvency  of  the  social  security  trust  funds  at  the  same  time  that 
they  help  the  overall  economy. 

RESOLVING  THE  SHORT-TERM  CASH  FLOW  PROBLEMS 

For  several  years  now,  despite  the  1977  Social  Security  Amendments,  the  Old- Age, 
Survivors  Insurance  (OASI)  fund  has  been  on  a  collision  course  with  insolvency.  In 
large  part,  this  trend  has  been  caused  by  the  twin  problems  of  high  unemployment, 
which  reduces  the  revenues  to  the  fund,  and  high  inflation,  which  causes  greater 
outlays  because  of  the  cost-of-living  adjustments. 

In  an  effort  to  buy  additional  time,  the  Congress  last  year  passed  H.R.  7670 
(Public  Law  96-403)  which  reallocated  the  payroll  tax  rates  between  the  OASI  fund 
and  the  Disability  Insurance  (DI)  fund,  resulting  in  more  revenues  for  the  depleted 
OASI  fund  and  less  for  DI,  which  was  in  relatively  good  financial  condition.  Howev- 
er, this  effort  only  delayed  the  crisis. 

Testifying  before  our  hearings  in  December,  the  Commissioner  of  Social  Security, 
William  Driver,  pointed  out  that  this  rate  reallocation  only  postponed  the  cashflow 
problem  from  1981  to  mid-1982. 

INTERFUND  BORROWING 

As  a  partial  solution  to  the  short-term  cash  flow  crisis,  several  groups  have 
recommended  interfund  borrowing.  By  permitting  the  troubled  OASI  fund  to  borrow 
from  DI  and  the  Health  Insurance  (HI)  trust  funds,  any  serious  shortfall  in  the 
OASI  system  can  be  postponed  until  1984. 

Therefore,  my  legislation  permits  interfund  borrowing  when  any  one  of  the  funds 
falls  below  25  percent  of  one  year's  outlays.  Authority  for  interfund  borrowing 
would  begin  immediately  but  would  cease  in  1990.  By  the  late  1980's,  it  is  estimated 
that  the  short-term  crisis  will  be  over.  The  funds  borrowed  would  have  to  be  paid 
back  with  interest,  and  it  is  expected  by  1990  that  all  three  funds  will  be  out  of 
danger.  However,  even  with  interfund  borrowing,  the  trust  funds  will  face  a  deficit 
in  the  1984-85  period. 

ELIMINATION  OF  STUDENT  BENEFITS 

In  1965,  the  original  concept  of  survivor's  and  dependent's  benefits  was  extended 
to  include  children  aged  18  to  21  if  they  went  to  college.  Survivors  and  dependents 
who  go  to  work  instead  of  to  school  do  not  receive  the  benefit.  Since  1965,  however, 
several  Federal  educational  assistance  programs  have  been  established  or  greatly 
expanded  to  where  they  now  spend  almost  $7  billion  per  year.  Most  social  security 
recipients  are  also  eligible  for  these  programs.  Studies  by  the  Congressional  Budget 
Office,  the  General  Accounting  Office  and  others  have  pointed  to  the  student  benefit 
as  outmoded  and  poorly  targeted. 

For  some  time  now,  I  have  been  uncomfortable  with  this  duplication  of  programs. 
In  light  of  the  original  intent  of  social  security  to  replace  lost  income,  and  because 
there  are  alternative  ways  to  assist  students,  I  am  proposing  that  the  student 
benefit  be  phased  out  beginning  in  August  1981.  In  other  words,  any  student  who 
has  already  started  school  and  is  receiving  social  security  benefits  may  finish  his 
schooling  so  long  as  he  or  she  is  eligible.  However,  no  new  students  would  be 
brought  on  to  the  program. 

The  cost  savings  to  the  trust  funds  in  1982  are  estimated  to  be  $700  million  rising 
to  $2.7  billion  by  1986. 

ELIMINATION  OF  MINIMUM  BENEFIT  FOR  NEW  RETIREES 

Since  the  inception  of  the  social  security  program,  there  has  always  been  a 
minimum  benefit.  It  began  at  a  level  of  $10,  and  its  original  purpose  was  to  aid  in 
administration.  Over  the  years,  the  level  was  increased  because  many  beneficiaries 
were  very  poor  and  needed  the  extra  assistance.  However,  in  recent  years,  studies 
have  shown  that  most  recipients  are  not  poor  at  all.  It  was  in  large  part  for  this 
reason  that  Congress  in  1977  froze  the  minimum  benefit  level  at  $122  per  month 
(the  reduced  minimum  for  those  retiring  at  age  62  is  frozen  at  $97.50).  Without  any 
further  action,  it  is  estimated  that  the  frozen  minimum  will  phase  itselt  out  in 
another  30  years  due  to  inflation. 

I  am  proposing  that  Congress  eliminate  the  minimum  benefit  effective  July  1,  I  g 
1981,  but  only  for  new  retirees.  And  again,  I  stress  that  any  beneficiary  now 
receiving  the  minimum  benefit  will  not  have  that  payment  reduced  in  any  way.  i  | 

I  would  also  emphasize  that  my  bill  does  not  remove  the  "special"  minimum 
benefit  provisions  of  the  law  which  provide  additional  protection  for  workers  with    I  : 
many  years  of  contribution  at  very  low  salaries. 
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While  I  am  sympathetic  to  the  earlier  intention  of  the  law  in  providing  a  mini- 
mum level  of  payment  to  truly  needy  persons,  it  is  now  clear  that  this  benefit  is 
going  more  often  to  persons  who  have  substantial  income  from  other  sources.  In 
addition,  since  the  enactment  of  the  Supplemental  Security  Income  (SSI)  program  in 
1974,  the  need  for  the  minimum  benefit  has  been  greatly  reduced. 

A  General  Accounting  Office  (GAO)  study  released  in  late  1979  found  that  a  very 
small  percentage  of  those  awarded  the  minimum  benefit  were  needy.  Their  analysis 
showed: 

A.  44  percent  of  sampled  beneficiaries  were  eligible  for  the  minimum  but  received 
no  benefit  from  it. 

18  percent  were  already  on  SSI. 

23  percent  were  dually  entitled  to  spouse  benefits  which  were  higher. 
3  percent  has  their  minimum  benefit  offset  by  other  Federal  pensions. 

B.  30  percent  had  substantial  income  from  other  sources. 
15  percent  received  Federal  pensions  (average  $900/mo.). 

10  percent  relied  on  spouses  still  working  (average  $13,700/  year). 

2  percent  relied  on  retired  spouses  with  Federal  pensions  (average  $12,500/year). 

C.  For  the  remaining  26  percent  insufficient  data  was  available.  However,  this 
group  includes  many  who  were  receiving  (or  whose  spouses  were  receiving)  substan- 
tial state  or  local  pensions. 

Figures  from  1978  show  approximately  3.1  million  recipients  of  the  minimum 
benefit  now  in  the  system  at  a  cost  of  over  $3.8  billion  annually.  By  allowing 
current  recipients  of  the  minimum  benefit  to  continue,  but  by  removing  this  benefit 
for  all  new  retirees,  the  estimated  savings  to  the  trust  fund  would  be  $65  million  in 
1982,  rising  to  $225  million  in  1986. 

USE  OF  GENERAL  REVENUES  TO  PAY  FOR  MEDICARE,  PART  A 

Effective  this  year,  I  am  proposing  a  major  reduction  in  the  payroll  tax  by 
injecting  general  revenue  funds  to  pay  for  50  percent  of  the  cost  of  Medicare,  Part 
A,  or  the  Health  Insurance  (HI)  trust  fund.  The  bill  will  increase  this  contribution 
of  general  revenue  funds  to  60  percent  in  1982  and  70  percent  in  1983  and  thereaf- 
ter. 

Briefly  summarized,  the  effect  of  this  provision  will  be  to  provide  roughly  a  13 
percent  reduction  in  payroll  taxes  over  the  next  ten  years.  For  1981,  the  rate  will 
drop  from  6.65  to  6.00  percent.  By  1983,  the  rate  will  decrease  from  a  scheduled  6.70 
percent  (under  current  law)  to  5.79  percent. 

To  help  clarify  the  effect  of  my  bill  on  the  payroll  tax,  I  am  providing  the 
following  table  which  compares  my  changes  to  present  law: 

CURRENT  LAW 

[In  percent] 


Calendar  year  OASI  Dl  HI  OASDHI       JJJJ  Total 


1981   4.7 

1982-84   4.575 

1985   4.75 

1986-89   4.75 

1990+   5.1 


0.65  1.3  6.65    6.65 

.825  1.3  6.7    6.7 

.95  1.35  7.05    7.05 

.95  1.45  7.15    7.15 

1.1  1.45  7.65    7.65 


EFFECT  OF  CHILES'  BILL 

[In  percent] 


Calendar  year  OASI  Dl  HI  OASDHI        benerJ  Total 


1981   4.7  0.65  0.65  6.  0.65  6.65 

1982   4.575         .825         .52  5.92  .78  6.7 

1983-84   4.575         .825         .39  5.79  .91  6.7 

1985   4.75  .95  .405  6.105  .945  7.05 

1986-89   4.75  .95  .435  6.135  1.015  7.15 

1990+   5.1  1.1  .435  6.635  1.015  7.65 
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The  new  administration  and  the  new  Congress  seem  determined  to  cut  taxes,  and 
I  cannot  think  of  a  better  place  to  start.  If  we  can  stimulate  our  economy  to  provide 
more  jobs,  the  result  will  be  more  income  to  the  trust  funds  and  a  resulting 
improvement  in  our  short-term  cashflow  problems.  And  I  would  point  out  that  my 
proposal,  by  injecting  general  revenues  for  Medicare,  does  not  increase  the  overall 
tax  pinch,  because  the  resulting  increase  in  costs  to  the  general  revenue  is  offset 
dollar  for  dollar  with  a  reduction  in  payroll  taxes. 

This  reduction  in  payroll  taxes  I  am  proposing  will  lower  labor  costs,  and  thereby 
reduce  the  inflation  rate  by  about  1  percent.  By  ratcheting  the  rate  down  over  three 
years,  there  is  more  likelihood  that  the  reduction  will  result  in  lower  prices  rather 
than  a  one-time  windfall  for  business.  Lower  prices  and  lower  inflation  translates  to 
less  drain  on  the  trust  funds. 

For  years  there  has  been  concern  about  using  general  revenues  for  any  part  of 
social  security,  but  I  am  much  less  concerned  about  general  revenue  financing  for 
Medicare  than  for  the  Old-Age  Survivors  trust  fund.  Medicare  was  not  part  of  the 
original  insurance  system;  it  is  a  benefit  that  was  added  in  1965.  Unlike  disability, 
retirement,  or  survivor  benefits,  Medicare  benefits  are  not  directly  linked  to  one's 
wages  and  how  much  a  worker  has  contributed  to  the  system,  and  therefore,  there 
is  less  need  to  continue  funding  Medicare  primarily  from  payroll  taxes. 

I  would  also  point  out  that  we  currently  fund  over  70  percent  of  Medicare,  Part  B 
(physician  costs),  through  general  revenues.  My  proposal  to  inject  general  revenues 
for  Part  A  simply  brings  both  parts  to  the  same  level. 

CONGRESSIONAL  REVIEW  OF  CHANGES  IN  CPI 

My  bill  also  provides  for  appropriate  review  of  any  proposed  changes  in  the 
calculation  of  the  Consumer  Price  Index  (CPI)  whereby  cost-of-living  adjustments  for 
social  security  recipients  are  measured.  The  annual  cost-of-living  adjustment  (or 
COLA)  for  beneficiaries  of  this  system  is  one  of  its  most  valuable  assets — especially 
to  those  who  must  rely  primarily  on  social  security  to  make  ends  meet  during  , 
double-digit  inflation. 

Therefore,  my  bill  would  require  120  days  notice  to  the  appropriate  legislative 
committees  before  any  revision  in  the  CPI  can  become  effective. 

EFFECTS  ON  SHORT-TERM  CRISIS  IN  1984-85 

As  I  explained  earlier,  by  permitting  inderfund  borrowing,  the  cashflow  problem  ;  ' 
is  effectively  averted  until  1984.  At  that  time  and  for  roughly  a  two  year  period,  a  1 
funding  gap  will  exist  until  the  payroll  tax  increases  already  in  the  law  take  effect.  I 

However,  the  savings  generated  by  eliminating  both  the  student  benefit  and  the 
minimum  benefit  are  sufficient,  within  the  normal  range  of  estimating  error,  to  see 
us  through  the  1984-85  period. 

I  must  stress,  however,  that  if  our  economy  takes  a  serious  turn  for  the  worse,  j 
more  drastic  measures  may  be  unavoidable  such  as  emergency  borrowing  from  the   j  ( 
Treasury  or  additional  benefit  reductions — such  actions,  especially  the  latter,  should   j  s 
be  prevented  if  at  all  possible. 

I  I 

RESOLVING  THE  LONG-TERM  DEFICIT 

J  C 

One  witness  at  our  hearings,  Henry  Aaron  of  the  Brookings  Institute  and  Chair-  I  l 
man  of  the  1979  Advisory  Council  on  Social  Security,  characterized  the  short-term 
financial  problem  as  critical  but  not  serious.  In  other  words,  action  cannot  be  1  t 
delayed,  but  answers  are  available  and  the  magnitude  of  the  problem  is  relatively  )  o 
small.  However,  he  called  the  long-term  deficit  problem  serious  but  not  critical —  .)  (I 
there  is  time  to  resolve  it,  but  the  size  of  the  problem  is  enormous  and  the  available  \  p 
answers  will  require  major  changes  in  the  system. 

In  issuing  their  1980  Report,  the  trustees  of  the  social  security  trust  funds  (the  f  a 
Secretaries  of  Labor,  Treasury  and  Health  and  Human  Services)  predicted  a  serious  i 
long-term  deficit.  Their  projections  cover  the  next  75  years  for  the  Old-Age,  Survi- 
vor's Insurance  (OASI)  and  Disability  Insurance  (DI)  trust  funds,  and  the  next  25 
years  for  the  Health  Insurance  (HI)  fund.  Their  future  cost  estimates  are  prepared  k 
using  three  alternative  sets  of  assumptions:  optimistic,  intermediate,  and  pessimis-  *  s 
tic. 

Under  the  intermediate  assumptions,  the  Trustees  report  that  the  OASDI  trust  •  4 
fund  balances  will  be  exhausted  by  the  year  2030.  Under  pessimistic  assumptions,  ;  \ 
the  funds  will  be  exhausted  between  the  year  2010  and  2015.  As  updated  by  the  J  fi 
Administration's  mid-session  review,  the  long-term,  75-year  deficit  is  measured  as  fl 
1.58  percent  of  taxable  payroll.  This  translates  to  over  11  percent  of  costs,  or  $20  ? 
billion  in  1981  terms. 
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According  to  the  trustees,  the  system  is  not  "in  close  actuarial  balance  over  the 
long-range  period"  if  the  deficit  exceeds  5  percent  of  the  estimated  75-year  average 
expenditure  which  is  13.74  percent  of  payroll.  Since  the  deficit  of  1.58  approximates 
a  level  of  11  percent  of  estimated  expenditures,  the  system  is  not  in  close  actuarial 
balance. 

The  reasons  for  this  long-term  deficit  are  many,  but  the  primary  cause  is  demo- 
graphic. The  children  born  in  the  enormous  Baby  Boom  after  World  War  II  will 
begin  retiring  about  the  year  2010,  resulting  in  a  rapid  increase  in  the  number  of 
retirees  in  relation  to  workers.  Since  the  social  security  system  was  originally 
designed  and  continues  today  on  a  pay-as-you-go  basis,  the  ratio  of  workers,  or 
"payers  in",  to  the  number  of  retirees,  or  "takers  out",  is  critical.  Today  that  ratio 
is  somewhat  over  3  workers  to  each  retiree.  By  next  century  that  ratio  will  shrink 
to  2  to  1. 

RAISING  THE  RETIREMENT  AGE  TO  68 

There  is  no  painless  way  to  approach  the  long-term  deficit — all  the  options  we 
reviewed  in  our  hearings  would  require  major  changes  in  the  current  system. 
However,  with  few  exceptions,  our  witnesses  urged  us  to  initiate  action  now  so 
today's  workers  will  have  sufficient  time  to  adjust  to  any  changes  that  might  be 
phased  in  to  resolve  the  long-term  financial  deficit. 

After  careful  review  of  the  proposed  solutions,  I  believe  that  raising  the  retire- 
ment age  to  68  provides  the  fairest  and  most  positive  approach  because  it  recognizes 
the  improved  health  and  economic  contributions  of  older  Americans.  This  option 
has  been  recommended  by  several  other  groups  including  the  President's  Commis- 
sion on  Pension  Policy,  the  National  Commission  on  Social  Security,  and  the  1979 
Advisory  Council. 

As  proposed  in  my  bill,  the  age  increase  would  begin  to  phase  in  on  January  1, 
2000.  At  that  time,  the  age  of  retirement  for  full  benefits  would  be  65  plus  1  month. 
Every  four  months  thereafter  the  age  would  increase  by  an  additional  month  until 
reaching  age  68  in  the  year  2012.  The  age  for  reduced  benefits  will  rise  from  age  62 
to  age  65  in  the  same  manner.  The  age  of  eligibility  for  widows  and  widowers  will 
rise  from  60  to  63. 

Two  points  need  to  emphasized  here  to  avoid  what  can  often  be  unnecessary 
misunderstanding.  First,  raising  the  retirement  age  to  68  in  this  manner,  will  in  no 
way  affect  any  older  person  now  receiving  social  security,  nor  will  it  affect  any 
person  nearing  retirement.  In  fact,  it  will  not  affect  anyone  who  celebrated  his  or 
her  45th  birthday  before  the  end  of  1979.  In  short,  if  adopted,  today's  younger 
workers  will  have  ample  time  to  think  ahead  and  adjust  their  retirement  income 
plans. 

Secondly,  my  proposal  does  not  in  any  way  disturb  the  disability  system  we  now 
have  in  place  for  those  who,  for  health  reasons,  cannot  keep  working  until  an  age 
when  benefits  are  available. 

There  are  other  reasons  why  I  favor  raising  the  retirement  age.  The  average  life 
expectancy  at  age  65  has  risen  approximately  three  years  since  the  inception  of  the 
social  security  system.  An  increase  in  health  and  productivity  has  accompanied  this 
trend.  By  raising  the  age  to  68,  we  would  still  be  providing  benefits  over  the  same 
proportion  of  an  average  person's  life.  In  fact,  it  is  likely  that  life  expectancy  will 
continue  to  increase  more  between  now  and  the  year  2000  when  my  proposal  will 
begin  to  phase  in.  In  addition,  many  more  jobs  today  are  white  collar  in  nature  and 
lend  themselves  more  easily  to  delayed  retirement. 

From  a  cost  point  of  view,  raising  the  retirement  age  has  a  dramatic  impact  on 
the  long-term  deficit.  As  proposed,  this  change  would  result  in  a  long-term  savings 
of  1.42  percent  of  taxable  payroll,  or  90  percent  of  the  estimated  long-term  deficit 
(1.58  percent).  As  I  mentioned  earlier,  the  Trustees  consider  a  deficit  in  excess  of  5 
percent  of  estimated  75-year  average  expenditures  to  be  a  serious  problem.  By 
raising  the  retirement  age,  the  deficit  is  reduced  to  1  percent  and  is  "in  close 
actuarial  balance". 

INCENTIVES  FOR  WORK  AFTER  65 

If  the  American  people  are  to  rethink  their  attitudes  toward  retirement,  as  I 
believe  we  must,  it  is  essential  that  the  worker  and  his  employer  be  encouraged  to 
see  the  value  of  delayed  retirement. 

During  1980,  the  Committee  on  Aging  conducted  a  series  of  hearings  on  "Work 
After  65 '  where  we  explored  the  question  of  early  versus  later  retirement.  Testimo- 
ny from  major  companies — Xerox,  Polaroid,  Atlantic  Richfield,  Banker's  Life,  and 
Grumman — emphasized  the  growing  awareness  of  private  industry  in  the  value  of 
the  older  worker.  The  image  of  the  older  employee  as  less  healthy,  more  accident 
prone,  and  less  productive  was  completely  refuted  by  our  witnesses,  and  yet,  early 
retirement  continues  to  be  the  trend. 
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Therefore,  I  am  convinced  that  Congress  must  take  steps  to  encourage  more  and 
better  opportunities  for  the  older  worker.  If  we  are  to  increase  the  retirement  age, 
we  must  also  increase  the  availability  and  value  of  jobs  for  those  over  65.  To  do  this, 
my  bill  provides  three  changes  in  the  law. 

REMOVE  THE  EARNINGS  LIMITATION  FOR  RETIREES  OVER  65 

It  has  been  my  experience  and  that  of  many  of  my  colleagues  on  the  Committee 
on  Aging  that  no  issue  is  more  unpopular  to  older  persons  than  the  earnings  test. 
Today,  a  retired  worker  receiving  social  security  faces  a  50  percent  "tax"  if  he  or 
she  earns  more  than  $5,500  during  the  year.  After  that  point,  the  social  security 
payment  is  reduced  one  dollar  for  every  two  earned.  A  closer  estimate  of  the  tax  on 
excess  earnings  is  about  80  percent  after  you  add  in  the  payroll  tax  and  Federal  and 
State  income  taxes. 

If  we  are  to  encourage  continued  work  by  older  persons,  it  is  essential  that  we 
eliminate  this  onerous  disincentive.  Therefore,  beginning  in  1986,  I  am  proposing 
that  the  law  be  amended  to  eliminate  the  earnings  test  completely.  I  would  much 
prefer  to  remove  it  today,  but  unfortunately,  it  is  a  costly  item  estimated  to  increase 
costs  to  the  trust  funds  by  $2.2  billion  per  year.  Because  of  current  economic 
conditions,  and  the  short-term  cashflow  problem  we  face  in  the  mid-eighties,  earlier 
removal  is  impossible.  However,  I  will  be  watching  our  economic  developments 
closely,  and  if  developments  are  positive  and  our  short-term  problems  subside 
sooner  than  expected,  I  will  review  the  situation  to  determine  whether  or  not  we 
can  eliminate  the  earnings  test  before  1986. 1  hope  we  can. 

To  keep  this  change  in  line  with  other  provisions  in  my  bill,  the  elimination  of 
the  earnings  test  will  apply  only  to  those  over  65  with  the  age  rising  to  68  by  the 
year  2012. 

REMOVE  THE  MANDATORY  RETIREMENT  AGE 

The  1978  amendments  to  the  Age  Discrimination  in  Employment  Act  removed  the 
mandatory  retirement  age  for  Federal  workers  altogether;  it  raised  the  age  in 
private  industry  from  65  to  70.  My  reform  legislation  takes  the  next  step  by 
removing  the  age  70  language  from  the  law.  In  this  way,  subject  to  existing  excep- 
tions, mandatory  retirement  at  any  age  will  be  against  the  law. 

ELIMINATE  THE  PAYROLL  TAX  FOR  EMPLOYERS  AND  EMPLOYEES  FOR  WAGES  EARNED 

BY  WORKERS  OVER  65 

Effective  January  1,  1982,  I  am  proposing  an  additional  tax  incentive  for  workers 
over  65  and  their  employers  by  removing  the  requirement  for  paying  any  payroll 
tax. 

For  the  employer,  this  is  a  direct  economic  incentive  to  hire  and  retain  older 
workers,  and  to  develop  retraining  programs  designed  to  make  the  older  worker 
more  useful  to  him.  The  incentive  is  a  substantial  savings  in  the  employer's  payroll 
costs.  For  a  worker  aged  65  earning  over  $30,000,  the  savings  to  the  employer  is 
almost  $2,000  per  year. 

For  older  workers,  the  incentive  is  more  take  home  pay.  The  payroll  tax  will  not 
be  deducted.  In  short,  if  older  workers  keep  working  after  age  65,  their  paychecks 
will  have  fewer  deductions,  they  will  still  become  eligible  for  full,  tax  free  social 
security  benefits,  and,  under  my  proposal,  they  will  not  be  subject  to  the  earnings 
limitation.  As  the  age  of  retirement  phases  in  to  68,  this  tax  break  will  phase 
upwards  in  a  similar  manner. 

Because  this  provision  will  reduce  the  income  to  the  trust  funds,  my  bill  provides 
for  the  lost  revenue  to  be  made  up  by  general  revenues.  Estimates  of  the  costs  to 
the  Treasury  are  uncertain  because  it  is  unclear  at  this  time  what  effect  this  change 
will  have  on  the  labor  force.  The  best  prediction  we  have  at  this  time  is  0.75  percent 
of  taxable  payroll  or  just  over  $1  billion  per  year.  This  estimate  does  not  take  into 
account  the  additional  Federal  income  tax  revenues  that  will  be  generated  by  this 
incentive  to  work  longer.  Hopefully,  over  time,  the  effect  will  be  to  cancel  out  or 
even  increase  general  revenues. 

Congress  has  already  provided  this  kind  of  incentive  to  hire  disadvantaged  youth 
by  enacting  the  Targeted  Jobs  Tax  Credit.  I  hope  we  can  now  have  the  good  sense  to 
extend  a  comparable  advantage  to  our  older  workers. 

*  *****  * 

In  closing,  may  I  say  that  the  provisions  of  my  bill,  while  aimed  at  solving  the 
short  and  long-term  financial  problems  of  social  security,  are  by  no  means  the  only 
solutions.  But  from  my  analysis,  they  represent  the  fairest  way  to  proceed.  Not 
everything  in  my  bill  will  be  greeted  with  open  arms,  but  I  am  convinced  that  the 
problems  we  face  cannot  be  solved  with  painless  remedies  and  wishful  thinking. 
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So  I  urge  my  colleagues  to  review  this  bill  carefully.  We  cannot  avoid  resolving 
the  cashflow  problem  scheduled  to  hit  us  next  year,  and  I  strongly  feel  it  would  be 
irresponsible  to  delay  action  on  the  long-term  deficit.  The  longer  we  wait,  the 
harder  and  more  painful  will  be  the  solution. 

Finally,  I  am  hopeful  that  what  I  am  proposing  will  usher  in  a  new  era  for  the 
older  worker — one  without  penalties  for  honest  labor  and  one  with  additional  oppor- 
tunity for  earned  income  so  that  more  may  live  in  dignity  in  the  years  of  retire- 
ment. 

FACT SHEET 

Interfund  borrowing 

1.  Permits  borrowing  among  the  three  trust  funds,  Old- Age  Survivors  Insurance 
(OASI),  Disability  Insurance  (DI),  and  Health  Insurance  (HI),  when  one  of  the  funds 
falls  below  25  percent  of  one  year's  outlays. 

2.  Effective  immediately,  authority  for  this  borrowing  would  expire  at  the  end  of 
fiscal  year  1990. 

3.  Borrowed  funds  will  be  paid  back  with  interest. 

4.  This  change  will  avoid  shortfalls  in  the  combined  trust  funds  through  1983; 
however,  there  will  be  a  gap  of  $3.5  billion  in  1984,  and  a  gap  of  $4.0  billion  in  1985 
if  no  other  changes  are  made. 

Phase  in  general  revenue  funds  to  pay  for  70  percent  of  HI 

1.  A  general  revenue  contribution  of  50  percent  in  1981,  60  percent  in  1982,  and 
70  percent  in  1983  will  be  made  to  the  Health  Insurance  (HI)  trust  fund  which  pays 
for  Medicare,  Part  A  (hospital  costs). 

2.  Correspondingly,  a  similar  reduction  will  be  made  in  the  portion  of  the  payroll 
tax  used  to  fund  HI.  As  an  example,  the  payroll  tax  rate  paid  by  both  employer  and 
employee  for  HI  in  1981  is  1.30  percent.  It  would  be  reduced  by  50  percent  to  .65 
percent,  thus  reducing  the  overall  OASDHI  rate  from  6.65  percent  to  6.00  percent. 
See  chart  below: 

CURRENT  LAW 


Calendar  year 


OASI 


OASDHI 


General 
revenue 


Total 


1981   4.7  0.65  1.3  6.65 

1982-84   4.575         .825  1.3  6.7 

1985   4.75  .95  1.35  7.05 

1986-89   4.75  .95  1.45  7.15 

1990+   5.1  1.1  1.45  7.65 


6.65 

6.7 

7.05 

7.15 

7.65 


EFFECT  OF  CHILES'  BILL 

[In  percent] 


Calendar  year 

OASI 

DI 

HI 

OASDHI 

General 
revenue 

Total 

1981 

4.70 

0.65 

0.65 

6 

0.65 

6.65 

1982 

4.575 

.825 

.52 

5.92 

.78 

6.7 

1983-84 

4.575 

.825 

.39 

5.79 

.91 

6.7 

1985 

4.75 

.95 

.405 

6.105 

.945 

7.05 

1986-89 

4.75 

.95 

.435 

6.135 

1.015 

7.15 

1990  + 

5.10 

1.1  . 

.435 

6.635 

1.015 

7.65 

CONGRESSIONAL  REVIEW  OF  CPI  ADJUSTMENTS 

1.  Department  of  Labor  must  report  any  proposed  revision  in  the  manner  by 
which  the  Consumer  Price  Index  (CPI)  is  computed  to  the  House  Ways  and  Means 
Committee  and  the  Senate  Committee  on  Finance  at  least  120  days  before  such  a 
change  could  go  into  effect. 

2.  The  CPI  is  used  to  determine  the  amount  of  the  cost-of-living  adjustment  added 
to  each  social  security  check  in  July  of  each  year. 
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RAISING  THE  RETIREMENT  AGE  TO  68 

1.  Would  begin  to  phase  in  starting  in  year  2000;  eligibility  age  for  full  benefits  on 
January  1,  2000  would  be  65  plus  one  month;  age  would  increase  by  one  month  for 
each  four  months  thereafter  until  age  68  is  reached  in  year  2012. 

2.  Age  of  early  retirement  would  rise  in  similar  fashion  from  62  to  65. 

3.  Age  of  eligibility  for  widow/widowers  would  rise  in  similar  fashion  from  60  to 
63. 

4.  Age  65  for  Medicare  would  not  be  changed. 

5.  No  current  retiree  would  be  affected  at  all. 

6.  No  current  worker  having  reached  his  45th  birthday  by  the  end  of  1979  will  be 
affected. 

7.  Cost  effect  would  be  to  place  social  security  "in  close  actuarial  balance  over  the 
long  term";  savings  is  estimated  at  1.42  percent  of  taxable  payroll. 

ELIMINATION  OF  STUDENT  BENEFITS 

1.  Social  security  benefits  are  presently  paid  to  full-time  students  aged  18  to  21 
who  are  children  of  retired,  disabled  or  deceased  workers. 

2.  These  benefits  would  be  phased  out  over  a  three  to  four  year  period.  Any 
student  now  eligible  and  receiving  benefits  would  be  allowed  to  continue  until  age 
22  if  enrolled  full-time.  No  new  students  would  be  eligible. 

3.  Other  programs  of  Federal  assistance  for  college  students  have  risen  from  $1.4 
billion  seven  years  ago  to  almost  $7  billion  today. 

4.  Cost  savings:  1982— $700  million;  1983— $1.2  billion;  1984— $1.8  billion;  1985— 
$2.5  billion;  1986— $2.7  billion. 

5.  Effective  date  to  begin  phase-in  is  August  1,  1981. 

ELIMINATION  OF  MINIMUM  BENEFIT 

1.  Would  eliminate  the  minimum  benefit  of  $122  ($97.50  for  those  retiring  at  62) 
for  all  new  retirees;  current  recipients  would  not  be  affected. 

2.  General  Accounting  Office  study  (1979)  reports  that  only  a  small  percentage  of 
those  receiving  the  benefit  were  needy: 

18  percent  were  on  Supplemental  Security  Income  which  pays,  in  addition  to 
social  security,  an  amount  to  bring  the  total  up  to  a  minimum  of  $238. 

23  percent  were  already  entitled  to  spouse's  benefits  worth  more  than  the  mi- 
nimum (only  the  higher  is  paid). 

3  percent  had  their  minimum  offset  by  other  Federal  pensions. 

15  percent  received  Federal  pensions  which  did  not  offset  but  averaged  $900  per 
month. 

10  percent  relied  on  spouses  still  working  averaging  $13,700  per  year. 
2  percent  relied  on  retired  spouses  with  Federal  pensions  averaging  $12,500  per 
year. 

Insufficient  data  was  available  for  the  remaining  26  percent,  but  they  include 
many  with  substantial  state  or  local  government  pensions. 

3.  The  "special  minimum"  benefit  for  long-term  low-income  workers  is  not 
changed. 

4.  Cost  savings:  1982— $65  million;  1983— $135  million;  1984— $160  million;  1985— 
$205  million;  1986— $225  million. 

5.  Effective  date:  July  1,  1981. 

REMOVE  EARNINGS  LIMITATION  COMPLETELY 

1.  Would  remove  the  earning  limitation  (or  retirement  test)  which  now  reduces 
social  security  benefits  $1  for  every  $2  earned  over  the  limit.  The  ceiling  in  1981  is 
$5,500. 

2.  The  limitation  would  be  removed  only  for  those  over  65. 

3.  The  eligibility  age  for  no  retirement  test  would  be  phased  upwards  from  65  to 
68  in  a  manner  similar  to  the  rise  in  the  retirement  age  beginning  in  the  year  2000. 

4.  Additional  cost  per  year:  $2.2  billion. 

5.  Because  of  the  cost  of  removing  the  test  and  because  of  the  short-term  cash 
flow  problems,  elimination  of  the  test  will  not  be  made  until  1986. 

ELIMINATING  PAYROLL  TAX  FOR  WORKERS  OVER  65 

1.  Would  remove  the  payroll  tax  for  employer  and  employee  paid  on  wages  earned 
by  any  worker  over  age  65. 

2.  Loss  of  income  to  trust  funds  would  be  made  up  by  general  revenues. 
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3.  Age  65  for  this  tax  break  would  increase  to  68  in  the  same  manner  as  the 
phased  increase  for  the  age  of  eligibility  for  benefits. 

4.  Estimated  loss  of  payroll  tax  is  0.75  percent  of  payroll  or  just  over  $1  billion  in 
1981. 

5.  Effective  date:  January  1,  1982. 

ELIMINATE  MANDATORY  RETIREMENT  AGE  COMPLETELY 

1.  Amends  the  Age  Discrimination  in  Employment  Act  to  remove  age  70  or  over 
as  a  permissible  age  to  allow  mandatory  retirement  in  the  private  sector. 

2.  The  existing  exceptions  in  the  law  are  not  changed. 

3.  Effective  immediately. 

Mr.  Pickle.  Well,  Senator  Chiles,  I  want  to  say  at  the  very  outset 
that  we  are  pleased  to  have  you  here,  not  only  because  of  your 
personal  interests  and  dedication  to  this  program,  but  because  of 
your  background  as  former  head  of  the  Senate  Aging  Committee. 

In  addition,  because  you  are  one  of  the  first  Senators  to  come 
forward  with  a  positive  program. 

My  question  to  you  is  of  a  broad  nature,  because  there  is  much 
in  your  statement  that  I  am  impressed  with  and  that  I  think  will 
be  helpful  to  this  committee. 

Can  you  tell  me  if  your  recommendations  would  meet  with  the 
general  support  of  your  colleagues  on  the  other  side?  Would  you 
venture  an  opinion  on  that? 

Senator  Chiles.  That  would  be  hard  to  venture  an  opinion  on 
that  because  I  think  in  the  short  term  everybody  generally  realizes 
we  have  to  do  something  about  the  cash  flow  problem. 

I  sense,  Mr.  Chairman,  that  a  lot  of  people  would  like  to  put  off 
dealing  with  the  long-term  problem.  I  hear  some  of  them  say, 
"That  is  a  problem  that  we  can  let  somebody  around  1990  take 
care  of.  I  am  up  this  time."  Or,  "I  am  getting  ready  to  think  about 
running  again." 

There  is  no  easy  solution  to  that  long-term  problem.  Whichever 
way  you  go  on  that,  there  is  some  controversy  to  it,  I  have  found 
out. 

I  haven't  found  an  easy  solution  yet.  Maybe  you  all  can  find  it 
over  here.  I  hope  you  can.  I  sense  that  more  people  are  sort  of 
prone  to  put  off  the  long-term  problem.  That  is  why  I  think  it  is  so 
essential,  because  of  the  credibility  that  the  committees  come  for- 
ward. 

I  suggested  raising  the  retirement  age  to  age  68,  beginning  in  the 
year  2000.  There  are  many  people  who  say  we  don't  want  to  cut 
any  benefit,  we  don't  want  to  change  anything;  and  we,  as  elected 
officials  here  are  from  that  constituency  that  says  "We  don't  want 
to  do  things."  I  found  a  lot  of  people  thanking  me  for  introducing 
the  bill,  but  I  don't  have  a  lot  of  consponsors  right  now  because 
they  keep  hoping  there  is  going  to  be  something  better  or  an  easier 
solution. 

I  think  it  is  only  when  the  Congress  faces  up  to  the  fact  that  you 
either  cut  benefits,  raise  the  taxes  some  more,  or  do  something 
about  the  retirement  age,  that  we  can  make  the  choice  of  which  is 
the  least  undesirable. 

They  are  all  undesirable.  I  think  right  now  it  will  take  the 
committee  coming  forward  with  a  bill  to  make  the  body  focus  on  it. 

Mr.  Pickle.  Do  you  know  whether  your  side  of  the  Hill  intends 
to  hold  any  hearings  on  your  bill  any  time  soon?  Have  you  had  a 
hearing  date  set? 
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Senator  Chiles.  We  don't  have  a  hearing  date  set.  I  hope  that  we 
will  be  able  to  get  hearings  on  the  bill.  I  think  again  they  tell  me 
the  House  has  taken  the  lead  on  that. 

They  are  going  to  wait  and  see  what  the  House  will  do.  I  think, 
of  course,  the  Finance  Committee  is  going  to  be  dealing  first  with 
the  tax  bill.  That  is  understandable,  but  they  will  have  to  deal  with 
the  short-term  problem. 

I  am  hoping  when  they  deal  with  that,  we  can  deal  with  the 
long-term. 

Mr.  Pickle.  Both  sides  will  be  dealing  with  the  tax  bill.  Of  equal 
importance  to  the  country  is  the  question  of  what  we  do  about 
social  security.  It  ought  to  be  given  the  same  priority.  It  may  be  in 
some  form  these  two  programs  will  run  in  parallel.  We  are  inter- 
ested— I  am  personally — and  I  know  you  can't  answer  it,  but  we 
hope  to  get  some  expression  of  the  Senator  from  Colorado  and  the 
Senator  from  Kansas  about  their  views  on  this  particular  bill  and 
any  other  aspects  of  it. 

You  have  presented  us  a  very  far-reaching  program,  many  of 
which  I  think  members  of  this  committee  would  agree  with,  but  we 
need  to  move  forward  as  quickly  as  possible. 

Any  insight  as  to  your  thinking  over  there  would  be  helpful  to 
this  committee. 

Senator  Chiles.  Well,  I  think  we  do  too,  Mr.  Chairman.  I  really 
think  that  it  is  going  to  take  the  Finance  Committee  and  this 
committee  to  recognize  that  they  need  to  do  something  about  this, 
and  that  they  have  to  make  some  of  these  choices. 

Mr.  Pickle.  Well,  I  hope  you  impress  on  them  over  there  the 
seriousness  of  this  program  and  the  importance  of  them  moving 
forward  at  the  same  time. 

Mr.  Gradison,  do  you  have  any  questions? 

Mr.  Gradison.  Mr.  Chairman,  I  really  don't,  but  I  would  like  to 
join  with  you  in  thanking  the  Senator  for  being  here  and  congratu- 
late him  on,  frankly,  a  courageous  statement.  I  am  sure  some  of 
these  things  aren't  the  most  popular  things  since  sliced  bread  back 
home,  but  I  think  you  have  gone  into  some  of  the  specifics  in  a 
very  constructive  way,  more  than  any  witness  whom  we  have  had 
before  us  so  far,  possibly  because  you  have  come  out  with  a  bill 
rather  than  just  a  concept. 

I  just  want  to  thank  you  very  much  for  giving  us  the  benefit  of 
your  thinking  on  these  issues. 

Mr.  Pickle.  Thank  you,  sir. 

Mr.  Bailey? 

Mr.  Bailey.  Mr.  Chairman,  I  have  no  questions  either.  I  would 
like  to  compliment  the  Senator  on  what  is  obviously  a  very  honest 
response  to  the  issues. 

It  is  something  about  which  I  have  been  critical.  I  think  you  at 
least  are  facing  up  to  the  problems.  I  admire  you  for  that.  Thank 
you. 

Senator  Chiles.  I  guess  I  have  the  misfortune,  maybe,  of  hearing 
from  all  of  the  study  commissions  last  year.  I  held  a  series  of 
hearings  on  the  Aging  Committee.  I  got  much  information. 

It  was  dangerous  for  me,  I  guess,  but  I  felt  on  the  basis  of 
listening  to  the  problems  that  we  did  have  to  propose  some  solu- 
tions to  both  the  short-  and  the  long-term  problems. 
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Mr.  Pickle.  Any  other  members  of  the  committee  have  ques- 
tions? 
Mr.  Rousselot? 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Senator,  we  are  more  grateful  than  we  can  probably  indicate 
today  for  your  taking  the  time  to  be  here  and  propose  very  specific 
ideas  on  ways  to  begin  to  have  this  program  more  self-sufficient 
down  the  line.  I  am  interested  in  your  comment  about  raising  the 
retirement  age  to  68  beginning  in  the  year  2000. 

Did  you  pick  the  year  2000  because  others  had  suggested  that? 
How  about  starting  the  phase-in  a  little  earlier  so  by  the  time  we 
get  to  the  year  2000  we  are  already  there?  In  other  words  

Senator  Chiles.  I  don't  think  there  is  any  magic  year.  It  could  be 
started  earlier.  I  tried  to  go  as  far  out  as  I  thought  you  could  go  to 
give  more  time  for  a  worker  to  be  prepared  for  the  change. 

If  I  could  have  gone  to  3000,  I  would  have  gone  there,  but  2000,  I 
thought,  was  as  far  as  you  could  possibly  go  and  still  have  the 
system  be  able  to  adjust  for  the  increase. 

I  think  we  are  now  recognizing  because  of  inflation,  that  social 
security  can't  be  the  only  mainstay  forever. 

Mr.  Rousselot.  Right. 

Senator  Chiles.  The  quicker  we  give  that  symbol — and  we  can 
convince  people  and  hopefully  with  tax  treatment  and  other 
things — we  will  provide  incentives  for  other  systems. 

Mr.  Rousselot.  On  the  two  issues  of  raising  the  retirement  age 
to  68  and  then  changing  the  early  retirement,  from  62  to  65,  could 
we  begin  to  phase  that  in  starting  in  1993,  for  example?  Start  it 
earlier  so  by  the  time  you  got  to  the  year  2000  you  would  already 
be  there.  That  would  be  really  plenty  of  notice  for  everybody;  it 
would  be  19  years,  before  they  actually  got  to  that  time  frame,  and 
what  would  the  difference  in  the  savings  be  to  the  system? 

Senator  Chiles.  There  would  be  more  savings  to  the  system  if 
you  started  it  earlier.  The  question  I  was  trying  to  do  was  to  see 
how  long  the  system  could  withhold,  in  effect,  to  give  more  time. 

Mr.  Rousselot.  So  there  was  no  magic  to  the  year  2000?  It  just 
sounded  like  a  good  time  to  begin  it? 

Senator  Chiles.  Just  as  far  out  as  I  thought  we  could  go. 

Mr.  Rousselot.  Well,  thank  you  again  for  your  very  specific 
recommendations.  I  too  would  be  interested  to  know,  as  the  chair- 
man is,  whether  you  have  many  other  colleagues  over  there  who 
are  willing  to  approach  it  as  directly  as  you  have. 

I  would  be  interested  to  know  how  many  have  said  more  than 
just  gee,  great  idea,  but  are  willing  to  vote  for  some  of  these 
changes. 

Senator  Chiles.  Well,  I  just  have  to  say  that  a  lot  of  them  are 
not  handicapped  with  having  perhaps  all  of  the  knowledge  that  I 
have  on  the  subject,  so  their  conscience  is  a  little  clearer  in  that 
they  can  say  we  only  have  to  deal  with  the  short-term  problem. 

I  think  as  they  become  aware — and  I  think  that  will  really  take 
the  efforts  of  the  committees  to  go  ahead  and  produce  some  kind  of 
a  product,  to  have  them  face  up — then  they  will  face  up  to  it.  But 
right  now,  I  hear  a  lot  of  them  saying  that  this  is  something  that  a 
future  Congress  could  take  care  of  just  as  well. 
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Mr.  Rousselot.  Thank  you,  Senator.  We  appreciate  your  com- 
ments and  your  specific  suggestions. 
Senator  Chiles.  Yes,  sir. 

Mr.  Pickle.  Senator,  let  me  explore  one  facet  of  your  recommen- 
dation a  little  further. 

With  reference  to  the  CPI,  as  I  understand  it,  you  are  making  a 
recommendation  that  you  would  require  120  days'  notice  to  the 
appropriate  legislative  committee  before  any  revision  of  the  CPI 
could  become  effective? 

Senator  Chiles.  Yes,  sir. 

Mr.  Pickle.  What  would  be  your  feeling  with  respect  to  any  bill 
as  to  whether  we  should  set  a  formula  ourselves  that  would  meas- 
ure the  cost-of-living  problem?  Should  we  have  some  kind  of  a 
formula,  say  we  would  take  either  the  wages  or  the  prices,  which- 
ever may  be  lower?  Or  any  modification  of  that  kind  of  approach? 

Senator  Chiles.  Mr.  Chairman,  I  think  that  is  well  within  the 
province  of  the  Congress  to  do  that  if  they  feel  that  it  is  necessary. 
There  is  a  great  deal  of  uneasiness  out  there  because  right  now 
with  the  stroke  of  a  pen  you  can  knock  out  the  CPI  or  you  can  put 
in  any  other  index,  and  really  the  elected  representatives  don't 
even  speak  to  it.  So  it  seems  to  me  like  there  should  be  some  kind 
of  provision  that  it  has  to  come  before  the  Congress  for  review  first. 

We  have  the  appropriate  committees,  they  have  a  period  of  time 
in  which  they  can  respond.  That,  I  think,  would  give  some  assur- 
ance out  there  that  this  is  not  something  that  precipitously  a  new 
administration  or  someone  will  change. 

I  have  listened  to  some  of  the  testimony  on  whether  we  should 
use  wages  or  prices  or  whether  we  should  have  a  new  index.  I 
think  there  are  pluses  and  minuses  on  all  of  these.  Whatever  we 
do,  I  think  we  need  to  be  able  to  convince  our  senior  citizens  that 
we  have  done  with  careful  study  and  careful  deliberation,  not 
precipitously,  not  done  to  sort  of  fit  a  particular  pattern.  In  other 
words,  to  make  a  particular  budget  adjustment  in  one  period  of 
time.  I  think  anything  that  we  do  with  careful  deliberation,  we  will 
see  that  it  can  be  acceptable  if  it  is  done  on  that  kind  of  basis. 

Mr.  Pickle.  I  think  we  would  all  agree  with  you.  There  might  be 
some  uneasiness  among  the  recipients  that  by  administrative 
action  they  can  change  the  CPI.  That  would  make  people  nervous. 

I  can't  believe  they  would  take  action  that  would  hurt  people.  At 
the  same  time,  there  is  that  uneasiness. 

My  concern  is,  should  we  not  go  further  though  with  respect  to 
any  legislation  and  try  to  put  something  in  the  bill  that  would 
attempt  to  be  the  new  formula  so  that  they  couldn't  take  this 
action  of  a  negative  nature.  That  is  where  I  believe  there  is  a  big 
problem,  whether  to  wait  for  the  price  to  come  or  to  chart  a  course 
ourselves. 

We  need  the  cooperation  of  the  Members  of  the  House  and  the 
Senate  and  the  administration  to  see  if  there  is  any  ground  we  can 
stand  on,  common  ground. 

If  you  have  any  further  thoughts  along  those  lines,  I  would  be 
glad  to  have  them. 

Again  I  want  to  thank  you.  You  have  come  forward  with  a 
specific,  definite,  positive  bill  and  it  is  going  to  be  helpful  to  us. 
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I  wish  we  could  get  more  members  on  your  side  and  our  side  too 
to  seek  grounds  of  agreement. 
Your  testimony  is  helpful  to  us. 
Senator  Chiles.  Thank  you  very  much. 

TESTIMONY  OF  REESE  ROHBRAHN,  EXECUTIVE  DIRECTOR, 
AMERICAN  COALITION  OF  CITIZENS  WITH  DISABILITIES;  AC- 
COMPANIED BY  LINN  PHILLIPS,  PARALYZED  VETERANS  OF 
AMERICA;  AND  IRV  SCHLOFF,  AMERICAN  COUNCIL  OF  THE 
BLIND;  ALSO  ON  BEHALF  OF  AMERICAN  FOUNDATION  FOR 
THE  BLIND;  ARTHRITIS  FOUNDATION;  ASSOCIATION  FOR  RE- 
TARDED CITIZENS;  EPILEPSY  FOUNDATION  OF  AMERICA;  NA- 
TIONAL EASTER  SEAL  SOCIETY;  NATIONAL  MENTAL  HEALTH 
ASSOCIATION;  NATIONAL  MULTIPLE  SCLEROSIS  SOCIETY; 
NATIONAL  SOCIETY  FOR  AUTISTIC  CHILDREN;  AND  UNITED 
CEREBRAL  PALSY  ASSOCIATIONS,  INC.  (Resumed) 

Mr.  Pickle.  The  Chair  now  would  like  to  ask  if  any  of  the 
witnesses  who  spoke  earlier  this  morning  have  any  additional 
statements  they  would  like  to  make?  Do  any  of  the  members — Mr. 
Bailey  would  be  recognized  at  this  time. 

Mr.  Bailey.  Thank  you  very  much,  Mr.  Chairman.  I  would  like 
to  ask  Mr.  Parker  a  question.  I  am  a  little  confused  by  a  comment 
in  your  statement  on  page  2,  if  you  would — beginning  just  at  the 
lower  half  of  the  page  you  say,  "We  agree  with  the  administra- 
tion's proposal  to  institute  a  recency  of  work  test." 

Then  you  go  on  to  say,  "appeals  asserting  that  particularly  vul- 
nerable people  would  be  excluded  by  this  test  are  really  invalid." 

The  reason  I  am  asking  my  question  is  that  in  the  first  part  of 
the  statement  there  you  refer  to  support  for  the  administration 
proposal.  Then  you  say  that  complaints  about  deserving  people 
being  excluded  are  not  valid  since  we  assume  that  they  had  other 
sources  of  income. 

Do  you  have  any  figures  to  back  that  up?  I  don't  want  to  embar- 
rass you.  When  the  6-week  requirement  was  taken  out,  it  primarily 
was  taken  out  because  there  were  a  lot  of  people  who  were  being 
harmed. 

Back  in  1958,  in  the  20  to  40  requirement  alone,  standing  alone, 
it  was  referred  to. 

When  Secretary  Schweiker,  a  man  I  happen  to  know  personally 
very  well  from  my  home  State  of  Pennsylvania  was  here,  his 
figures  indicated  that  of  those  recently  awarded  disability  benefits, 
those  who  would  have  failed  the  6  out  of  13  test,  are  receiving 
median  family  benefits  of  $300  a  month  as  compared  to  $425  a 
month  for  persons  who  would  meet  the  proposed  test. 

I  criticized  the  administration  proposals  not  because  I  don't  think 
they  are  trying  to  solve  problems.  But  I  criticize  them  because  I 
just  don't  think  they  have  been  put  to  the  public  honestly,  and  I 
mean  that. 

There  has  been  a  propaganda  barrage  of  trying  to  tell  everything 
of  changes  we  need  to  make.  That  is  fine. 

I  think  the  general  direction  is  good  and  we  have  to  help.  But  it 
is  not  going  to  help  us  solve  the  problems  if  we  are  not  accurate 
with  the  figures. 
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What  figures  do  you  have  to  back  up  the  statement  that  you 
made? 

The  administration's  own  figures  don't  coincide  with  the  state- 
ments that  you  made. 

Mr.  Parker.  Mr.  Bailey,  I  don't  have  any  specific  figures.  I  have 
some  concepts  that  I  think  bear  on  it,  and  perhaps  I  would  like — I 
had  an  idea  as  some  of  the  other  testimony  was  coming  through 
that  may  solve  part  of  that. 

What  we  are  interested  in  is  getting  the  disability  benefits  to  the 
people  who  were  working  and  no  longer  can  work;  in  other  words, 
that  it  is  an  earnings  replacement  program.  If  a  woman  retires 
from  work  to  raise  children  and  be  a  housewife,  presumably  she  is 
living  on  some  other  income,  her  husband's  or  some  other. 

The  fact  she  becomes  disabled  may  be  unfortunate,  but  it  has 
nothing  to  do  with  what  she  was  earning  when  she  became  sick. 

The  idea  of  a  replacement  of  earnings  is  what  we  are  talking 
about,  I  think.  The  6  and  13  is  not  a  magic  number.  What  we  are 
looking  for  is  a  concept.  One  idea  I  had  was  in  dealing  with  the 
problem  of  sickness,  with  remissions,  such  as  multiple  sclerosis.  It 
seems  to  me  it  would  be  desirable  that  once  a  person  qualified  for 
benefits,  that  any  time  he  is  on  benefit  should  count  as  work  time 
in  applying  such  a  formula,  so  if  he  recovered  enough  to  go  back  to 
work  and  then  became  disabled  again,  you  certainly  should  not 
charge  that  time  as  being  off  benefit. 

So  a  person  could  go  back  and  forth  from  work  status  to  benefit 
status  if  he  is  trying  to  work. 

We  are  interested  in  getting  people  to  be  able  to  work.  I  would 
just  tell  you  a  story  that  came  to  my  attention  in  the  last  month  or 
two  of  a  gentleman  who  was  a  quadriplegic  for  all  practical  pur- 
poses. 

He  could  scratch  his  nose  with  one  finger.  That  was  the  extent  of 
his  disability.  That  man  drove  himself  from  the  rehabilitation 
center  in  Denver  back  to  Los  Angeles  and  is  now  practicing  law 
and  earning  a  substantial  income,  and  delighted  to  be  able  to  do  it. 

Rehabilitation  is  possible,  and  motivation  is  a  big  factor  in  it. 
The  same  thing  would  apply  in  terms  of  the  benefit  levels.  We 
don't  think  that  the  proposals  that  we  have  made  to  put  a  percent- 
age of  earnings  caps  on  benefits  would  adversely  affect  the  people 
at  the  low  end  of  the  scale.  It  would  tend  to  affect  much  more  the 
people  at  the  high  end  of  the  scale. 

The  people  who  are  getting  the  $300  a  month  benefits  are  the  55- 
to-60-year-old  laborers  without  very  much  education,  but  even  in 
the  current  law,  a  young  man  with  a  good  education  who  becomes 
disabled  can  get  benefits  in  the  area  of  $1,000  a  month. 

Mr.  Bailey.  Let  me  interrupt.  I  don't  want  to  take  too  much  of 
the  committee's  time. 

I  don't  think  you  are  really — and  I  am  sure  not  deliberately — 
answering  my  question.  I  don't  know  if  you  are  also  aware— you 
mentioned  rehabilitation — that  we  may  have  difficulties  under  the 
administration  proposals  with  vocational  rehabilitation. 

You  may  lose  that  service  under  the  administration's  block  grant 
proposal  which  includes  a  25-percent  across-the-board  reduction.  It 
depends  upon  what  each  State  does. 
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Such  a  loss  could  compound  the  problem,  I  guess,  is  what  I  am 
trying  to  say. 

I  don't  have  any  more  questions.  I  understand  your  position. 
Perhaps  we  don't  quite  agree  on  what  we  can  do  in  this  area. 
Mr.  Pickle.  Mr.  Rousselot? 
Mr.  Rousselot.  No  questions,  Mr.  Chairman. 
Mr.  Pickle.  Mr.  Jacobs? 
Mr.  Jacobs.  No  questions,  Mr.  Chairman. 

Mr.  Pickle.  Do  either  of  you  wish  to  make  additional  statements 
or  comments  in  addition  to  your  statement  that  you  presented 
earlier? 

Mrs.  Phillips.  I  would  like  to  thank  Mr.  Bailey  for  the  comments 
he  just  made  and  to  expand  on  that  a  little  bit  in  that  when  we  are 
talking  about  arriving  at  some  sensible  solution  to  the  social  secu- 
rity problem,  yes,  there  is  a  financing  problem,  and  that  is  one  way 
to  approach  it. 

Benefit  reductions  are  another  way  to  approach  it.  But  let's  be 
really  careful  that  we  know  exactly  what  we  are  doing  when  we  do 
that.  When  we  make  certain  assumptions  about  who  is  going  to  be 
affected  by  this  cut  or  that  cut,  we  are  not  always  right,  and  I 
think  that  if  we  don't  have  exact  figures  on  who  is  going  to  be 
affected  by  the  megacap,  and  exactly  what  their  conditions  are  and 
how  that  cap  will  affect  them,  or  if  we  don't  have  exact  figures  on 
who  is  going  to  be  affected  by  the  recency  of  work  requirement,  we 
are  going  to  get  into  some  big  problems  where  we  have  a  system 
that  has  an  organization  that  doesn't  really  address  the  needs  that 
we  have  to  address  out  of  this  problem  and  I,  as  a  taxpayer,  would 
also  like  to  see  the  costs  of  the  Federal  Government  programs 
reduced,  and  as  a  member  of  an — or  as  a  representative  of  an 
organization  that  is  commonly  called  a  special-interest  group  right 
now,  it  looks  like  we  are  trying  to  protect  our  little  turf,  but  what 
we  are  really  trying  to  do  is  make  you  aware  of  what  the  specific 
problems  of  this  group  of  people  are  and  to  urge  you  when  you 
consider  these  things  to  remember  that  you  are  dealing  with  real 
people  out  there  with  real  problems  that  most  of  us  fortunately 
will  never  have  to  face. 

Thank  you. 

Mr.  Pickle.  Well,  we  thank  you  very  much  for  your  statement. 

Mr.  Parker,  may  I  ask  you,  you  are  recommending  the  reinstitu- 
tion  of  the  recency  of  work  test,  6  out  of  13  weeks.  In  your  opinion 
would  that  be  discriminatory  against  any  special  groups? 

For  instance,  women  in  the  work  force? 

Mr.  Parker.  I  don't  think  it  would  be  discriminatory.  Certainly 
we  need  to  study  thoroughly  who  would  be  affected  but,  for  exam- 
ple, I  can't  think  of  anyone  who  would  particularly  be  discriminat- 
ed against  who  has  actually  been  working  for  a  living. 

In  other  words,  I  don't  think  it  is  discriminatory  to  disqualify  a 
person  who  has  left  the  labor  market  voluntarily  after  a  reasonable 
period  of  time  because  they  were  not  in  the  labor  market  and 
earning  a  living  when  they  became  disabled. 

I  think  what  we  have  to  worry  about  is  the  person  whose  disabil- 
ity comes  on  gradually  or  whose  earning  power  is  gradually  re- 
duced before  they  can  qualify  for  benefits.  That  is  why  I  suggested 
in  determining  the  benefit  formula  that  you  use  an  average  over  a 
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period  of  time,  using  the  best  x  of  the  last  y  years,  so  that  a  person 
would  be  adequately  protected  either  because  his  income  has  been 
growing  sharply  or  been  reduced  sharply. 

I  think  that  those  are  the  ways  that  you  can — they  are  some  of 
the  ways  that  you  can  avoid  unfairly  discriminating  against  some 
people. 

Mr.  Pickle.  Do  either  of  you  have  any  recommendations  how  we, 
in  layman's  language,  raise  the  money  necessary  now  to  keep  these 
programs  solvent?  Many  of  us  want  to  

Mr.  Parker.  Well,  I  would  say  the  position  of  the  Health  Insur- 
ance Association  of  America  is  that  the  program  ought  to  be  fi- 
nanced by  the  payroll  tax,  Mr.  Chairman. 

I  would  add  to  that  that  we  would  oppose  an  increase  in  the 
w^ge  base  of  anything  that  exceeds  the  rate  of  inflation  because  in 
the  end  it  tends  to  raise  the  benefits  of  the  people  at  the  high  end 
of  the  scale,  and  we  are  in  favor  of  the  tilt  toward  those  most  in 
need. 

Mrs.  Phillips.  The  organizations  that  were  represented  by  the 
panel  up  here  only  have  taken  a  position  on  the  issue  of  financing 
half  of  the  hospital  insurance  program  out  of  general  revenues. 

We  are  not  trained  economists  and  we  do  not  have  the  sophisti- 
cated actuarial  knowledge  that  we  feel  is  necessary  to  make  any 
further  recommendations,  but  what  we  would  like  to  do  is  kind  of 
act  as  your  conscience  when  you  consider  various  alternatives  to 
remind  you  how  it  will  be  affecting  various  people  in  the  constitu- 
ency, 

Mr.  Parker.  I  would  add,  Mr.  Chairman,  that  we  are  not  opposed 
to  the  borrowing  between  the  trust  funds  with  a  provision  for 
repayment. 

Mr.  Pickle.  Well,  I  thank  you  very  much. 

Mr.  Robrahn.  May  I  make  one  comment? 

Mr.  gParker  made  a  comment  not  backed  up  by  statistics  or 
figures  as  many  others  do. 

We  are  here  representing  disabled  people.  We  have  a  concept. 
That  is  based  on  our  actual  experience. 

Mr.  Pickle.  We  are  glad  to  have  that  statement. 

I  thank  the  witnesses  for  being  with  us. 

We  have  one  other  witness  this  morning  I  believe  who  has  now 
arrived.  Betty  Duskin,  director  of  research  of  the  National  Council 
of  Senior  Citizens. 

STATEMENT  OF  BETTY  DUSKIN,  DIRECTOR  OF  RESEARCH, 
NATIONAL  COUNCIL  OF  SENIOR  CITIZENS,  INC. 

Ms.  Duskin.  Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Ms.  Duskin,  you  may  proceed.  I  believe  you  repre- 
sent the  National  Council  of  Senior  Citizens,  Inc. 
Ms.  Duskin.  That  is  correct,  Mr.  Chairman. 
Mr.  Pickle.  You  may  proceed. 

Ms.  Duskin.  The  National  Council  is  a  nonprofit,  nonpartisan 
organization  with  close  to  4,000  affiliated  clubs  which  represent 
approximately  4  million  older  people. 

I  am  here  today  to  represent  the  views  of  our  membership.  Most 
of  them  have  a  very  personal  interest  in  any  proposed  changes  to 
the  social  security  program  since  they  are  the  program's  current 
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beneficiaries.  But  their  interest  is  not  limited  to  changes  in  current 
benefits;  they  are  committed  to  protect  the  important  principles  on 
which  the  program  rests  today  and  on  which  the  program  should 
continue  to  rest  in  the  future. 

SHORT-TERM  FINANCING  OF  SOCIAL  SECURITY 

Let  me  start  my  discussion  with  a  conclusion.  Benefit  reductions 
are  neither  necessary  nor  desirable  to  address  the  short-term  fi- 
nancing difficulties  of  the  system. 

The  short-term  difficulty  is  a  cash  flow  problem  in  the  old  age 
and  survivors  trust  fund  beginning  in  the  next  year  or  so,  depend- 
ing upon  economic  circumstances,  and  extending  up  until  1985. 
Recent  legislative  action  to  permit  temporary  reallocation  of  tax 
rates  among  the  disability  and  hospital  insurance  programs  and 
the  old  age  and  survivors  program  is  not  sufficient  by  itself  to 
resolve  the  difficulty. 

The  committee  is  undoubtedly  curious  about  how  this  difficulty 
could  arise  when  the  recent  social  security  amendments  of  1977 
promised  otherwise.  The  answer  to  the  question  is  simple.  We  are 
not  always  very  good  at  predicting  the  future;  external  events  can 
and  sometimes  do  take  us  by  surprise.  In  1977  we  did  not  antici- 
pate the  extraordinary  levels  of  inflation  and  unemployment  that 
we  have  experienced  in  recent  years  and  that  remain  with  us 
today.  Moreover,  this  experience  does  not  guarantee  that  we  will 
do  better  from  this  point  on  in  predicting  the  future.  Circum- 
stances could  remain  gloomy  or  the  economy  could  experience  a 
dramatic  recovery.  It  is  exactly  because  of  the  inability  to  predict 
the  future  with  great  preciseness  that  we  must  not  cut  benefits  as 
a  short-term  financing  strategy.  It  is  counterproductive  to  assume 
that  benefits  can  be  changed — up  or  down — every  few  years  to 
respond  to  ups  and  downs  in  the  economy.  To  the  contrary,  social 
security  must  be  a  stabilizing  influence  in  the  lives  of  people  in  fair 
weather  and  foul.  The  solution  must  serve  to  insulate  the  program 
from  overresponding  to  fluctuations  in  the  economy. 

Part  of  any  solution — and  there  are  several — should  be  an  in- 
crease in  the  trust  fund  balances  so  that  they  can  weather  tempo- 
rary economic  storms.  Experts  suggest  that  average  balances  be 
kept  at  levels  that  would  avoid  repeated  short-term  cash  flow  prob- 
lems. The  National  Commission  on  Social  Security,  of  which  I  am  a 
member,  has  recommended  that  trust  fund  balances  be  kept  at 
approximately  the  level  of  1  year's  benefit  outlays. 

The  effects  of  this  could  be  very  important.  One  of  the  reasons 
that  public  confidence  in  the  system  has  been  shaken  is  due  to 
repeated  newspaper  reports  that  the  system  is  going  broke  or  bank- 
rupt. Never,  to  the  best  of  my  knowledge,  have  the  newspapers 
reported  that  the  social  security  system  has  been  paying  benefits, 
and  paying  them  on  time,  for  41  years.  Although  I  believe  that 
Congress  will  not  let  this  tradition  be  interrupted,  the  American 
public  may  not  be  so  sure.  One  important  result  this  committee 
should  deliberately  strive  for  is  to  keep  social  security  out  of  the 
headlines.  Provide  sufficient  financial  margins  so  that  fluctuations 
in  the  economy  will  not  cause  repeated  scare  headlines. 

How  do  we  get  there?  Fortunately  there  are  several  ways.  The 
National  Council  of  Senior  Citizens  favors  the  following: 
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First.  Authorize  borrowing  between  trust  funds  to  permit  maxi- 
mum flexibility  within  the  program  to  maintain  safe  reserve  levels 
for  benefit  payments; 

Second.  Finance  the  hospital  insurance  trust  fund — part  A  of 
medicare — by  up  to  one-half  general  revenues.  Reallocate  one-half 
the  payroll  taxes  earmarked  for  HI  to  the  cash  benefit  programs. 

Third.  Authorize  borrowing  from  general  revenues,  with  interest, 
at  least  for  the  near  term. 

One  of  the  advantages  at  this  point  in  time  of  using  general 
revenues  in  HI  and  transferring  the  payroll  tax  rate  over  to  the 
cash  benefit  programs  is  that  it  is  not  immediately  necessary  to 
replace  the  earmarked  payroll  tax  that  is  reallocated  from  HI.  It 
can  be  done  gradually. 

Therefore,  the  effect  on  the  deficit  can  be  minimized. 

The  other  thing  is  that  we  would  urge  this  committee  not  to 
finance  social  security  by  optimism.  By  this  we  mean  that  conser- 
vative fiscal  management  of  the  system  would  require  that  pessi- 
mistic assumptions  about  the  years  ahead  are  the  best  guides  for 
sound  planning.  It  is  better  to  be  pleasantly  surprised  than  to  be 
caught  in  the  trap  of  optimism  and  have  another  crisis  in  the  social 
security  system. 

We  are  opposed,  as  stated  earlier  in  our  testimony,  to  financing 
the  system  by  reducing  benefits.  I  will  make  some  specific  com- 
ments on  the  benefit  reductions  as  proposed. 

In  the  area  of  disability  insurance,  there  are  three  proposed 
changes.  The  overall  result  of  these  will  be  an  across-the-board 
benefit  reduction  along  with  the  erosion  of  public  confidence  in  the 
system  by  today's  taxpayers  and  by  tomorrow's  beneficiaries. 

Not  surprisingly,  social  security  disability  insurance  is  predomi- 
nantly an  older  person's  program;  75  percent  of  all  beneficiaries 
are  over  age  50  and  the  average  age  is  55.  Most  of  these  older 
beneficiaries  suffer  from  multiple  disabilities  or  from  chronic  and 
progressive  diseases. 

The  most  frequent  disabling  conditions  are  cardiovascular  dis- 
eases and  musculoskeletal  disorders  such  as  severe  arthritis. 

For  almost  all  beneficiaries,  normal  labor  force  participation  is 
not  a  viable  option.  The  stringent  eligibility  requirements— includ- 
ing a  5  month  waiting  period  without  benefits  or  earnings — guar- 
antee that  only  the  truly  disabled  are  served. 

It  has  been  said  that  disability  program  costs  are  mounting.  The 
truth  is  that  the  number  of  new  entrants  to  the  program  has  been 
steadily  declining  since  1975  and  that  the  disability  insurance  trust 
fund  is  sound. 

It  is  also  probably  unnecessary  to  remind  this  committee  of  the 
social  security  disability  amendments  of  1980. 

It  would  be  hard  to  imagine  the  committee  would  be  willing  to  go 
further  than  they  did  at  that  time. 

I  think  it  is  important  to  comment  on  the  student  benefits.  I  am 
very,  very  distressed  at  some  of  the  support  I  see  for  elimination  of 
that  particular  benefit. 

The  elimination  is  supposed  to  impact  those  who  are  18  to  22 
years  of  age  and  a  full-time  student. 

But  the  student  benefit  is  a  misnomer  for  the  benefits  under 
survivors  insurance  for  which  eligibility  after  the  age  of  18  requires 


883 


dependency  status.  The  proof  of  dependency  is  status  as  a  full-time 
student. 

The  student  benefit  then  is  really  not  an  education  benefit  but  a 
survivor's  benefit,  a  quite  legitimate  part  of  the  social  security 
structure. 

I  would  remind  the  committee  too  that  the  same  proof  of  depend- 
ency test  exists  in  the  Internal  Revenue  Service  Code  to  enable 
parents  to  claim  a  deduction  for  a  dependent  child  18  to  22  years  of 
age. 

I  have  not  heard  similar  proposals  to  eliminate  that  option. 

I  think  that  eliminating  this  benefit  endangers  everyone  regard- 
less of  age.  It  breaks  a  social  contract  and  it  opens  the  door  for 
eliminating  benefits  and  programs  for  other  groups. 

It  is  a  heartbreak  to  older  people  who  have  worked  so  hard  that 
their  children  would  have  better  lives  than  they  had,  and  to  the 
parents  who  want  to  feel  secure  that  their  dependent  children  will 
not  be  deprived  if  they  should  die.  There  are  also  hidden  costs, 

A  significant  group  of  young  people  will  be  denied  the  chance  for 
success  in  the  labor  market  and  in  life.  Federal  and  State  expendi- 
tures in  other  areas  may  increase  because  of  this  proposal.  Some  of 
the  anticipated  savings  will  be  reflected  in  increased  costs  of  unem- 
ployment, idleness,  crime,  and  other  socially  unacceptable  forms  of 
behavior. 

I  think  the  best  manpower  policy  we  ever  had  in  this  country 
revolves  around  keeping  our  young  people  in  school,  giving  them 
the  credentials  and  the  productive  capacity  that  they  deserve,  and 
permitting  maximum  success  to  all  people  in  the  economy.  Elimi- 
nating subsidies  to  education  by  eliminating  survivors'  benefits  will 
help  no  one. 

As  far  as  the  minimum  benefit  is  concerned,  that  is,  of  course, 
not  limited  to  retired  beneficiaries,  but  applies  also  to  surviving 
family  members  of  a  deceased  worker  and  to  disabled  beneficiaries. 

I  would  ask  that  the  remainder  of  my  testimony  be  submitted  for 
the  record  in  the  interest  of  time.  It  was  commented  earlier  that  74 
percent  of  the  beneficiaries  under  the  minimum  benefit  have  other 
sources  of  income. 

Let  me  suggest  since  the  CBO  has  indicated  that  only  15  percent 
of  them  have  other  pension  income,  that  the  residual  of  that  74 
percent  must  be  largely  SSI  beneficiaries.  That  still  leaves  us  with 
26  percent  who  have  neither  other  pensions  nor  are  eligible  for 
SSI,  and  I  would  submit  that  it  is  harsh  and  cruel  when  a  benefit  is 
already  frozen  and  being  phased  out  to  penalize  a  group  that 
obviously  will  not  have  any  recourse  to  other  benefits. 

I  would  suggest  that  this  group  is  predominantly  older  widows, 
most  of  whom  have  husbands  who  died  quite  prematurely  and 
whose  benefits  are  outdated,  but,  because  of  other  circumstances, 
may  not  have  other  income  and  will  not  be  eligible  for  other  forms 
of  subsidies. 

I  would  say  it  would  be  inhumane  to  eliminate  that  benefit  when 
it  is  in  any  case  already  being  phased  out. 

If  I  may  continue,  I  did  not  in  my  testimony  discuss  the  long- 
term  financing  problem,  but  since  that  was  discussed  today  I  would 
like  to  make  at  least  one  comment  on  the  issue  of  raising  the  age 
of  retirement  from  65  to  68. 
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It  is  not,  in  fact,  raising  the  age  of  retirement.  It  is  merely 
raising  the  age  of  eligibility  for  full  benefits  from  65  to  68,  and  it  is 
based  on  the  presumption  if  people  live  longer — and  over  the 
course  of  the  century  longevity  has  increased  by  approximately  3 
years  on  average — if  people  live  longer  there  is  an  automatic  leap 
of  faith  there  that  people  are  living  longer  in  better  health.  That 
unfortunately  is  not  a  supportable  fact.  The  facts  are  that  most  of 
the  advances  that  have  added  to  longevity  have  occurred  in  dis- 
eases of  the  early  years  of  life.  We  no  longer  lose  people  from 
diphtheria;  we  have  virtually  eliminated  polio,  but  unfortunately 
the  chronic  diseases  of  old  age  are  still  with  us. 

People  are  living  longer,  but  not  necessarily  better.  The  pre- 
sumption that  they  can  work  longer,  I  am  afraid,  doesn't  hold 
water. 

Moreover,  I  think  defining  the  demographic  shifts  in  the  econo- 
my as  a  social  security  problem  is  rather  wide  of  the  mark. 

The  change  in  the  proportion  of  productive  workers  to  depend- 
ents in  society  is  a  labor  market  problem  and  I  have  full  confidence 
that  if  we  do  experience  a  labor  shortage,  I  have  full  confidence 
that  the  private  sector  will  find  the  ways  to  entice  and  attract  the 
labor  market  that  will  be  so  essential. 

I  don't  think  that  the  problem  is  specified  correctly.  I  don't 
think,  therefore,  that  the  solutions  that  are  being  offered  are  ger- 
mane to  what  the  problem  really  is,  and  I  don't  think  the  problem 
is  going  to  be  of  the  proportions  that  are  so  frequently  discussed. 

I  will  stop  at  that  point  and  thank  you  so  much. 

[The  prepared  statement  follows:] 

Statement  of  Betty  Duskin,  National  Council  of  Senior  Citizens 

Mr.  Chairman,  Members  of  the  Committee,  my  name  is  Betty  Duskin  and  I  am 
Director  of  Research  of  the  National  Council  of  Senior  Citizens.  The  National 
Council  of  Senior  Citizens  is  a  non-profit,  non-partisan  membership  organization 
with  over  3,800  affiliated  clubs,  area  councils  and  state  organizations  which  repre- 
sent nearly  four  million  older  Americans. 

I  am  here  today  to  represent  the  views  of  our  membership.  Most  of  them  have  a 
personal  interest  in  any  proposed  changes  to  the  Social  Security  program  since  they 
are  the  program's  current  beneficiaries.  But  their  interest  is  not  limited  to  changes 
in  current  benefits;  they  are  committed  to  protect  the  important  principles  on  which 
the  program  rests  today  and  on  which  the  program  should  continue  to  rest  in  the 
future. 

short-term  financing  of  social  security 

Let  me  start  my  discussion  with  a  conclusion:  Benefit  reductions  are  neither 
necessary  nor  desirable  to  address  the  short-term  financing  difficulties  of  the 
system. 

The  short-term  difficulty  is  a  cash-flow  problem  in  the  Old  Age  and  Survivors 
trust  fund  beginning  in  the  next  year  or  so,  depending  upon  economic  circum- 
stances, and  extending  up  until  1985.  Recent  legislative  action  to  permit  temporary 
reallocation  of  tax  rates  among  the  Disability  and  Hospital  Insurance  programs  and 
the  Old- Age  and  Survivors  program  is  not  sufficient  by  itself  to  resolve  the  difficul- 
ty. 

The  Committee  is  undoubtedly  curious  about  how  this  difficulty  could  arise  when 
the  recent  Social  Security  Amendments  of  1977  promised  otherwise.  The  answer  to 
the  question  is  simple:  we  are  not  always  very  good  at  predicting  the  future; 
external  events  can  and  sometimes  do  take  us  by  surprise.  In  1977,  we  did  not 
anticipate  the  extraordinary  levels  of  inflation  and  unemployment  that  we  have 
experienced  in  recent  years  and  that  remain  with  us  today.  Moreover,  this  experi- 
ence does  not  guarantee  that  we  will  do  better  from  this  point  on  in  predicting  the 
future.  Circumstances  could  remain  gloomy  or  the  economy  could  experience  a 
dramatic  recovery.  It  is  exactly  because  of  the  inability  to  predict  the  future  with 
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great  preciseness  that  we  must  not  cut  benefits  as  a  short-term  financing  strategy. 
It  is  counterproductive  to.  assume  that  benefits  can  be  changed — up  or  down — every 
few  years  to  respond  to  ups  and  downs  in  the  economy.  To  the  contrary,  Social 
Security  must  be  a  stabilizing  influence  in  the  lives  of  people  in  fair  weather  and 
foul.  The  solution  must  serve  to  insulate  the  program  from  over-responding  to 
fluctuations  in  the  economy. 

Part  of  any  solution — and  there  are  several — should  be  an  increase  in  the  Trust 
Fund  balances  so  that  they  can  weather  temporary  economic  storms.  Experts  sug- 
gest that  average  balances  be  kept  at  levels  that  would  avoid  repeated  short-term 
cash-flow  problems.  The  National  Commission  on  Social  Security,  of  which  I  am  a 
member,  has  recommended  that  Trust  Fund  balances  be  kept  at  approximately  the 
level  of  one  year's  benefit  outlays. 

The  effects  of  this  could  be  very  important.  One  of  the  reasons  that  public 
confidence  in  the  system  has  been  shaken  is  due  to  repeated  newspaper  reports  that 
the  system  is  going  "broke"  or  "bankrupt".  Never  to  the  best  of  my  knowledge,  have 
the  newspapers  reported  that  the  Social  Security  system  has  been  paying  benefits, 
and  paying  them  on  time,  for  41  years.  Although  I  believe  that  Congress  will  not  let 
this  tradition  be  interrupted,  the  American  public  may  not  be  so  sure.  One  impor- 
tant result  this  Committee  should  deliberately  strive  for  is  to  keep  Social  Security 
out  of  the  headlines!  Provide  sufficient  financial  margins  so  that  fluctuations  in  the 
economy  will  not  cause  repeated  scare  headlines. 

How  do  we  get  there?  Fortunately,  there  are  several  ways.  The  National  Council 
of  Senior  Citizens  favors  the  following: 

1.  Authorize  borrowing  between  Trust  Funds  to  permit  maximum  flexibility 
within  the  program  to  maintain  safe  reserve  levels  for  benefit  payments; 

2.  Finance  the  Hospital  Insurance  Trust  Fund  (Part  A  of  Medicare)  by  up  to  one- 
half  general  revenues.  Reallocate  one-half  the  payroll  taxes  earmarked  for  HI  to  the 
cash  benefit  Trust  Funds. 

3.  Authorize  borrowing  from  general  revenues,  with  interest,  at  least  for  the  near 
term. 

We  would  also  urge  this  Committee  not  to  finance  Social  Security  by  optimism. 
By  this  we  mean  that  conservative  fiscal  management  of  the  system  would  require 
that  pessimistic  assumptions  about  the  years  ahead  are  the  best  guides  for  sound 
planning.  It  is  better  to  be  pleasantly  surprised  than  to  be  caught  in  the  trap  of 
optimism  and  have  another  crisis  in  the  Social  Security  system. 

We  are  opposed,  as  stated  earlier  in  our  testimony,  to  financing  the  system  by 
reducing  benefits. 

WE  OPPOSE  DISABILITY  BENEFIT  REDUCTIONS 

There  are  three  proposed  changes  in  Disability  Insurance.  The  overall  result  of 
these  proposals  will  be  an  across-the-board  benefit  reduction,  along  with  erosion  of 
public  confidence  in  the  system  by  today's  taxpayers  and  tomorrow's  beneficiaries. 

Social  Security  Disability  is  predominantly  an  older  person's  program.  Seventy- 
five  percent  of  all  beneficiaries  are  over  age  50,  and  the  average  age  is  55.  Most  of 
these  older  beneficiaries  suffer  from  multiple  disabilities  or  from  chronic  and  pro- 
gressive diseases.  The  most  frequent  disabling  conditions  are  cardiovascular  diseases 
and  musculoskeletal  disorders  such  as  severe  arthritis.  For  almost  all  beneficiaries, 
normal  labor  force  participation  is  not  a  viable  option.  The  stringent  eligibility 
requirements — including  a  five-month  waiting  period  without  benefits  or  earnings — 
guarantee  that  only  the  truly  disabled  are  served. 

It  is  has  been  said  that  disability  program  costs  are  "mounting."  The  truth  is  that 
the  number  of  new  entrants  to  the  program  has  been  steadily  declining  since  1975 
and  that  the  Disability  Insurance  Trust  Fund  is  sound.  It  is  also  probably  unneces- 
sary to  remind  this  Committee  of  the  Social  Security  Disability  Amendments  of 
1980. 

WE  OPPOSE  SURVIVOR  BENEFIT  REDUCTIONS 

The  proposed  change  in  survivor's  benefit  is  the  elimination  of  eligibility  for 
children  of  a  deceased  worker  in  covered  employment,  who  are  18  to  22  years  of  age 
and  a  full-time  student. 

The  "student  benefit"  is  a  misnomer  for  the  benefits  under  Survivors  Insurance 
for  which  eligibility  after  the  age  of  18  requires  dependency  status.  The  proof  of 
dependency  is  status  as  a  full-time  student.  The  "student  benefit"  then  is  really  not 
an  education  benefit  but  a  survivor's  benefit,  a  legitimate  part  of  the  Social  Security 
structure.  The  same  proof  of  dependency  test  exists  in  the  Internal  Revenue  Service 
Code  to  enable  parents  to  claim  a  deduction  for  a  child  aged  18  to  22  years  of  age! 
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Eliminating  this  benefit  endangers  everyone  regardless  of  age.  It  breaks  a  social 
contract  and  opens  the  door  for  eliminating  benefits  and  programs  for  other  groups. 
It  is  a  heartbreak  to  older  people  who  have  worked  hard  so  that  their  children 
would  have  better  lives  than  they  had,  and  to  parents  who  want  to  feel  secure  that 
their  dependent  children  will  not  be  deprived  if  they  should  die.  There  are  also 
hidden  costs. 

A  significant  group  of  young  people  will  be  denied  the  chance  for  success  in  the 
labor  market  and  in  life.  In  addition,  federal  and  state  expenditures  in  other  areas 
may  increase  because  of  this  proposal.  Some  of  the  anticipated  "savings"  will  be 
reflected  in  increased  costs  of  unemployment,  idleness,  crime,  and  other  social  costs. 

ELIMINATION  OF  THE  MINIMUM  BENEFIT 

The  minimum  benefit  is  not  limited  to  retired  beneficiaries,  but  applies  also  to 
surviving  family  members  of  a  deceased  worker  and  to  disabled  beneficiaries. 

The  minimum  benefit  in  Social  Security  is  now  $122  per  month.  It  was  frozen  at 
this  level  in  1977.  All  new  entrants  to  the  system  for  whom  the  minimum  ($122)  is 
higher  than  the  benefit  calculated  by  the  formula  receive  the  higher  minimum 
benefit.  Over  time,  as  wages  rise,  benefits  calculated  by  the  formula  will  rise  while 
the  minimum  benefit  will  remain  at  $122.  The  proposal  to  cut  out  the  minimum 
now  rather  than  phase  it  out  gradually  is  being  made  to  eliminate  "windfalls"  to 
individuals  with  short  periods  of  covered  employment  under  the  Social  Security 
system,  and  most  of  their  work  years  and  pension  income  from  non-covered  employ- 
ment. 

The  price  of  eliminating  the  "windfalls"  will  be  paid  not  only  by  the  15  percent 
receiving  the  minimum  who  have  other  significant  pension  income,  but  by  the  other 
beneficiaries  receiving  the  minimum  benefit.  Most  are  very  old  widows  whose 
spouses  died  prematurely  at  a  relatively  young  age.  In  many  of  these  cases,  the 
earnings  records  are  seriously  outdated,  and  the  process  of  indexing  the  earnings 
histories  updates  them  only  to  the  time  of  the  death  of  the  spouse.  Most  of  these 
older  widows  have  little  or  no  hope  of  supplementing  their  income  through  earn- 
ings. 

Some  of  the  beneficiaries  losing  the  minimum  benefit  will  be  eligible  for  SSI,  but 
many  will  not.  For  all  of  those  who  will  not  be  eligible  to  have  benefits  replaced 
from  some  other  source,  it  is  a  reduction  in  income  already  being  received!  It  is  a 
reduction  without  precedent. 

In  conclusion,  we  recommend  to  this  Committee  adequate  financing  for  all  the 
benefits  in  present  law.  We  recommend  financing  proposals  which  will  support  the 
system  well  into  future  years: 

1.  Interfund  borrowing  for  added  flexibility. 

2.  Authorization  to  borrow  with  interest  from  general  revenue. 

3.  Funding  for  up  to  one-half  of  the  HI  Trust  Fund  by  general  revenues  with  a 
reallocation  to  the  cash  benefit  Trust  Funds  of  one-half  of  the  payroll  taxes  ear- 
marked for  HI. 

We  also  strongly  recommend  that  Trust  Fund  reserves  be  built  up  to  one  year's 
outgo  and  that  prudent  economic  assumptions  be  used  for  sound  financial  manage- 
ment. 

Mr.  Jacobs  [presiding].  Mr.  Bailey? 
Mr.  Bailey.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you  for  an  excellent  statement.  I  have  one  minor 
question  and  then  one  major  question. 

You  know,  you  compare  the  educational  benefit  to  a  survivor 
benefit,  which  I  think  there  is  a  lot  to  be  said  for  that  position.  One 
of  the  difficulties  I  have  with  the  way  the  educational  benefit  is  set 
up  is  the  way  that  it  is  applied  and  the  way  it  is  used. 

I  come  from  western  Pennsylvania,  which  is  probably  the  highest 
skilled  labor  market  in  the  United  States  of  America  for  people  in 
the  industrial  sector.  We  have  needs — we  have  crucial  shortages; 
yet  many  of  the  programs  that  are  set  up  to  turn  out  machinists, 
are  work/share  programs  or  work  kind  of  jobs  at  reduced  rates  at 
times. 

Training  is  required  on  the  job.  In  most  of  those  cases,  most  of 
the  people  would  not  qualify  under  the  criteria  for  the  educational 
benefit. 
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I  guess  what  I  am  saying  is — and  I  would  invite  you  to  com- 
ment— that  there  appears  to  be  a  prejudice  in  the  system  for  the  4- 
year  social  engineering  kinds  of  courses  in  schools  and  unfortunate- 
ly in  many  ways  our  larger  universities.  But  that  sometimes  people 
we  need  in  the  industrial  sector,  where  education  is  becoming  more 
important  as  very  highly  skilled  people  are  required,  we  find  we 
are  not  doing  enough  in  this  society. 

This  is  one  program,  incidentally,  that  I  think  reflects  that  preju- 
dice. 

So,  if  it  is  a  survivor  benefit,  perhaps  it  needs  to  be  redefined  to 
make  it  more  fair.  In  some  ways  I  don't  think  it  really  is. 

The  second  thing  I  would  invite  you  to  comment  on  a  little  more 
is  how  we  are  going  to  finance  the  ideas  that  you  mentioned.  You 
talked  about  short-run  benefits,  and  I  think  did  a  good  job.  The 
short-run  financial  problem  you  understand  very  well.  There  ap- 
pears to  be  some  very  difficult  choices  to  make  concerning  long- 
range  financing. 

Do  you  have  any  more  specific  suggestions  on  how  to  address 
those  problems?  They  are  going  to  be  there. 

Comments  on  disease  factors  are,  incidentally,  very  well  taken.  I 
am  glad  you  brought  those  out.  Many  of  those  advances  have 
enabled  us  to  live  longer,  but  it  doesn't  mean  the  capacity  to  work 
has  increased. 

In  many  cases  it  has  been  reduced  because  of  certain  advances  in 
cardiovascular  medicine,  et  cetera. 

Would  you  comment  on  the  financing  and  also  on  the  education- 
al benefit? 

Ms.  Duskin.  Yes.  If  I  may  take  the  last  one  first? 

I  think  what  I  was  suggesting  is  that  the  problem  is  really  not 
germane  to  an  issue  of  social  security  financing. 

If  we  have,  because  of  the  post- World  War  II  and  post-Korean 
war  baby  boom,  if  we  have  an  unusually  high  proportion  of  older 
people  in  the  first  quarter  of  the  next  century — well,  let  me  walk 
backward  a  moment  and  say  we  are  starting  off  with  a  very  silly 
assumption.  We  are  saying  we  are  going  to  have  a  major  demo- 
graphic shift  with  a  change  in  the  ratio  of  the  productive  to  the 
dependent  in  society  and  we  are  saying  at  the  same  time  that 
nothing  else  is  going  to  change. 

This  is  standard  fare  of  economists.  I  am  one  of  them,  so  I  do  it 
myself  on  occasion,  but  it  is  really  only  a  pedagogical  technique.  It 
is  not  really  the  way  the  real  world  works.  Things  don't  stand  still 
and  only  one  thing  at  a  time  changes. 

Mr.  Bailey.  By  your  own  admission  we  arrived  at  this  point  in 
time  as  a  result  of  being  wrong  on  our  assumptions  and  predic- 
tions. You  have  to  be  a  little  conservative,  it  would  seem  to  me, 
when  you  are  looking  forward  and  prepare  for  that  worst  case 
scenario. 

Ms.  Duskin.  Yes.  I  am  certainly  willing  to  accept  that. 

What  I  am  saying  is  that  we  are  not  addressing  the  problem 
correctly.  Therefore,  we  cannot  possibly  come  up  with  the  best 
possible  answer.  It  is  not  confined  to  the  social  security  framework. 
It  is  a  much  larger  problem;  it  is  a  labor  force  problem. 

What  we  have  to  do  is  to  improve  the  economy  through  innova- 
tion and  invention  so  that  our  productivity  goes  up.  What  we  have 
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to  do  is  find  ways  to  make  the  labor  market  more  attractive  and 
more  flexible  in  order  to  attract  more  workers.  What  we  have  to 
do,  if  you  notice,  has  nothing  to  do  with  social  security  per  se. 
Social  security  is  a  passive  recipient  of  what  happens  out  in  the 
economy  in  this  regard.  We  have  got  the  tail  wagging  the  dog  when 
we  talk  about  raising  the  age  of  retirement. 

Mr.  Bailey.  Thank  you. 

Mr.  Pickle.  Mr.  Rousselot? 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Ms.  Duskin,  thank  you  for  your  testimony.  You  and  your  organi- 
zation obviously  have  given  this  a  great  deal  of  thought.  We  are 
appreciative  of  your  point. 

I  must  agree  with  you  that  the  committee  should  not  be  gov- 
erned by  optimism,  as  I  am  afraid  not  just  the  committee  but  the 
whole  system  has  been  much  too  optimistic. 

We  are,  as  you  have  stated,  where  we  are  today  because  we  have 
just  overestimated  too  much  of  the  potential  revenue  and  we  have 
just  badly  underestimated  where  we  would  be  on  the  benefit  side. 
So  I  think  you  are  absolutely  correct  that  we  have  to  be  far  more 
conservative  as  a  committee  or  as  a  Social  Security  Administration 
in  where  we  are  going  to  be. 

You  mentioned  that  it  would  be  nice  to  keep  social  security  out 
of  the  headlines.  I  can  tell  you  we  are  not  the  main  generators 
always  of  that. 

The  news  media  like  to  have  all  kinds  of  feature  stories  about 
the  system  is  running  out  of  money.  All  of  that  is  not  generated  by 
us,  but  I  think  your  point  is  well  taken  that  it  should  be  more 
carefully  studied  than  just  for  quick  headlines. 

I  am  fascinated  by  your  idea  which  is  not  new,  because  our 
colleague,  I  think,  Mr.  Conable,  has  suggested  also  financing  the 
hospital  insurance  trust  fund — part  A  of  medicare — one-half  from 
general  revenues. 

Now,  as  I  calculate  on  the  basis  of  1981  estimates  as  to  what  we 
will  spend  on  that  fund,  if  we  started  doing  that  today,  it  will 
require  an  additional  $12  billion  to  be  taken  out  of  general  revenue 
because,  as  I  see  our  figures  that  have  been  given  to  the  committee, 
it  is  about  $24  billion  estimated  for  1981. 

We  always  get  great  recommendations  of  where  to  get  the 
money.  What  other  program  do  you  think  we  ought  to  cut  back  on 
to  take  care  of  that? 

Ms.  Duskin.  Mr.  Rousselot  

Mr.  Rousselot.  As  you  know,  we  are  already  pressed  very  heav- 
ily for  funds  out  of  general  revenue.  Where  would  you  recommend 
we  take  away  from  somebody  else? 

Ms.  Duskin.  Well,  as  I  mentioned  earlier,  one  of  the  items  that — 
the  characteristics  that  makes  this  particular  suggestion  attractive 
is  that  it  is  not  necessary  to  make  available  that  money  in  the 
hospital  insurance  fund  immediately.  It  can  be  phased  in  gradually 
for  the  simple  reason  that  the  hospital  insurance  fund  is  in  good 
shape  and  should  remain  so  for  the  next  few  years. 

Mr.  Rousselot.  Yes,  but  if  we  borrow  from  that  fund  to  cover 
others,  we  may  get  there  quicker  than  we  think. 

Ms.  Duskin.  Well,  it  is  true  the  money  has  to  come  from  some- 
where. Let  me  just  
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Mr.  Rousselot.  What  does  your  organization  think  would  be  a 
good  place  to  take  it  or  to  reduce  something  else? 

Ms.  Duskin.  Well,  I  don't  start  from  the  premise  that  it  is 
necessary  to  do  that  in  the  first  place.  I  am  not  opposed  to  the 
Federal  deficit  financing  of  an  item  that  has  social  value  and  social 
worth. 

I  think  that  is  what  the  Federal  Government  is  here  to  do. 
Mr.  Rousselot.  So  we  should  go  further  into  debt  for  social 
value? 

Ms.  Duskin.  If  necessary,  yes.  There  are  some  things  that  are 
worthwhile. 

Mr.  Rousselot.  Gee,  that  is  great  until  we  start  crowding  out  the 
marketplace  when  the  Treasury  goes  out  there  to  borrow  all  that 
money.  It  is  always  interesting  to  me  that  people  are  so  willing  to 
recommend  that  we  take  it  from  the  general  fund,  which  we  act 
like  is  just  a  never-ending  fountain  of  good  money;  but  we  have  to 
tax  somebody  for  it  or  go  into  deficit  financing. 

We  keep  talking  about,  well,  some  day  we  will  get  to  a  balanced 
budget,  but  we  never  get  there.  We  continue  to  finance  the  deficit 
anywhere  from  $50  to  $60  billion  a  year.  That  does  have  an  impact 
on  the  general  marketplace,  with  the  Federal  Government  out 
there  borrowing. 

When  you  say  rather  casually,  that,  it  doesn't  bother  you  that 
much  to  go  into  further  deficit  financing  because  it  is  a  social 
value,  it  may  be  just  a  delightful  social  value,  but  the  people  that 
we  talk  to  in  our  districts — at  least  in  a  great  number  of  them — are 
beginning  to  feel  very  crowded  out,  especially  when  the  Treasury 
competes  so  aggressively  for  those  funds  against  private  sector 
people. 

Ms.  Duskin.  Well,  don't  misconstrue  my  remarks  to  mean  that 
there  aren't  Federal  expenditures  that  I  wouldn't  be  willing  to 
sacrifice,  but  I  suspect  it  would  be  an  inappropriate  

Mr.  Rousselot.  Has  your  group  looked  into  what  those  would  be 
that  we  would  sacrifice?  Twelve  billion  dollars  is  a  lot  of  money. 

Ms.  Duskin.  I  personally  have  reservations — and  this  is  not  nec- 
essarily the  view  of  my  organization;  I  have  not  discussed  it  with 
them — but  I  personally  have  reservations  about  the,  for  one,  de- 
fense expenditures  where  it  is  possible,  probably,  to  offer  better 
defense  without  increased  expenditures. 

I  think  efficiency  would  better  serve  us  in  all  areas.  That  in- 
cludes defense  as  well. 

Mr.  Rousselot.  So  you  would  be  willing  to  sacrifice  upgrading 
our  defense  which  is  now  roughly  23  percent  of  our  gross  budget. 
Social  programs  now  take  up  well  in  excess  of  60  percent;  so  your 
thesis  is  that  we  continue  to  increase  on  the  social  side,  the  social 
values  as  you  say,  that  they  are  much  more  important  than  the 
defense  of  our  country,  or  better  pay  for  our  military,  and  so  on? 

Ms.  Duskin.  I  don't  believe  that  is  exactly  what  I  said. 

Mr.  Rousselot.  That  is  the  choice  we  have  to  make  when  we 
vote.  We  can't  vote  "maybe." 

But  I  appreciate  your  saying  you  would  be  willing  to  sacrifice 
more  military  expenditures  than  you  would  social  values. 
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Ms.  Duskin.  Yes.  I  would  not  sacrifice  upgrading  our  defense.  I 
would  sacrifice  some  of  the  expenditures.  The  two  are  not  the 
same. 

Mr.  Rousselot.  Well,  you  could  help  us  by  telling  us  the  specifics 
or  if  your  organization  has  gone  into  the  specifics  of  where  we 
could  cut  back.  We  are  told  that  we  are  losing  a  lot  of  career  people 
because  we  are  not  as  competitive  in  the  pay  scales  for  our  mili- 
tary, especially  at  the  lower  levels. 

They  are  much  more  attracted  to  move  into  the  private  sector 
when  they  come  up  for  reenlistment. 

We  are  also  told  that  our  weapons  systems  are  not  being  generat- 
ed especially  in  the  research  and  development  side,  and  so — but  I 
appreciate  your  honesty.  You  are  willing  to  sacrifice  in  that  other 
area  but  continue  to  accelerate  the  increases  in  the  social  values, 
as  you  say. 

So  thank  you. 

Mr.  Pickle.  Ms.  Duskin,  we  appreciate  your  testimony. 

I  notice  that  your  organization  recommends  interfund  borrowing 
and  financing  part  of  the  hospital  trust  fund  from  general  revenues 
and  as  much  flexibility  as  is  needed  in  borrowing  between  the 
funds.  But  the  statement  that  caught  my  eye  was  one  that  fol- 
lowed, where  you  said: 

We  would  also  urge  this  committee  not  to  finance  social  security  by  optimism.  By 
this  we  mean  that  conservative  fiscal  management  of  the  system  would  require  that 
pessimistic  assumptions  about  the  years  ahead  are  the  best  guides  for  sound  plan- 
ning. 

It  is  good  that  you  would  say  that  and  say  that  publicly.  Of 
course,  you  are  interested  in  full  benefits  for  our  aged  citizens.  You 
would  hope  that  they  would  be  cut  last,  among  the  very  groups 
that  might  have  some  curtailment,  but  at  the  same  time  you 
understand  that  we  must  be  certain  that  we  do  have  funds  and  just 
don't  count  on  the  rosy  figures,  but  take  the  pessimistic  figures. 

I  think  that  is  important  because  we  have  been  given  the  feeling 
that  on  the  one  hand  we  have  a  top  priority  crisis  here  and,  on  the 
other  hand,  given  1  or  2  years,  the  economy  will  be  in  such  a  shape 
that  you  don't  have  to  worry  about  this. 

We  do  have  to  worry  about  it.  I  think  the  committee  will  take  it 
up  with  a  pessimistic  view.  Not  because  we  want  to  be  negative, 
but  because  we  think  that  is  more  realistic  in  the  world  we  live  in. 

I  am  glad  you  made  that  observation  for  us  also. 

Well,  I  thank  you  very  much  for  your  testimony.  We  appreciate 
your  being  with  us  this  morning. 

Ms.  Duskin.  Thank  you  very  much. 

Mr.  Pickle.  Now  the  subcommittee  is  going  to  adjourn.  The  full 
committee  will  be  meeting  during  the  week  and  this  committee  has 
a  scheduled  subcommittee  meeting  for  next  Monday,  I  believe. 
There  will  be  another  hearing  on  Monday,  March  23  at  2  p.m.,  in 
this  room.  That  may  be  the  final  in  the  series  of  hearings  of  the 
current  hearings.  So  we  will  stand  adjourned  until  Monday,  March 
23. 

[Whereupon,  at  11:30  a.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  2  p.m.,  Monday,  March  23,  1981.] 


SOCIAL  SECURITY  AND  FINANCING  ISSUES 


MONDAY,  MARCH  23,  1981 

House  of  Representatives, 
Committee  on  Ways  and  Means, 
Subcommittee  on  Social  Security, 

Washington,  D.C. 
The  subcommittee  met  at  2  p.m.,  pursuant  to  notice,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  J.  J.  Pickle  (chair- 
man of  the  subcommittee)  presiding. 

Mr.  Pickle.  The  chairman  will  ask  the  committee  to  come  to 
order.  We  have  a  full  schedule  this  afternoon,  the  possibility  of 
some  12  or  14  witnesses,  and  we  want  to  proceed  on  time  so 
that  each  individual  or  panel  will  have  a  chance  to  make  their 
statement. 

We  are  privileged  to  hear  first  from  one  of  our  colleagues,  the 
Honorable  Ted  Weiss  from  New  York.  He  is  here  and  we  would 
like  him  to  come  to  the  witness  stand. 

Congressman,  we  welcome  you  here.  You  are  from  a  distin- 
guished family  in  New  York  who  has  had  a  lot  of  ties  with  this  city 
and  this  Nation,  and  we  are  happy  to  have  you  here  before  our 
committee. 

STATEMENT  OF  HON.  TED  WEISS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Weiss.  Thank  you  very  much,  Mr.  Chairman. 

Let  me  at  the  outset  express  my  appreciation  to  you  for  the 
opportunity  to  testify.  I  want  to  congratulate  the  subcommittee  for 
holding  prompt  hearings  to  assure  the  financial  integrity  of  social 
security.  I  can  think  of  no  more  important  basic  issue  facing  our 
Nation  today. 

Social  security,  as  we  all  know,  affects  almost  every  family  in  the 
United  States  in  one  way  or  another.  A  system  as  large  and  impor- 
tant as  social  security  must  have  the  full  support  and  confidence  of 
the  public.  Quite  clearly  we  are  at  a  critical  juncture. 

I  realize  the  subcommittee  will  not  have  any  easy  decisions  to 
make;  however,  I  am  convinced  that  we  can  put  social  security  on  a 
sound  financial  footing  and  without  cutting  back  benefits  for  older 
Americans  or  saddling  today's  workers  with  huge  payroll  tax 
increases. 

In  my  view,  the  subcommittee  is  faced  with  three  major  options 
to  strengthen  social  security's  financings.  First,  benefits  can  be 
trimmed  back  for  today's  retirees.  I  strongly  oppose  this  alternative 
and  I  urge  the  subcommittee  to  reject  this  option  because  it  will 
simply  throw  many  older  Americans  onto  the  poverty  rolls. 
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The  elderly  are  not  the  cause  of  our  present  economic  woes 
today.  They  are  among  the  chief  casualties.  Older  Americans 
should  not  be  made  scapegoats  for  inflation. 

Now,  3.6  million  persons  65  or  older  lived  in  poverty  in  1979, 
400,000  more  than  in  1978.  Although  information  is  not  yet  availa- 
ble for  1980,  many  experts  agree  that  more  older  Americans  will  be 
added  to  the  poverty  rolls  as  of  1980,  perhaps  of  the  same  record- 
setting  magnitude  as  in  1979. 

Reducing  social  security  benefits  will  only  add  to  their  economic 
misery.  This  option  should  be  rejected  out  of  hand  as  being  both 
cruel  and  bad  public  policy. 

Second,  social  security  payroll  taxes  can  be  raised.  I  urge  the 
subcommittee  to  reject  this  measure  because  the  payroll  tax 
burden  is  already  too  heavy  for  today's  workers.  I  strongly  believe 
that  we  should  look  for  a  more  progressive  tax  mechanism  such  as 
the  income  tax  to  finance  the  social  security  system  rather  than 
rely  essentially  and  exclusively  upon  a  regressive  payroll  tax. 

The  payroll  tax  is  basicallly  regressive  because  it  imposes  a  flat 
rate  of  6.65  percent  on  earnings  only  up  to  $29,700  ceiling.  Thus,  a 
worker  earning  $50,000  a  year  pays  the  same  amount  as  an  em- 
ployee making  $29,700. 

Finally,  another  payroll  tax  would  be  inflationary  because  most 
employers  will  of  necessity  pass  on  this  increased  cost  of  doing 
business  to  consumers  in  the  form  of  higher  prices. 

The  third  option  is  to  provide  alternative  financing  for  social 
security  retirement,  disability,  and  survivor  benefits  or  medicare 
hospital  insurance.  I  personally  favor  this  approach  because  it  will 
make  social  security's  financing  more  progressive  while  insuring 
the  program's  financial  integrity. 

Several  alternatives  exist  to  achieve  this  goal,  including  authori- 
ty to  borrow  from  Federal  general  revenues,  interfund  borrowing, 
borrowing  among  the  various  trust  funds,  a  countercyclical  trigger- 
ing device  when  unemployment  or  inflation  exceeds  certain  levels, 
or  partial  general  revenue  financing  for  social  security  cash  bene- 
fits or  medicare  hospital  insurance. 

Persuasive  arguments  can  be  made  for  all  of  these  options.  How- 
ever, I  urge  the  subcommittee  to  opt  for  partial  general  revenue 
financing  for  medicare  hospital  insurance  because  this  approach  is 
probably  the  most  practical,  comprehesive  solution  from  a  legisla- 
tive feasibility  standpoint. 

This  proposal  would  maintain  the  overall  social  security  tax  rate 
at  its  current  level  of  6.65  percent.  At  present,  5.35  percent  fi- 
nances retirement,  disability,  and  survivor  benefits,  and  1.30  per- 
cent is  for  medicare  hospital  insurance. 

My  proposal  would  keep  the  total  social  security  tax  rate,  the 
6.65-percent  rate,  but  6  percent  would  be  allocated  for  retirement, 
disability,  and  survivor  benefits,  and  0.65  percent  for  hospital  in- 
surance. In  addition,  general  revenues  would  be  infused  gradually 
for  hospital  insurance  to  provide  eventually  about  one-half  of  the 
cost  of  that  program. 

With  your  permission,  I  am  inserting  a  table  to  be  included  in 
the  hearing  record  to  show  the  effect  of  this  proposal  during  the 
next  5  years. 
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The  time  for  partial  general  revenue  financing  for  hospital  insur- 
ance is  long  overdue.  Several  blue  ribbon  advisory  groups  have 
already  urged  that  hospital  insurance  be  financed  totally  or  par- 
tially with  general  revenues,  including  the  1975  Social  Security 
Advisory  Council,  the  1979  Advisory  Council,  and  the  National 
Commission  on  Social  Security. 

This  proposal  has  bipartisan  support.  In  fact,  our  distinguished 
colleague,  the  ranking  minority  member  of  the  Ways  and  Means 
Committee,  Mr.  Conable,  has  sponsored  legislation  to  provide  gen- 
eral revenue  financing  for  hospital  insurance. 

Adoption  of  this  proposal  would  make  it  possible  to  stabilize  the 
overall  cash  benefits  tax  rate  well  into  the  next  century,  wherever 
it  would  provide  tax  relief  for  today's  overburdened  workers. 
Equally  important,  it  would  make  the  financing  of  social  security 
and  medicare  more  progressive. 

The  present  payroll  tax  is  regressive  and  has  about  reached  its 
limits  of  political  acceptability.  Any  substantial  increase  in  the 
near  future  will  certainly  encounter  opposition  from  overburdened 
employees  and  employers.  The  6-percent  rate  for  OASDI  would  also 
build  up  social  security's  assets  quickly  to  secure  levels. 

This  would  provide  an  added  margin  of  safety  if  our  Nation 
should  experience  economic  hard  times  in  the  years  ahead.  A  suffi- 
cient contingency  reserve  would  make  it  possible  to  weather  an 
economic  storm  without  the  necessity  of  seeking  higher  taxes  to 
strengthen  social  security's  financing. 

Before  concluding  my  presentation,  I  would  like  to  respond  brief- 
ly to  arguments  raised  by  opponents  of  general  revenue  financing. 
First,  it  is  said  that  workers  consider  their  benefits  to  be  an  earned 
right  acquired  by  payroll  contributions.  Any  Government  contribu- 
tion might  weaken  the  earned  right  concept  underlying  social  secu- 
rity. However,  this  measure  would  continue  the  fundamental  prin- 
ciples that  have  made  social  security  an  extraordinarily  effective 
and  popular  program. 

The  cash  benefits  portion  would  still  remain  a  wage  related 
social  insurance  program  protecting  workers  and  their  families 
from  loss  of  earnings  because  of  retirement,  death,  or  disability. 
Workers  would  continue  to  receive  benefits  based  upon  their  earn- 
ings record. 

The  argument  for  payroll  tax  financing  does  not  apply  equally  to 
hospital  insurance.  Unlike  OASDI,  the  amount  of  hospital  insur- 
ance benefits  actually  received  by  aged  and  disabled  persons  does 
not  depend  upon  their  prior  earnings  but  upon  their  health  needs. 

Second,  opponents  often  ask  why  should  there  be  general  reve- 
nue financing  for  hospital  insurance  when  our  Nation  is  confronted 
with  another  deficit.  My  response  is  that  President  Reagan  has 
proposed  sizable  income  tax  cuts  as  a  means  to  stimulate  our 
economy  and  raise  additional  revenue  to  reduce  that  deficit.  I 
personally  oppose  this  approach  because  it  would  funnel  the  relief 
largely  to  upper  income  persons,  and  they  usually  have  their  own 
battery  of  accountants  and  tax  lawyers  to  whittle  their  taxes  down 
considerably. 

I  would  urge  the  committee  to  approve  partial  general  revenue 
financing  along  with  more  balanced  income  tax  reductions  to  pro- 
vide an  equitable  and  balanced  tax  relief  package.  This  is  a  prefer- 
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able  approach,  I  believe,  because  it  would  direct  more  tax  relief  to 
low-income  and  moderate-income  Americans. 

A  flat  across-the-board  income  tax  cut,  on  the  other  hand,  will 
provide  the  greatest  relief  for  more  affluent  taxpayers.  The  admin- 
istration's proposed  30-percent  income-tax  cut,  for  example,  would 
provide  a  $10,775  tax  break  by  the  year  1984  for  a  four-person 
family  with  a  $200,000  income,  compared  to  just  $109  in  tax  relief 
for  a  similar  family  with  a  $10,000  income. 

I  also  want  to  stress  that  partial  general  revenue  financing  for 
medicare  can  be  part  of  the  broader  package  to  tailor  the  recom- 
mendation to  relevant  substantive  budgetary  and  even  political 
considerations.  For  example,  authority  for  interfund  borrowing 
among  the  trust  funds  could  scale  down  considerably  the  amount  of 
general  revenue  needed  to  supplement  the  income  lost  from  the 
hospital  insurance  trust  fund  by  transferring  0.65  percent  of  the 
hospital  insurance  rate  to  OASDI. 

The  same  would  also  be  true  for  authority  to  borrow  from  gener- 
al revenues  or  the  imposition  of  a  countercyclical  general  revenue 
mechanism  to  replace  lost  revenue  when  unemployment  is  higher 
or  to  recoup  lost  revenue  when  inflation  drives  up  cost-of-living 
outlays. 

Any  or  all  of  these  measures  can  help  to  fine  tune  or  comple- 
ment the  partial  general  revenue  financing  proposal. 

Mr.  Chairman,  I  very  much  appreciate  this  opportunity  to  put 
my  views  on  the  record  on  social  security  financing. 

[The  prepared  statement  follows:] 

Statement  of  Hon.  Ted  Weiss,  a  Representative  in  Congress  From  the  State 

of  New  York 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  appreciate  the  opportunity  to 
testify  here  today.  I  plan  to  keep  my  remarks  brief  since  your  time  is  limited. 

First,  however,  I  want  to  congratulate  the  Subcommittee  for  holding  prompt 
hearings  to  assure  the  financial  integrity  of  Social  Security.  I  can  think  of  no  more 
important  domestic  issue  facing  our  Nation  today. 

Social  Security  affects  almost  every  family  in  the  United  States  in  one  way  or 
another.  A  system  as  large  and  as  important  as  Social  Security  must  have  the  full 
support  and  confidence  of  the  public. 

Quite  clearly,  we  are  at  a  critical  juncture  for  Social  Security.  I  realize  that  the 
Subcommittee  will  not  have  any  easy  decisions  to  make.  However,  I  am  convinced 
that  we  can  put  Social  Security  on  a  sound  financial  footing,  and  without  cutting 
back  benefits  for  older  Americans  or  saddling  today's  workers  with  huge  payroll  tax 
increases. 

three  options 

In  my  view,  the  Subcommittee  is  faced  with  three  major  options  to  strengthen 
Social  Security's  financing. 

First,  benefits  can  be  trimmed  back  for  today's  retirees.  I  strongly  oppose  this 
alternative — and  I  urge  the  Subcommittee  to  reject  this  option — because  it  will 
simply  throw  many  older  Americans  on  to  the  poverty  rolls.  The  elderly  are  not  the 
cause  of  our  present  economic  woes  today,  but  they  are  among  the  chief  casualties." 
Older  Americans  should  not  be  made  scapegoats  for  inflation. 

Nearly  3.6  million  persons  65  or  older  lived  in  poverty  in  1979,  400,000  more  than 
in  1978.  Information  is  not  yet  available  for  1980.  Many  experts  agree,  though,  that 
more  older  Americans  will  be  added  to  the  poverty  rolls  in  1980 — perhaps  of  the 
same  record  setting  magnitude  as  in  1979. 

Reducing  Social  Security  benefits  will  only  add  to  their  economic  misery.  This 
option  should  be  rejected  out  of  hand  as  being  both  cruel  and  bad  public  policy. 

Second,  Social  Security  payroll  taxes  can  be  raised.  I  urge  the  Subcommittee  to 
reject  this  measure  because  the  payroll  tax  burden  is  already  too  heavy  for  today's 
workers.  I  strongly  believe  that  we  should  look  for  a  more  progressive  tax  mecha- 
nism— such  as  the  income  tax— to  finance  the  Social  Security  system,  rather  than 
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rely  essentially  upon  the  regressive  payroll  tax.  The  payroll  tax  is  basically  regres- 
sive because  it  imposes  a  flat  rate  (6.65  percent)  on  earnings  only  up  to  a  $29,700 
ceiling.  Thus,  a  worker  earning  $150,000  a  year  pays  the  same  amount  as  an 
employee  making  $29,700.  Finally,  another  payroll  tax  hike  will  be  inflationary 
because  most  employers  will  pass  on  this  increased  cost  of  doing  business  to  consum- 
ers in  the  form  of  higher  prices. 

A  third  option  is  to  provide  alternative  financing  for  Social  Security  retirement, 
disability,  and  survivor  benefits  or  Medicare  Hospital  Insurance.  I  personally  favor 
this  approach  because  it  will  make  Social  Security's  financing  more  progressive, 
while  assuring  the  program's  financial  integrity. 

Several  alternatives  exist  to  achieve  this  goal,  including  authority  to  borrow  from 
federal  general  revenues,  interfund  borrowing  among  the  Social  Security  trust 
funds,  a  countercyclical  triggering  device  when  unemployment  or  inflation  exceeds 
certain  levels,  or  partial  general  revenue  financing  for  Social  Security  cash  benefits 
or  Medicare  Hospital  Insurance. 

Persuasive  arguments  can  be  made  for  all  of  these  options.  However,  I  urge  the 
Subcommittee  to  opt  for  partial  general  revenue  financing  for  Medicare  Hospital 
Insurance  because  this  approach  is  probably  the  most  practical  comprehensive 
solution  from  a  legislative  feasibility  standpoint. 

This  proposal  would  maintain  the  overall  Social  Security  tax  rate  at  its  current 
level  of  6.65  percent.  At  present,  5.35  percent  finances  retirement,  disability,  and 
survivor  benefits  and  1.30  percent  is  for  Medicare  Hospital  Insurance.  My  proposal 
would  keep  the  total  Social  Security  tax  rate  at  6.65  percent,  but  6  percent  would  be 
allocated  for  retirement,  disability,  and  survivor  benefits  and  0.65  percent  for  HI.  In 
addition,  general  revenues  would  De  infused  gradually  for  HI  to  provide  eventually 
about  one-half  of  the  cost  of  that  program. 

I  am  inserting  a  table  to  be  included  in  the  hearing  record  to  show  the  effect  of 
this  proposal  during  the  next  five  years. 

PERCENTAGE  CONTRIBUTION  RATE  FOR  EMPLOYERS  AND  EMPLOYEES,  EACH 


Present  law  Proposal 

Year                          Maximum  Total  Maximum  Total 

earnings     OASDI      HI  payroll  earnings  OASDI      HI  payroll 

base                          tax  base  tax 


1981   $29,700 

1982   (2) 

1983   (2) 

1984   (2) 

1985   (2) 


5.35 

1.30 

6.65 

$29,700 

6.00 

*0.65 

6.65 

5.40 

1.30 

6.70 

(2) 

6.00 

*0.65 

6.65 

5.40 

1.30 

6.70 

(2) 

6.00 

6.65 

5.40 

1.30 

6.70 

(2) 

6.00 

!0.65 

6.65 

5.70 

1.35 

7.05 

(2) 

6.00 

!0.65 

6.65 

1  General  revenues  will  be  infused  gradually  to  finance  approximately  one-half  of  the  cost  of  the  HI  program. 

2  The  maximum  earnings  base  will  rise  proportionately  each  year  in  accordance  with  the  average  covered  earnings  under  social  security. 

The  time  for  partial  general  revenue  financing  for  HI  is  long  overdue.  Several 
blue  ribbon  advisory  groups  have  already  urged  that  HI  be  financed  totally  or 
partially  with  general  revenues,  including  the  1975  Social  Security  Advisory  Coun- 
cil, the  1979  Advisory  Council,  and  the  National  Commission  on  Social  Security. 
This  proposal  has  bipartisan  support.  In  fact,  our  distinguished  colleague,  the  rank- 
ing minority  member  of  the  Ways  and  Means  Committee,  Mr.  Conable,  has  spon- 
sored legislation  to  provide  general  revenue  financing  for  HI. 

Adoption  of  this  proposal  would  make  it  possible  to  stabilize  the  overall  cash 
benefits  tax  rate  well  into  the  next  century.  Moreover,  it  would  provide  tax  relief 
for  today's  overburdened  workers. 

Equally  important,  it  would  make  the  financing  of  Social  Security  and  Medicare 
more  progressive.  The  present  payroll  tax  is  regressive  and  has  just  about  reached 
its  limits  of  political  acceptability.  Any  substantial  increase  in  the  near  future  will 
certainly  encounter  opposition  from  overburdened  employees  and  employers. 

The  6  percent  rate  for  OASDI  would  also  build  up  Social  Security's  assets  quickly 
to  secure  levels.  This  would  provide  an  added  margin  of  safety  if  our  Nation  should 
experience  economic  hard  times  in  the  years  ahead.  A  sufficient  contingency  reserve 
would  make  it  possible  to  weather  an  economic  storm  without  the  necessity  of 
seeking  higher  taxes  to  strengthen  Social  Security's  financing. 

REBUTTAL  TO  GENERAL  REVENUE  OPPONENTS 

Before  concluding  my  presentation,  I  would  like  to  respond  to  arguments  raised 
by  opponents  of  general  revenue  financing.  First,  they  say  that  workers  consider 
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their  benefits  to  be  an  earned  right  acquired  by  payroll  contributions.  Any  govern- 
ment contribution  might  weaken  the  earned  right  concept  underlying  Social  Secu- 
rity. 

However,  this  measure  would  continue  the  fundamental  principles  that  have 
made  Social  Security  an  extraordinarily  effective  and  popular  program.  The  cash 
benefits  portion  would  still  remain  a  wage-related  social  insurance  program,  protect- 
ing workers  and  their  families  from  loss  of  earnings  because  of  retirement,  death  or 
disability.  Workers  would  continue  to  receive  benefits  based  upon  their  earnings 
record. 

The  argument  for  payroll  tax  financing  does  not  apply,  though,  equally  to  HI. 
Unlike  OASDI,  the  amount  of  HI  benefits  actually  received  by  aged  and  disabled 
persons  does  not  depend  upon  their  prior  earnings,  but  upon  their  health  needs. 

Second,  opponents  often  ask:  Why  should  there  be  general  revenue  financing  for 
HI  when  our  Nation  is  confronted  with  another  deficit?  My  response  is  that  Presi- 
dent Reagan  has  proposed  sizeable  income  tax  cuts  as  a  means  to  stimulate  our 
economy  and  raise  additional  revenue  to  reduce  the  deficit.  I  personally  oppose  this 
approach  because  it  would  funnel  the  relief  largely  to  upper  income  persons.  More- 
over, they  usually  have  their  own  battery  of  accountants  and  tax  lawyers  to  whittle 
their  taxes  down  considerably. 

I  would  urge  the  Committee  to  approve  partial  general  revenue  financing,  along 
with  more  balanced  income  tax  reductions,  to  provide  an  equitable  and  balanced  tax 
relief  package.  This  is  a  preferable  approach,  I  believe,  because  it  would  direct  more 
tax  relief  to  low-income  and  moderate-income  Americans.  A  flat  across-the-board 
income  tax  cut,  on  the  other  hand,  will  provide  the  greatest  relief  for  more  affluent 
taxpayers. 

The  Administration's  proposed  30-percent  income  tax  cut,  for  example,  would 
provide  a  $10,775  tax  break  by  1984  for  a  four-person  family  with  $200,000  income, 
compared  to  just  $109  in  tax  relief  for  a  similar  family  with  $10,000  income. 

OTHER  FORMS  OF  GENERAL  REVENUE 

I  also  want  to  stress  that  partial  general  revenue  financing  for  Medicare  can  be 
part  of  a  broader  package  to  tailor  the  recommendation  to  relevant  substantive, 
budgetary,  and  even  political  considerations.  For  example,  authority  for  interfund 
borrowing  among  the  trust  funds  could  scale  down  considerably  the  amount  of 
general  revenues  needed  to  supplement  the  income  lost  from  the  HI  trust  fund  by 
transferring  0.65  percent  of  the  HI  rate  to  OASDI. 

The  same  would  also  be  true  for  authority  to  borrow  from  general  revenues  or  the 
imposition  of  a  countercyclical  general  revenue  mechanism  to  replace  lost  revenue 
when  unemployment  is  high  or  to  recoup  lost  revenue  when  inflation  drives  up  cost- 
of-living  outlays. 

Any,  or  all,  of  these  measures  can  help  to  fine  tune  or  complement  the  partial 
general  revenue  financing  proposal  for  Medicare. 

CONCLUSION 

In  conclusion,  I  urge  the  Subcommittee  to  act  promptly  to  shore  up  the  financing 
for  the  Old  Age  and  Survivors  Insurance  trust  fund,  the  largest  of  all  the  Social 
Security  trust  funds. 

As  legislators,  we  must  recognize  a  fundamental  fact.  We  are  running  out  of 
options  to  solve  Social  Security's  financing  problems.  Another  payroll  tax  hike  will 
probably  undermine  support  for  Social  Security  by  triggering  a  backlash  reaction 
from  workers  and  employers  who  must  bear  this  added  cost. 

Other  options — such  as  a  massive  cutback  in  benefit  protection — are  equally 
unacceptable  because  millions  of  older  and  disabled  Americans  would  have  their 
income  slashed  at  a  time  when  prices  are  soaring. 

The  only  realistic  option,  I  firmly  believe,  is  to  provide  partial  general  revenue 
financing  for  HI.  It  is  clearly  an  idea  whose  time  has  come.  I  urge  the  Subcommit- 
tee to  accept  this  measure. 

Mr.  Pickle.  Mr.  Weiss,  you  have  given  us  some  very  good  points. 
Some  of  these  points  have  been  taken  under  serious  consideration 
by  the  committee.  I  don't  go  so  far  as  to  say  that  we  look  with 
favor  on  general  financing  or  general  revenue,  but  there  have  been 
recommendations  from  a  national  group  with  respect  to  transfer- 
ring part  of  HI  to  general  revenue.  I  can't  say  what  is  going  to  be 
done  with  respect  to  the  committee's  action,  but  it  is  a  considera- 
tion that  we  have  before  us,  and  your  testimony  certainly  supports 
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the  recommendation  of  many  others  in  this  general  area.  So  we 
appreciate  having  your  statement  very  much. 

Now,  I  want  to  ask  if  any  members  of  the  subcommittee  have  a 
comment. 

Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

Ted,  I  wanted  to  ask  one  thing  about  your  proposal  for  the  use  of 
general  revenues  because  we  get  conflicting  advice  on  this  issue  of 
how  to  do  it  once  we  decide  to  do  it. 

Would  you  support  the  designation  of  some  portion  of  the  income 
tax  as  being  directed  to  this  purpose:  for  example,  by  having  a 
surcharge  on  the  income  tax  form  for  medicare  so  the  public  would 
realize  what  is  happening  here? 

Mr.  Weiss.  I  really  would  have  no  problem  with  the  mechanism 
that  you  would  adopt.  That  might  be  an  acceptable  approach,  as 
long  as  it  is  a  progressive  form,  as  long  as  it  doesn't  create  the  kind 
of  intergenerational  conflict  which  I  think  may  very  seriously  un- 
dermine the  existence  or  the  willingness  of  younger  people,  espe- 
cially, to  continue  to  fund  the  social  security  system. 

Mr.  Gradison.  I  don't  understand  how  the  shift  from  a  flat  rate 
to  a  progressive  rate  would  correct  the  intergenerational  conflict.  It 
is  still  taken  from  the  workers  to  pay  for  the  retired. 

Mr.  Weiss.  Yes,  but  I  think  what  is  happening  now  is  you  have 
got  this  flat  rate,  and  I  don't  know  if  you  run  into  it  but  I  constant- 
ly have  meetings  that  I  attend  and  hear  younger  people  telling  us 
that  they  are  so  uncertain  about  the  survival  of  the  system  that 
they  think  that  their  money  is  being  taken  from  them  only  for  the 
purpose  of  paying  current  beneficiaries  but  they  will  not  be  around 
to  benefit  from  it. 

I  think  by  building  in  the  income  tax  funding  aspect  of  it,  you 
would  be  doing  a  great  deal  to  restore  confidence  on  the  part  of 
people  that  the  system  would  survive.  So  even  though  the  result 
would  ultimately  be  the  same,  the  percentage  would  be  different 
because  of  the  progressive  nature  of  it,  and  I  think  the  confidence 
it  would  build  would  probably  be  the  most  important  part  of  it. 

Mr.  Gradison.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Bailey. 

Mr.  Bailey.  Thank  you,  Mr.  Chairman. 

Ted,  we  have,  or  some  folks  think  we  do,  have  a  short-range 
problem.  Have  you  looked  at  this  proposal  in  terms  of  its  effective- 
ness over  time? 

Mr.  Weiss.  Yes. 

Mr.  Bailey.  I  noticed  there  weren't  many  details  on  a  long-range 
solution  in  your  statement.  I  wonder  if  you  might  put  a  little  meat 
on  that? 

Mr.  Weiss.  We  have  a  table  which  would  indicate  the  impact  of  it 
over  the  next  5  years,  and  the  people  who  have  done  the  research 
on  it  indicate  that  the  proposal  that  we  have  would  probably 
safeguard  the  system  into  the  next  century. 

Now,  I  recall  that  3  years  ago,  4  years  ago  when  we  last  had  the 
modification,  we  received  the  same  assurances,  but  because  we 
were  still  tied  in  to  just  the  payroll  tax  aspect  of  it,  that  has  not 
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proven  to  be  the  case.  I  think  the  income  tax  partial  funding  of 
general  revenues  would  be  more  likely  to  assure  that. 

Mr.  Bailey.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  I  have  no  questions. 

Mr.  Pickle.  Mr.  Weiss,  again  we  thank  you.  Obviously  you  spent 
a  good  bit  of  time  thinking  about  some  of  the  problems  we  have, 
and  we  thank  you  for  testifying.  Your  table  that  you  referred  to 
has  been  made  a  part  of  this  testimony. 

Mr.  Weiss.  Thank  you.  Thank  you  for  your  courtesy. 

Mr.  Pickle.  Now  the  Chair  will  ask  Mr.  John  W.  Macy  to  come 
forward  to  the  table,  if  you  will. 

Mr.  Macy  is  a  former  Commissioner  of  the  Civil  Service  Commis- 
sion. He  now  lives  in  Virginia.  He  was  a  Commissioner  when  the 
Civil  Service  Commission  was  a  real  commission,  and  he  gave  us 
great  and  wonderful  service. 

We  are  honored  to  have  you  with  us  today,  Mr.  Macy.  Will  you 
proceed. 

STATEMENT  OF  JOHN  W.  MACY,  JR.,  FORMER  CHAIRMAN  OF 
THE  CIVIL  SERVICE  COMMISSION,  McLEAN,  VA. 

Mr.  Macy.  Thank  you  very  much,  Mr.  Chairman  and  members  of 
the  subcommittee.  I  appreciate  very  much  the  opportunity  to  have 
a  place  in  your  crowded  schedule  in  these  hearings. 

I  am,  as  the  chairman  indicated,  John  W.  Macy,  Jr.,  former 
Chairman  of  the  U.S.  Civil  Service  Commission,  appearing  before 
the  subcommittee  on  my  own  behalf.  I  am  not  representing  the 
Commission  as  it  used  to  exist  or  any  other  group  at  this  time. 

During  my  tours  as  Executive  Director,  1953  to  1958,  and  later  as 
Chairman,  1961  to  1969,  of  the  CSC,  I  formed  a  serious  concern  for 
the  relationship  of  the  civil  service  retirement  programs  to  the 
social  security  system.  This  concern  was  addressed  to  the  failure  to 
achieve  an  integration  of  these  retirement  measures  for  Federal 
civilian  employees. 

I  have  believed  strongly  in  the  public  policy  objective  of  integra- 
tion to  permit  social  security  to  provide  a  baseline  pension  with  the 
civil  service  retirement  benefits  supplementing  that  base  in  a  fash- 
ion adopted  by  private  employers  over  the  past  40  years. 

The  necessity  of  this  action  is  greater  than  ever  today  in  light  of 
intervening  liberalization  of  Federal  retirement  benefits  and 
attendant  cost  increases,  the  widening  disparity  between  Federal 
and  private  retirement  conditions,  the  changing  population  picture 
and  the  inflationary  forces  in  the  economy. 

I  should  confess,  Mr.  Chairman,  that  I  also  testify  as  a  benefici- 
ary of  the  Federal  retirement  program.  I  was  eligible  for  an  annu- 
ity when  I  completed  my  service  in  1969.  I  received  monthly  pay- 
ments which  were  frequently  refreshed  by  CPI  upward  adjustments 
from  that  time  until  I  was  appointed  Director  of  the  Federal  Emer- 
gency Management  Agency  by  President  Carter  in  1979. 

The  value  of  that  annuity  increased  more  than  100  percent 
during  those  10  years.  My  Federal  service  was  terminated  once 
again  on  January  20  this  year.  I  have  applied  for  a  renewed  annu- 
ity, which  hopefully  I  will  receive  before  the  year  is  out.  According 
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to  my  calculation,  the  new  annuity  will  be  at  a  lower  level  than  I 
received  prior  to  my  return  to  active  service  18  months  ago. 

My  exposure  to  the  social  security  system  has  been  even  longer 
than  my  involvement  with  the  civil  service  retirement  statutes.  I 
began  my  career  in  1939  with  the  original  social  security  board,  at 
the  time  the  first  amendments  to  the  1935  act  were  presented  to 
Congress. 

I  have  never  believed  that  the  two  systems  were  incompatible  or 
contradictory.  On  at  least  three  different  occasions  during  my  Civil 
Service  Commission  tours,  I  fostered  studies  to  achieve  a  construc- 
tive relationship  of  integration. 

In  response  to  a  request  from  one  of  your  predecessors,  Mr. 
Chairman,  the  Commissioner  of  Social  Security,  Robert  M.  Ball, 
and  I  submitted  a  report  on  this  subject  on  March  13,  1965.  In  that 
report  a  number  of  different  approaches  were  offered  to  accomplish 
integration  of  the  systems  in  such  a  fashion  as  to  provide  an 
equitable  transition  which  would  result  in  the  coverage  of  civil 
service  employees  under  social  security. 

Because  of  my  interest  in  this  broad  public  policy  issue,  I  was 
willing  to  devote  time  on  a  pro  bono  basis  to  chair  a  joint  commit- 
tee of  the  National  Planning  Association  on  Public  Pensions.  A 
report  developed  for  the  Joint  Committee  of  Business,  Labor,  Gov- 
ernment, Agricultural  and  Insurance  Representatives,  and  a  state- 
ment of  its  identification  of  pending  public  pension  problems  was 
published  and  distributed  in  August  1979. 

On  the  basis  of  that  report,  the  Aspen  Institute  conducted  a 
workshop  on  this  issue  at  its  Wye  Plantation  Conference  Center 
the  following  month.  From  the  discussion  at  that  workshop  there 
emerged  a  report  entitled  "The  Quiet  Crisis  of  Public  Pensions," 
with  recommendations  for  action  to  meet  that  crisis  in  the  interest 
of  government,  public  employees,  and  taxpaying  citizens. 

Both  of  these  reports,  Mr.  Chairman,  are  available  for  the  use  of 
the  committee  if  they  desire.  No  information  to  me  from  these  and 
earlier  studies  has  changed  my  longtime  belief  that  integration  of 
the  systems  is  desirable  public  policy. 

I  believe  that  it  should  be  possible  to  design  a  system  whereby 
compatibility  can  be  obtained  between  the  two  systems  and  the 
benefits  of  both  provided  to  Federal  employees  in  a  manner  that  is 
fair  to  them  and  the  people  they  serve. 

The  present  civil  service  plan  is  highly  beneficial  to  those  cov- 
ered and  exceedingly  costly  to  maintain.  It  permits  annuities  up  to 
80  percent  of  salary.  It  authorizes  early  retirement  at  an  age  that 
escalates  the  cost.  It  preserves  annuitant  purchasing  power 
through  twice  annual  cost-of-living  adjustments.  It  grants  disability 
payments  on  the  basis  of  standards  less  stringent  than  social  secu- 
rity. It  includes  additional  credits  for  military  service. 

While  Federal  pay  is  determined  on  the  basis  of  comparability 
with  like  jobs  in  the  private  sector,  Federal  retirement  is  main- 
tained at  a  level  of  payment  that  no  private  company  could  possi- 
bly provide  and  remain  in  business.  There  are  1,600,000  civil  serv- 
ice retirees  and  survivors  who  receive  $12.6  billion  annually,  an 
average  of  approximately  $1,000  per  month  per  retiree  and  $600 
per  month  for  survivors. 
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Those  private  companies  with  pension  plans  paid  $15  billion  to  a 
little  over  9  million  benefiting  retirees  in  1979,  an  average  of  $213 
per  month.  Further,  the  Federal  retirees'  annuity  is  increased 
twice  each  year  based  on  CPI  advances,  while  this  type  of  indexa- 
tion is  virtually  nonexistent  in  the  private  sector. 

Of  course,  social  security  forms  the  baseline  pension  or  founda- 
tion for  the  retirees  outside  of  Government.  The  average  monthly 
benefit  for  the  17,800,000  retired  social  security  workers  was  $338 
in  1979.  That  amount  is  subject  to  indexation,  in  contrast  to  the 
full  amount  of  $1,000  for  Federal  retirees. 

In  articulating  this  issue  I  have  been  well  impressed  by  the  GAO 
study  of  1978  which  summarizes  the  Controller  General's  views  in 
these  words: 

Social  Security  was  designed  to  be  supported  on  a  universal  basis,  and  GAO  found 
no  persuasive  reasons  to  exclude  many  federal  workers  from  the  program. Two  of 
the  consequences  of  this  exclusion  are  that  a  large  number  of  federal  personnel  do 
not  receive  the  basic  protection  afforded  by  Social  Security  and  do  not  share  in  the 
responsibility  of  meeting  the  basic  needs  of  the  nation's  elderly  and  disabled  per- 
sons. Without  universal  Social  Security  coverage,  it  would  be  very  difficult,  if  not 
impossible,  for  the  government  to  provide  comparable  and  equitable  retirement 
benefits  for  all  employees. 

There  is  need  for  equitable  benefits  for  all  American  workers. 
Social  security  as  a  foundation  meets  that  need,  and  it  fills  the  gap 
in  the  present  Federal  retirement  plan,  gaps  which  are  disadvanta- 
geous to  Federal  employees  of  younger  age  and  lesser  service. 

Further,  adoption  of  social  security  eligibility  standards  for  re- 
tirement and  disability  would  correct  some  of  the  costly  features  in 
the  present  Federal  plan.  There  are  no  early  retirement  features. 
There  are  tighter  standards  for  disability.  There  is  a  ceiling  on 
benefits.  There  is  indexation  on  less  than  the  total  annuity. 

In  the  absence  of  an  integrated  plan,  there  has  nevertheless  been 
social  security  coverage  for  many  of  the  Federal  payroll.  Military 
personnel  were  granted  social  security  coverage  in  the  1960's  but 
on  an  additive,  not  an  integrated  basis.  A  significant  portion  of 
civilian  retirees — 41  percent  or  735,000  in  1977,  and  I  understand 
in  1981  it  is  closer  to  70  percent — establish  eligibility  for  social 
security  through  covered  work  in  the  private  sector  before,  during 
or  after  Federal  service. 

I  have  acquired  such  eligibility  myself  through  private  employ- 
ment totaling  13  years  at  various  points  when  I  was  absent  from 
the  Federal  service.  In  59  percent  of  the  cases,  the  coverage  was 
less  than  10  years.  These  social  security  payments  are  there  for 
heavily  subsidized,  between  78  and  98  percent  of  the  total  value, 
because  the  limited  service  places  the  benefit  amount  at  the  lower 
end  of  the  scale,  perhaps  at  or  near  the  minimum  where  legislative 
policy  has  been  designed  to  aid  the  least  advantaged  in  our  society. 

How  much  more  appropriate  and  less  costly  it  would  be  if  social 
security  were  the  base  of  an  integrated  system. 

I  must  admit  to  partial  executive  paternity  in  the  prevailing 
pattern  of  cost-of-living  adjustments  based  on  the  upward  rise  of 
the  Consumer  Price  Index.  Both  social  security  and  Federal  retire- 
ment plans  are  based  on  this  indexation.  This  process  for  preserv- 
ing the  purchasing  power  of  the  earned  annuity  was  advocated  in 
1962  by  myself  and  others  to  provide  a  fair  and  rational  measure  of 
economic  change.  The  annual  increases  at  that  time  were  about  1 
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percent,  and  the  increase  in  wages  in  the  marketplace  was  about  3 
percent.  Without  such  a  rational  measure,  the  political  pressures 
for  increases  frequently  resulted  in  distorted  adjustments,  usually 
occurring  during  election  years. 

But  today  this  process  functions  in  a  vastly  different  economic 
environment.  There  is  serious  doubt  about  the  validity  of  the  Con- 
sumer Price  Index  as  a  measure  of  living  costs  for  those  in  retire- 
ment. The  amount  and  frequency  adds  a  tremendous  cost  burden 
over  time. 

The  cost  of  the  1-percent  kicker,  that  was  eliminated  in  1976,  was 
estimated  at  $389  billion,  more  than  the  cost  of  the  Vietnam  war, 
based  on  a  12-percent  rate  of  inflation. 

Those  adjustments  are  not  only  a  reflection  of  inflation,  they 
contribute  to  it. 

Regardless  of  the  relation  to  social  security,  early  changes  in  the 
Federal  retirement  system  are  imperative:  elimination  of  the 
second  annual  increase;  redesign  of  the  measure  of  economic 
change  for  this  segment  of  our  population;  limit  on  the  amount  of 
increase  by  a  percentage  gap,  the  wage  trends  in  active  employ- 
ment or  applicability  of  increase  to  a  portion  of  the  annuity,  say 
the  first  $500  per  month. 

It  is  argued  that  the  employee  contribution  to  the  retirement 
fund  means  that  the  ultimate  retiree  is  paying  for  half  of  his 
annuity  from  a  salary  deduction  of  7  percent,  but  the  true  cost  is 
not  14  percent,  it  is  nearly  37  percent  of  payroll,  at  the  average 
level  cost. 

In  fact,  if  the  accounting  requirements  applicable  to  the  private 
sector  binder  ERISA  were  used  to  measure  cost,  it  would  be  79 
percent  of  payroll.  But  using  the  37  percent  figure,  the  employee  is 
contributing,  yes,  but  only  19  percent.  In  the  average  case,  this 
contribution  has  been  paid  back  in  annuities  by  the  end  of  the 
second  year  of  retirement.  An  accurate  half  of  the  cost  would  be 
over  18  percent  of  payroll,  clearly  an  excessive  invasion  of  the  take- 
home  pay  to  finance  retirement. 

These  costs  have  generated  an  unfunded  liability  for  the  civil 
service  retirement  fund  of  $403  billion  in  September  1979,  or 
roughly  half  the  national  debt.  The  unfunded  liabilities  for  the 
Foreign  Service  are  $3.8  billion,  and  for  the  military,  $444.6  billion. 

Another  way  to  look  at  this  financial  picture  is  that  for  each 
participant,  active  and  retired,  there  are  unfunded  liabilities  of 
$237,000  for  the  Foreign  Service,  $103,000  for  the  military,  and 
$89,000  for  the  civil  servant.  These  figures  point  to  the  heavy 
burden  on  the  taxpayer,  the  worker  of  the  future,  if  the  present 
conditions  are  allowed  to  continue. 

There  is  a  model  within  the  Federal  family  for  effective  integra- 
tion of  a  staff  retirement  plan  with  social  security.  It  is  a  plan 
adopted  by  the  Tennessee  Valley  Authority.  The  TVA  plan  is  inte- 
grated and  based  on  the  proper  public  policy  that  there  should  be 
an  incentive  for  continued  work  and  contribution  to  society. 

It  is  unique  among  Federal  plans  in  that  it  funds  benefits  as  they 
j  are  earned.  Its  disability  provisions,  following  the  pattern  set  by 
the  Social  Security  Administration,  are  more  strictly  observed.  It 
gives  no  free  credit  for  military  service.  It  discourages  rather  than 
encourages  early  retirement.  It  costs  only  11.5  percent  of  payroll, 
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under  ERISA  standards,  14.7  percent.  The  addition  of  the  Govern- 
ment's cost  of  social  security  raises  the  total  amount  another  5.35 
percent.  More  information  about  this  plan  can  be  provided  to  the 
subcommittee  if  it  is  desired. 

Mr.  Chairman,  the  time  has  come  for  concrete  steps  toward 
integration.  There  is  no  need  for  further  studies.  The  shelves  are 
full  of  them.  Past  delay  has  seriously  worsened  the  situation.  Cer- 
tainly there  are  complexities  in  design,  complications  in  implemen- 
tation and  concern  for  those  affected,  but  further  delay  magnifies 
these  difficulties  and  amplifies  the  political  pain. 

A  system  as  inequitable,  irrational,  and  costly  as  the  present  one 
cannot  be  defended.  And  this  need  for  change  is  in  the  interest  of 
those  who  are  working  or  who  have  worked  for  the  Government,  as 
well  as  the  citizens  who  support  that  Government. 

I  will  not  accept  second  place  to  anyone  in  my  advocacy  of  the 
merits  of  civil  service.  I  deplore  the  chronic  attacks,  from  whatever 
source,  that  denigrate  their  performance.  I  have  spent  a  career 
attempting  to  demonstrate  that  the  word  "bureaucratic"  is  not 
perjorative  but  an  affirmative  label  for  the  men  and  women  who 
serve  their  country. 

They  should  receive  comparable  compensation  and  benefits  to 
those  performing  the  same  tasks  in  the  private  sector.  Just  as  lags 
in  pay  should  be  overcome,  excessive  benefits  through  conditions  of 
retirement  should  be  modified.  Through  the  integration  of  that 
retirement  system  with  the  social  security  system  will  come  a 
common  base  that  assures  greater  equality.  That  step  alone  will  be 
both  beneficial  and  fair  to  all  parties. 

Mr,  Chairman,  thank  you  very  much  for  permitting  me  to  take 
the  committee's  time  on  this  point.  As  you  can  gather  from  my 
tone,  I  feel  that  this  is  an  important  public  issue,  and  I  am  pleased 
that  you  are  willing  to  give  time  to  it.  I  fully  understand  that  this 
committee  does  not  have  total  jurisdiction  over  the  matters  I  have 
discussed.  In  fact,  I  believe  that  is  one  of  the  problems  that  we  face, 
not  only  in  the  Congress  but  in  the  executive  branch.  There  are 
many  different  bodies  that  have  jurisdiction  with  respect  to  the 
conditions  that  are  involved,  and  there  has  not  been  an  effective 
bringing  together  of  those  organizations  to  deal  with  the  totality  of 
the  retirement  conditions  that  exist. 

I  have  been  referring  primarily  to  the  civil  service  retirement 
system,  which  is  the  largest  one,  but  there  are  38  different  retire- 
ment systems  in  the  Federal  Government  at  the  present  time,  and 
there  is  no  organization  that  has  a  direct  concern  for  eliminating 
the  irrationalities,  the  conflicts  and  the  inequities  that  are  involved 
in  those  various  systems. 

So  I  appreciate  having  this  opportunity.  I  will  be  pleased  to- 
answer  any  questions  which  you  may  wish  to  direct  to  me. 

Mr.  Pickle.  Mr.  Macy,  you  honor  us  by  coming  to  this  committee 
today.  I  admire  you  and  respect  you  for  your  outspoken  position.  I 
know  it  is  given  in  complete  sincerity  because  no  one  comes  before 
this  committee  with  higher  credentials  for  outstanding  public  serv- 
ice than  you. 

I  believe  you  are  the  first  person  who  has  testified  that  the 
Federal  civil  service  system  should  be  integrated  with  the  social 
security  system.  In  a  way,  I  am  surprised  there  haven't  been  more, 
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but  certainly  you  have  made  a  very  compelling  statement  and  I 
appreciate  that  you  would  come  and  testify. 

When  was  the  TVA  plan  put  into  effect?  How  many  years  ago? 
Do  you  remember? 

Mr.  Macy.  About  20  years  ago. 

Mr.  Pickle.  It  has  been  an  integrated  system? 

Mr.  Macy.  It  has  been  a  great  success.  In  fact,  the  story  is 
interesting,  Mr.  Chairman,  because  at  the  time  that  a  study  was 
made  of  the  various  retirement  plans,  and  it  was  the  conclusion  of 
the  advisers  who  were  working  with  TVA  that  the  Federal  civil 
service  system  could  not  possibly  survive.  It  did  not  have  the 
financial  viability  that  was  necessary. 

So  they  developed  this  particular  plan  which  provides  for  an 
integration.  It  has  the  baseline  pension  in  social  security,  and  then 
on  top  of  that,  conditions  that  are  related  to  the  employee's  per- 
formance, or  period  of  service  and  compensation. 

Mr.  Pickle.  I  want  the  staff  to  give  us  a  summary  of  the  TVA 
plan  so  that  we  might- 
Mr.  Macy.  I  have  a  copy  of  the  material  with  respect  to  the  plan 
and  I  would  be  happy  to  give  it  to  the  staff. 

Mr.  Pickle.  Mr.  Macy,  one  other  question.  You  stated  here  on 
page  6:  It  is  argued  that  the  employee  contribution  to  retirement 
fund  means  that  the  ultimate  retiree  is  paying  for  half  of  his 
annuity  from  his  7-percent  deduction.  But  you  say  that  the  average 
level  cost  is  nearly  37  percent,  that  he  is  actually  contributing  less 
than  that,  you  say,  only  19  percent? 

Mr.  Macy.  Nineteen  percent;  that  is  right. 

Mr.  Pickle.  Can  you  give  me  an  example? 

Mr.  Macy.  In  other  words,  the  Government  is  paying  four  and  a 
half  to  five  times  the  amount  that  the  employee  contributes.  And 
as  I  stated,  the  amount  that  the  employee  has  contributed  is  re- 
turned to  the  retiree  in  2  years'  time.  And  after  that,  the  total  cost 
of  the  annuity  is  paid  out  of  the  retirement  fund  as  long  as  that  is 
solvent,  and  then  it  will  have  to  come  from  direct  appropriations. 

Mr.  Pickle.  You  are  saying  that  the  employee  actually  contrib- 
utes about  19  or  20  percent  and  the  Government  pays  five  times 
that? 

Mr.  Macy.  Yes. 

Mr.  Pickle.  And  yet  on  the  surface  the  contention  is  that  each 
pays  7  percent  and  thus  50  percent  each? 

Mr.  Macy.  Unhappily,  that  is  the  general  belief  and  that  is  not 
correct.  It  has  only  been  in  recent  times,  Mr.  Chairman,  that  there 
has  been  a  willingness  to  really  discuss  what  the  true  cost  of  this 
retirement  system  is.  For  a  number  of  years  we  used  what  we 
called  a  static  model  to  determine  what  the  future  costs  were  going 
to  be. 

In  other  words,  we  assumed  that  there  would  be  no  change  in  the 
cost  of  living.  Obviously,  that  is  not  correct.  For  many  years  we 
failed  to  include  in  the  calculations  for  the  future  liabilities  to  the 
fund,  the  annual  pay  increases.  Every  time  there  is  an  annual  pay 
increase,  you  are  increasing  the  cost  of  the  annuity  of  the  active 
employee,  and  not  just  for  that  1  year  but  for  his  entire  lifetime. 

Mr.  Pickle.  Well,  the  question,  I  think,  is  a  lot  of  the  people  who 
are  in  the  Federal  service  object  very  strenuously  when  they  are 
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referred  to  as  double  dippers,  and  rightfully  so  do  they  complain, 
because  we  have  allowed  it,  it  has  been  perfectly  legal,  and  we 
have  permitted  it  and  accepted  it.  But  the  time  is  coming  when 
that  gets  to  be  terribly  expensive,  and  some  of  the  members  of  the 
committee  are  thinking:  how  do  we  get  equity  in  this  between  the 
two  systems? 

It  can  be  argued  that  it  is  not  equity  now.  We  are  looking  for 
some  way  to  find  a  procedure  that  would  be  equitable  and  we 
would  hope  could  appeal  to  our  Federal  employees. 

Mr.  Macy.  Mr.  Chairman,  even  if  the  judgment  is  that  existing 
employees  and  existing  retirees  must  serve  out  their  time  under 
existing  conditions,  I  don't  feel  that  is  any  justification  to  walk 
away  from  this  issue,  because  I  think  it  could  be  applied  prospec- 
tively and  we  could  start  turning  the  corner  toward  a  much  saner 
and  more  sensible  way  of  paying  for  our  retirees. 

I  think  all  of  us  in  Government  have  a  tendency  to  want  to  live 
in  the  immediate  and  not  give  adequate  consideration  to  what  the 
long-term  implications  are,  and  I  don't  think  we  can  get  away  with 
that  any  longer.  I  think  we  have  to  look  at  what  the  impact  is 
going  to  be  on  the  young  people  who  are  going  to  have  to  pay  in 
the  future  for  these  accumulated  obligations. 

Mr.  Pickle.  Thank  you,  Mr.  Macy. 

Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman. 

I  too  would  like  to  join  in  welcoming  Mr.  Macy  to  the  committee. 
It  is  good  to  see  an  old  friend. 
Mr.  Macy.  It  is  good  to  see  you,  sir. 
Mr.  Gradison.  Thank  you. 

I  wonder  what  you  would  think  of  a  proposal  to  move  toward  the 
goal  which  you  are  recommending  by  applying  the  social  security 
coverage  on  a  mandatory  basis  to  new  starts  rather  than  to  present 
employees? 

Mr.  Macy.  I  think  that  is  the  minimum  step  that  should  be 
taken.  It  seems  to  me  that  that  could  be  done,  and  then  we  ought 
to  reevaluate  every  year  what  the  obligations  are  and  what 
changes  or  modifications  might  be  in  the  best  interest. 

You  see,  as  I  mentioned  probably  too  lightly  in  my  statement,  I 
feel  there  are  some  gaps  in  the  Federal  civil  service  retirement 
system  which  would  be  plugged  if  there  were  coverage  under  social 
security.  This  is  particularly  true  with  respect  to  young,  short-term 
employees. 

Now,  most  of  us  who  argue  in  favor  of  retirement  liberalization 
are  on  the  mature  side  and  usually  have  long  service.  We  don't 
look  at  the  tremendous  number  of  employees  there  are  who  are 
relatively  short-termers  and  do  not  have  benefits  that  are  compara- 
ble to  those  under  social  security. 

Mr.  Gradison.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Bailey. 

Mr.  Bailey.  I  don't  have  any  questions. 

Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  Mr.  Macy,  I  want  to  strongly  compliment  you  on 
your  testimony  today.  I  think  it  is  superb.  I  think  it  is  the  type  of 


905 


thing,  as  you  pointed  out,  we  have  not  heard  enough  of  before  this 
body  over  the  years. 

Mr.  Macy.  It  is  quite  unusual  to  have  a  witness  come  before  the 
committee  arguing  against  his  own  self-interest,  and  that  is  exactly 
what  I  am  doing. 

Mr.  Archer.  Well,  you  are  a  great  American,  and  I  mean  that 
with  all  sincerity,  and  I,  for  one,  greatly  appreciate  you.  Why  do 
you  suppose  there  is  so  much  opposition  among  all  the  Federal 
employee  groups  whenever  this  is  mentioned?  I  happen  to  have 
espoused  the  integration  of  these  plans  for  many  years.  I  have  got 
to  say  that  I  would  like  to  associate  myself  with  virtually  all  of 
your  remarks,  at  least  the  ones  that  I  heard  when  I  was  in  the 
room. 

Why  is  it  that  the  Federal  employees  feel  that  they  should  defy 
equity  in  the  arguments  you  have  made  and  so  resist  this? 

Mr.  Macy.  I  think  there  are  a  number  of  reasons.  First,  I  think 
there  has  been  a  belief  from  the  beginning  in  1935  that  social 
security  was  primarily  a  welfare  program  and  that  it  didn't  have 
the  retirement  recognition  that  was  in  the  earlier  passed  civil 
service  retirement  statute. 

Second,  I  think  there  was  a  belief  that  the  employee  in  the  civil 
service  retirement  system  was  contributing  a  large  portion  of  it 
himself  and  that  that  fund  should  be  preserved  as  a  separate  trust, 
and  that  is  the  way  it  has  been  administered.  But  there  has  been  a 
failure  to  recognize  what  a  substantial  additional  cost  there  is 
beyond  that  amount. 

Third,  I  think  that  there  has  been  a  political  belief  on  the  part  of 
the  employees  that  benefits  similar  to  those  in  social  security 
would  over  time  be  attached  to  the  Federal  Civil  Service  Retire- 
ment Act;  that  Congress  itself,  being  covered  by  that  act,  would  be 
more  inclined  to  liberalize  the  system  in  the  interest  of  those  in  it 
than  would  be  the  case  under  social  security. 

Fourth,  I  think  that  there  has  been  a  concern  that  has  been 
expressed  across  the  land  about  the  financial  viability  of  social 
security  and  a  feeling  on  the  part  of  those  that  are  in  the  Federal 
civil  service  retirement  system  that  their  system  is  more  securely 
financed  and  that  if  there  were  integration,  the  funds  reserved  for 
the  civil  servant  would  be  pooled  with  social  security  and  therefore 
their  rights  as  employees  would  be  jeopardized. 

Mr.  Archer.  Where  did  this  concept  that  the  Federal  civil  serv- 
ice retirement  fund  would  be  pushed  over  into  the  social  security 
funds  come  from?  That  has  never  come  from  anyone  on  this  com- 
mittee. 

Mr.  Macy.  No  one  knows. 

Mr.  Archer.  Where  would  it  come  from?  It  has  been  out  in  all 
the  Federal  retirement  bulletins. 

Mr.  Conable.  Will  the  gentleman  yield?  The  public  employee 
unions  use  the  scare  game  to  try  to  improve  their  own  political 
hold  on  their  followers.  It  is  a  deliberate  political  tactic  that  is  used 
by  them.  You  can  talk  about  integration  all  you  want.  You  still  get 
nothing  but  merger  back. 

I  am  just  delighted  that  we  are  getting  this  type  of  testimony 
from  you,  sir.  I  think  you  are  very  much  to  be  complimented  on  it. 
You  know,  I  have  been  testifying  about  this  and  supporting  this  for 
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a  long  time  here  and  nobody  has  paid  any  attention  to  me  because 
they  don't  think  I  know  anything  about  it,  but  nobody  can  say  you 
don't  know  something  about  it,  so  I  am  delighted  you  are  here. 

Mr.  Macy.  I  am  eager  to  aline  myself  with  all  of  you  who  have 
this  view  and  contribute  whatever  assistance  I  can  because  I  feel 
that  there  is  serious  jeopardy  to  the  Federal  civil  service  retire- 
ment system  and  the  people  in  it  unless  a  step  of  this  type  is  taken. 
It  seems  to  me  that  it  is  unfair  to  ask  that  the  taxpayer  to  finance 
a  far  more  liberal  retirement  system  for  Federal  employees  than 
they  can  possibly  have  themselves  from  private  employers. 

Mr.  Archer.  Mr.  Macy,  how  would  you  view  a  proposal  that 
would  cover  Congressmen  only  under  social  security  and  not  cover 
other  Federal  employees?  Do  you  think  that  would  be  of  assistance 
to  us  in  ultimately  gaining  the  desired  result  that  you  would  like 
to  occur? 

Mr.  Macy.  I  would  prefer  to  go  one  step  beyond  that  and  have  a 
separate  system  for  Members  of  Congress.  I  think  that  the  Mem- 
bers of  Congress  are  put  in  a  very  difficult  position  of  acting  on 
liberalizing  recommendations  or,  let's  say,  acting  on  deliberaliza- 
tion  objectives  in  light  of  the  fact  that  they  involve  themselves,  and 
not  only  involve  themselves. 

They  have  a  much  sweeter  arrangement  than  others  under  the 
statute,  and  that  hasn't  been  looked  at  since  1946  when  it  was 
enacted,  except  occasionally  there  have  been  committees  outside  of 
this  committee  that  have  tried  to  figure  ways  in  which  to  sweeten 
it  even  more. 

So  I  would  feel  that  there  should  be  a  separate,  candid,  critical, 
tough  evaluation  by  the  Congress  with  respect  to  its  own  coverage. 

Mr.  Archer.  So  you  think,  then,  the  coverage  of  Congressmen  for 
retirement  purposes  should  be  one  system  that  is  separate  from  all 
others  and  could  be  scrutinized  as  such  rather  than  be  a  part  of 
some  overall  retirement? 

Mr.  Macy.  Right,  and  I  think  there  ought  to  be  accountability  by 
the  Congress  to  the  voters  as  to  just  what  that  system  is. 

Mr.  Archer.  Thank  you  very  much. 

Mr.  Pickle.  Mr.  Conable. 

Mr.  Conable.  Thank  you,  Mr.  Chairman. 

I  would  like  to  continue  this  discussion.  Frankly,  I  think  Con- 
gressmen ought  to  be  treated  like  everybody  else  in  the  Federal 
employ  and  we  ought  to  be  accountable  for  the  whole  darn  system. 
I  don't  see  any  reason  why  Congressmen  should  be  singled  out  to 
have  anything  sweeter  or  different  or  better  than  other  Federal 
employees. 

Mr.  Macy.  I  am  not  arguing  in  support  of  the  sweetening.  As  far 
as  I  am  concerned,  I  don't  think  it  ought  to  be  any  sweeter  than 
anybody  else  has. 

Mr.  Conable.  Absolutely. 

Mr.  Macy.  It  seems  to  me  the  congressional  position  would  be 
strengthened  if  that  were  a  public  position  that  they  took. 

Mr.  Conable.  I  think  that  should  be  our  position,  absolutely.  I  do 
not  favor  treating  Congressmen  differently.  In  other  words,  I  think 
we  ought  to  be  in  a  position  where  we  raise  taxes  for  ourselves  just 
as  we  do  for  others  when  we  raise  social  security  taxes. 


907 


Mr.  Macy,  there  is  tremendous  mythology  out  there  about  these 
retirement  funds.  It  is  incredible  to  me  how  many  letters  I  get 
from  people  saying  we  want  to  bail  out  a  failing  system  with  a 
sound  system. 

On  any  sort  of  a  normal  assumption  basis,  the  deficit  in  the  civil 
service  retirement  system  is  proportionately  as  big  as  it  is  on  the 
social  security  system.  I  have  seen  figures  indicating  that  we  have 
an  unfunded  liability  of  over  $400  billion. 

Mr.  Macy.  $403  billion. 

Mr.  Conable.  And  the  idea  has  somehow  gotten  to  that  we  were 
trying  to  merge  and  in  that  way  bail  out  the  social  security  system. 
Under  no  circumstances  would  that  bail  out  the  social  security 
system  anyway.  The  effect  of  an  integrated  system,  whereby  Feder- 
al employees  had  to  contribute  to  the  social  security  system  would 
be  simply  the  same  effect  as  raising  the  wage  base. 

You  get  a  better  cash  flow  in  early  on  and  a  bigger  cash  flow  out 
later  on.  It  wouldn't  add  to  the  soundness  of  the  system  except  to 
the  extent  that  it  made  the  coverage  a  little  closer  in  the  direction 
of  universality  than  it  was  before. 

Mr,  Macy.  That  is  right. 

Mr.  Conable.  But  I  don't  know  how  we  could  get  this  idea  across. 
Of  course,  the  embarrassment  that  we  have  is  that  all  we  can  do  is 
order  that  it  be  done.  We  can't  put  together  the  transition  molds, 
which  would  have  to  be  attractive,  I  am  sure,  for  existing  employ- 
ees in  order  to  be  sure  that  none  of  them  fell  between  the  stools. 

My  impression  is  that  Federal  employees  don't  want  to  be  includ- 
ed under  an  integrated  system,  primarily  because  of  the  retirement 
at  age  55  features,  which  mean  they  would  have  a  very  substantial 
hiatus  eroding  their  social  security  entitlement  between  age  55, 
which  is  when  they  are  entitled  under  civil  service  retirement,  and 
age  62,  wiien  they  could  first  draw  their  reduced  actuarial  allow- 
ance under  social  security. 

My  impression  is  that  that  is  what  their  major  concern  is  now 
that  they  no  longer  have  anything  to  benefit  from  double  dipping. 
We  have  frozen  the  minimum.  As  a  matter  of  fact,  the  Reagan 
administration  wants  to  go  back  to  actuarial  minimums  rather 
than  flat  dollar  minimums. 

Mr.  Macy.  I  would  support  that. 

Mr.  Conable.  I  would  support  that,  too,  but  it  seems  to  me  that 
no  longer  do  Federal  employees  get  a  particular  benefit  from  get- 
ting basic  coverage  under  social  security  after  they  have  retired 
under  the  civil  service  system  under  30  years.  The  average  is 
something  like  $1,100  a  month — — 

Mr.  Macy.  That  is  right. 

Mr.  Conable  [continuing].  For  them  at  age  55  if  they  have  had 
30  years  of  service.  I  suspect  it  is  the  hiatus  between  55  and  62  that 
bothers  them  about  the  integrated  system.  They  fear  they  are 
going  to  have  to  work  longer  if  they  get  into  an  integrated  system 
or  they  will  be  losing  substantial  social  security  entitlement  after 
their  entitlement  to  civil  service. 

Well,  sir,  I  think  we  can  work  these  things  out,  particularly  the 
transition  rules.  I  think  it  is  absolutely  essential  that  we  do  so.  The 
Civil  Service  Committee  here  in  the  House  and  in  the  Senate  will 
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likely  be  the  one  that  will  have  to  work  out  the  details  of  the 
transition  rules. 

My  impression  is  that  current  Federal  employees  will  make  out 
so  well  it  will  be  close  to  a  scandal,  given  the  well-known  control 
that  the  employees'  unions  exercise  over  the  retirement  commit- 
tees in  the  Congress.  They  have  nothing  to  lose,  and  I  don't  know 
how  we  can  get  that  message  across  to  them,  and  they  may  stand 
to  gain  quite  a  bit,  at  least  as  regard  current  employees. 

Mr.  Macy.  I  am  encouraged  by  what  you  say,  and  I  believe  it  can 
be  done  in  a  way  that  will  not  be  adverse  to  those  that  are  present- 
ly on  the  rolls. 

On  the  matter  of  the  gap  between  55  and  62,  I  would  urge  that 
there  be  consideration  as  a  matter  of  public  policy  in  eliminating 
early  retirement  unless  it  is  actuarily  supported,  and  it  is  not  at 
the  present  time. 

Mr.  Pickle.  On  that  last  point,  Mr.  Macy,  I  have  to  observe  that 
the  civil  service  early  retirement  is  beyond  the  jurisdiction  of  this 
particular  committee.  But  it  is  obvious  that  you  have  sounded  a 
responsive  chord  to  the  committee,  and  I  think  the  committee 
would  like  to  go  on  and  talk  to  you  at  length  in  search  of  some  fair 
and  equitable  means  to  finding  a  better  resolve  to  this  question. 

We  have  several  other  panels  this  afternoon  and  must  go  on.  But 
I  again  want  to  say  to  you  that  we  appreciate  your  testimony. 

One  last  question:  Suppose  we  do  not  integrate  the  Federal 
system;  what  do  you  think  will  happen  to  the  Federal  civil  service 
retirement  system? 

Mr.  Macy.  I  think  that  the  costs  are  going  to  be  so  high  and  the 
annual  appropriations  so  large  that  our  successors  are  going  to 
have  to  move  away  from  those  benefits  and  reduce  them. 

Mr.  Pickle.  Again,  we  thank  you  very,  very  much. 

Mr.  Macy.  I  appreciate  it.  Thank  you. 

Mr.  Pickle.  The  Chair  will  ask  for  the  panel  consisting  of  Grace 
Ellen  Rice,  Linda  Tarr-Whelan,  Richard  Schulz,  and  Richard  John- 
son. If  you  will  come  to  the  witness  table,  please,  and  take  your 
seats,  and  we  will  proceed  as  a  panel. 

Let  me  ask  you  now  for  each  one  of  you  to  identify  yourselves. 
Grace  Ellen  Rice  

Ms.  Rice.  Yes,  sir. 

Mr.  Pickle  [continuing].  Is  the  assistant  director  of  national 
affairs  of  the  American  Farm  Bureau  Federation. 

Linda  Tarr-Whelan  

Ms.  Tarr-Whelan.  Yes. 

Mr.  Pickle  [continuing].  Is  director  of  government  relations,  Na- 
tional Education  Association.  And  you  are  accompanied  by  Nancy 
Luddeke. 

Ms.  Luddeke.  Yes,  sir. 

Mr.  Pickle.  She  is  president  of  the  Ohio  Education  Association, 
and  you  both  represent  the  National  Education  Association. 
Ms.  Luddeke.  Yes. 
Ms.  Tarr-Whelan.  Yes. 
Mr.  Pickle.  We  have  Mr.  Richard  Schulz. 
Mr.  Schulz.  Yes,  sir. 
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Mr.  Pickle.  Mr.  Schulz  is  vice  president  of  the  First  National 
Bank  of  Chicago,  and  you  represent  the  American  Association  for 
Personnel  Administration. 

Mr.  Schulz.  Yes. 

Mr.  Pickle.  And  then  we  have  Mr.  Richard  W.  Johnson,  Jr. 
Mr.  Johnson.  Yes. 

Mr.  Pickle.  Do  you  have  somebody  coming? 

Mr.  Johnson.  Yes,  sir,  I  do  have  with  me  today  Mr.  John  P. 
Sheffey,  the  executive  vice  president  for  the  National  Association 
of  Uniformed  Services. 

Mr.  Pickle.  We  are  glad  to  have  you,  too,  Mr.  Sheffey. 

Now,  I  am  going  to  ask  that  Grace  Ellen  Rice  proceed,  and  then 
we  will  go  to  Linda  Tarr-Whelan,  Richard  Schulz,  and  Richard 
Johnson. 

I  am  going  to  also  say  that  we  are  going  to  ask  all  of  you  to 
summarize  your  statement,  if  you  would,  and  I  will  include  your 
entire  statement  for  the  record.  Assuming  we  do  not  have  a  request 
for  a  large  enclosure  of  some  kind,  within  reason,  that  would  be 
included,  too. 

We  are  glad  to  have  you.  And  then  we  will  come  to  the  question- 
ing after  each  one  of  you  have  made  your  testimony. 
So,  Grace  Ellen  Rice,  would  you  proceed? 

STATEMENT  OF  GRACE  ELLEN  RICE,  ASSISTANT  DIRECTOR  OF 
NATIONAL  AFFAIRS,  AMERICAN  FARM  BUREAU  FEDERATION 

Ms.  Rice.  Yes,  sir.  Thank  you. 

The  American  Farm  Bureau  Federation  represents  over  I^Tnil- 
lion  member  families  in  48  States.  Our  members  also  represent 
approximately  8  million  voters  in  this  country.  Most  of  our  mem- 
bers consist  of  farmers  who  are  actively  working,  but  we  also  have 
a  good  many  retired  farmers  among  our  membership.  Farmers  are 
a  part  of  approximately  110  million  wage  and  salary  earners  and 
self-employed  persons  covered  by  social  security. 

Most  of  our  members  are  concerned  about  the  financial  integrity 
of  social  security.  The  policy  adopted  by  the  voting  delegates  of  the 
State  farm  bureaus  at  the  62d  annual  meeting  in  New  Orleans  this 
past  January  indicates  our  concerns.  I  have  three  major  points  I 
would  like  to  summarize. 

First,  the  social  security  system  is  actuarially  unsound.  The  de- 
clining birth  rate  and  high  unemployment  have  resulted  in  fewer 
workers  contributing  to  the  system,  and  inflation  has  forced  benefit 
increases  beyond  what  was  anticipated  to  achieve  an  actuarially 
sound  system.  We  prefer  action  to  stabilize  benefits  rather  than  to 
increase  social  security  taxes. 

We  believe  that  additional  increases  in  payroll  taxes  would  add 
burdens  to  both  employers  and  employees,  would  reduce  incentives 
to  save  and  invest,  and  would  intensify  the  criticism  of  the  system 
by  a  shrinking  pool  of  younger  workers  who  are  presently  financ- 
ing an  ever-increasing  retiree  population. 

In  a  letter  to  President  Reagan  last  month,  our  president,  Robert 
Delano,  of  the  American  Farm  Bureau  Federation,  indicated  that 
Federal  programs  which  receive  adjusted  benefit  increases  should 
be  indexed  at  75  percent  of  the  Consumer  Price  Index  rather  than 
the  current  100  percent.  We  believe  that  this  would  save  approxi- 
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mately  $70  billion  over  a  5-year  period  in  the  old-age  survivors 
insurance  fund  as  well  as  the  disability  insurance  fund. 

We  believe  modification  of  social  security  benefit  increases  is 
crucial  to  the  continuation  of  the  system,  just  as  we  believe  that 
the  success  of  President  Reagan's  economic  recovery  program  de- 
pends upon  whether  uncontrollable  entitlement  programs  are 
Drought  under  control. 

We  oppose  any  proposal  to  finance  social  security  retirement 
benefits  out  of  general  revenues  or  to  exempt  low-income  tax- 
payers from  paying  social  security  taxes  because  of  the  level  of 
their  incomes. 

Use  of  general  revenues  to  finance  part  of  social  security  has 
been  suggested  by  some.  However,  general  revenue  financing  would 
have  the  effect  of  providing  benefits  that  are  not  actually  financed 
by  the  working  life  contributions  of  recipients.  While  the  use  of 
general  funds  might  provide  an  easy  answer  to  some  of  the  sys- 
tem's funding  problems,  it  would  also  distort  its  original  intent.  All 
workers  who  benefit  from  social  security  should  be  required  to 
contribute  to  it. 

Our  third  point:  We  urge  that  all  Government  employees,  U.S. 
Representatives  and  Senators  be  included  in  the  social  security 
program  and  that  the  existing  pension  plans  for  Government  em- 
ployees be  phased  out.  Ten  percent  of  the  Nation's  force  is  not 
covered  by  social  security.  The  majority  of  Federal  civilian  employ- 
ees and  about  30  percent  of  State  and  local  government  employees 
constitute  most  of  the  excluded  group. 

The  Farm  Bureau  believes  that  all  government — Federal,  State, 
and  local — should  be  brought  into  the  social  security  system.  The 
present  arrangement  of  dual  retirement  programs  works  to  the 
advantage  of  civil  service  retirees  who  work  for  a  minimum  period 
of  time  as  covered  employees  to  qualify  for  social  security  benefits 
in  addition  to  their  government  pension. 

Universal  coverage  would  eliminate  this  inequity  as  well  as 
expand  the  number  of  workers  contributing  to  the  social  security 
system. 

Finally,  we  offer  our  support  to  changes  in  the  social  security 
program  recommended  by  President  Reagan  in  his  economic  recov- 
ery plan.  This  plan,  which  was  endorsed  by  the  American  Farm 
Bureau  Federation's  board  of  directors  in  its  entirety,  eliminates 
the  $122  per-month  minimum  benefit,  eliminates  social  security 
benefits  to  adult  students,  and  tightens  eligibility  requirements  for 
disability  insurance. 

However,  proposals  that  suggest  changes  in  accounting  proce- 
dures or  allow  interfund  borrowing  do  not  solve  the  basic  problem. 
There  must  be  structural  changes  in  the  system  to  reduce  the 
growth  rate  of  benefits  by  modifying  the  indexing  process  and  to 
require  social  security  covering  for  all  employees,  both  private  and 
public. 

As  previously  mentioned,  our  policy  also  addresses  other  social 
security  issues.  These  include  opposition  to  taxing  benefits,  repeal 
of  the  retirement  earnings  test,  equitable  treatment  of  spouses  who 
work  outside  the  home  as  well  as  those  who  work  within  it,  and 
the  double-bind  that  material  participation  requirements  place 
upon  farmers  who  want  to  receive  social  security  benefits  and  also 
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qualify  for  special-use  valuation  of  farm  property  for  State  tax 
purposes. 

We  appreciate  the  opportunity  to  present  our  statement  and 
would  be  happy  to  respond  to  questions. 
[The  prepared  statement  follows:] 

Statement  of  Grace  Ellen  Rice,  Assistant  Director,  National  Affairs 
Division,  American  Farm  Bureau  Federation 

The  American  Farm  Bureau  Federation  is  the  nation's  largest  general  farm 
organization.  Organized  in  1919,  Farm  Bureau  has  grown  to  a  membership  of  over 
three  million  member  families  in  forty-eight  states  and  Puerto  Rico. 

Farmers  are  among  the  approximately  110  million  wage  and  salary  earners  and 
self-employed  persons  covered  by  Social  Security.  Farm  Bureau  members  are  con- 
cerned about  the  financial  stability  of  the  Social  Security  system.  Recent  studies 
and  reports  conclude  that  Social  Security  is  on  unstable  financial  ground.  For 
example,  in  a  study  released  last  month,  the  Congressional  Budget  Office  indicated 
that  the  Old  Age  and  Survivors  Insurance  (OASI)  trust  fund,  which  finances  the 
Social  Security  benefits  of  retired  workers,  dependents,  and  survivors,  will  experi- 
ence another  financial  crisis  in  1982.  This  will  occur  despite  the  fact  that  the  1977 
Social  Security  amendments  contained  steep  payroll  tax  increases  on  a  sharply 
increased  wage  base.  This  measure  was  taken  to  provide  solvency  of  the  program 
into  the  next  century. 

The  policy  adopted  by  the  voting  delegates  of  the  member  State  Farm  Bureaus  at 
the  62nd  annual  meeting  of  the  American  Farm  Bureau  Federation  reflects  our 
concern.  While  the  policy  is  included  in  its  entirety  in  the  appendix,  the  following 
excerpts  relate  directly  to  the  issue  of  Social  Security  financing. 

"I,  The  Social  Security  system  is  actuarially  unsound.  The  declining  birthrate  and 
high  unemployment  have  resulted  in  fewer  workers  contributing  to  the  system  and 
inflation  has  forced  benefit  increases  beyond  what  was  anticipated.  To  achieve  an 
actuarially  sound  system,  we  prefer  action  to  stabilize  benefits  rather  than  to 
increase  Social  Security  taxes." 

Additional  increases  in  payroll  taxes  to  finance  Social  Security  would  result  only 
in  additional  financial  burdens  to  both  employers  and  employees.  In  addition,  in- 
creases in  payroll  taxes  would  reduce  incentives  to  save  and  invest,  and  would 
intensify  the  criticism  of  the  system  by  the  shrinking  pool  of  younger  workers 
presently  financing  the  retirement  benefits  of  a  growing  number  of  retirees  who  are 
receiving  increasing  benefits  each  year. 

Farm  Bureau  suggests  that  the  indexing  procedure  for  Social  Security  benefits  be 
modified.  In  a  recent  letter  to  President  Reagan  concerning  the  indexing  of  major 
entitlement  programs,  Robert  B.  Delano,  President  of  the  American  Farm  Bureau 
Federation,  urged  President  Reagan  to  reduce  the  indexing  of  entitlement  program 
annual  benefit  increases  from  100  to  75  percent  of  the  Consumer  Price  Index.  The 
CBO  Study  previously  mentioned  indicated  that  an  indexing  cap  of  67  percent  of  the 
CPI,  beginning  in  1981,  could  save  $96  billion  for  OASI  and  Disability  Insurance  (DI) 
together  during  the  period  of  1981-86.  An  85-percent  cap  could  save  more  than  $44 
billion,  and  the  75-percent  cap  recommended  by  Farm  Bureau  could  save  approxi- 
mately $70  billion  over  the  five-year  period. 

We  believe  that  modification  of  Social  Security  benefit  increases  is  crucial  to  the 
continuation  of  the  system,  just  as  we  believe  that  the  success  of  President  Reagan's 
Economic  Recovery  Plan  depends  upon  whether  "uncontrollable"  entitlement  pro- 
grams are  brought  under  control. 

"II.  We  oppose  any  proposal  to  finance  Social  Security  benefits  out  of  general 
revenues  or  to  exempt  low  income  taxpayers  from  paying  Social  Security  taxes 
because  of  the  level  of  their  incomes." 

The  use  of  general  revenues  to  finance  part  of  Social  Security  has  been  suggested 
by  some.  However,  general  revenue  financing  would  have  the  effect  of  providing 
benefits  that  are  not  actually  financed  by  the  working  life  contributions  of  recipi- 
ents. While  the  use  of  general  funds  might  provide  an  easy  answer  to  some  of  the 
system's  funding  problems,  it  would  also  distort  its  original  intent.  All  workers  who 
benefit  from  Social  Security  should  be  required  to  contribute  to  it. 

"III.  We  urge  that  all  government  employees,  U.S.  Representatives  and  U.S. 
Senators  be  included  in  the  Social  Security  program  and  that  the  existing  pension 
plans  for  government  employees  be  phased  out." 

Ten  percent  of  the  nation's  labor  force  is  not  covered  by  Social  Security.  The 
majority  of  federal  civilian  employees  and  about  30  percent  of  state  and  local 
government  employees  constitute  most  of  the  excluded  group.  Farm  Bureau  believes 
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that  all  government  employees— federal,  state,  and  local— should  be  brought  into 
the  Social  Security  system.  The  present  arrangement  of  dual  retirement  programs 
works  to  the  advantage  of  Civil  Service  retirees  who  work  for  a  minimum  period  of 
time  in  covered  employment  to  qualify  for  Social  Security  benefits  in  addition  to 
their  government  pension.  Universal  coverage  could  eliminate  this  inequity  as  well 
as  expand  the  pool  of  workers  contributing  to  the  Social  Security  system. 

Finally,  we  offer  our  support  to  changes  in  the  Social  Security  program  recom- 
mended by  President  Reagan  in  his  Economic  Recovery  Plan.  This  plan,  which  was 
endorsed  by  the  American  Farm  Bureau  Federation's  Board  of  Directors  on  March 
3,  1981,  eliminates  the  $122-per-month  minimum  benefit,  eliminates  Social  Security 
benefits  to  adult  students,  and  tightens  eligibility  requirements  for  disability  insur- 
ance. In  particular,  benefits  have  often  gone  to  students  who  do  not  need  them,  just 
as  the  minimum  benefit  may  be  paid  to  government  retirees  who  have  worked  just 
long  enough  to  be  covered  by  Social  Security. 

We  realize  that  the  high  unemployment  rate  and  high  inflation  rate  that  reflect 
the  depressed  national  economy  have  exacerbated  the  financial  problems  of  Social 
Security.  However,  proposals  that  suggest  changes  in  accounting  procedures  or 
allow  interfund  borrowing  do  not  solve  the  basic  problem.  There  must  be  structural 
changes  in  the  system  to  reduce  the  growth  rate  of  benefits  by  modifying  the 
indexing  process  and  to  require  Social  Security  covering  for  all  employees,  both 
private  and  public. 

As  previously  mentioned,  Farm  Bureau  policy  addresses  other  Social  Security 
issues.  These  include  opposition  to  taxing  benefits,  repeal  of  the  retirement  earnings 
test,  equitable  treatment  of  spouses  who  work  outside  the  home  as  well  as  those 
who  work  within  it,  the  "double  bind"  that  material  participation  requirements 
place  upon  farmers  who  want  to  receive  Social  Security  benefits  and  qualify  for 
special  use  valuation  of  farm  property  for  estate  tax  purposes,  and  increasing  the 
accumulated  wage  level  and  minimum  work  days  requirement  for  payroll  deduc- 
tions. 

Farm  Bureau  commends  the  Committee  for  examining  Social  Security  financing. 
We  appreicate  the  opportunity  to  present  our  comments  and  ask  that  they  be 
included  in  the  hearing  record. 

1981  FARM  BUREAU  POLICY  ON  SOCIAL  SECURITY 

The  Social  Security  system  is  actuarially  unsound.  The  declining  birthrate  and 
high  unemployment  have  resulted  in  fewer  workers  contributing  to  the  system  and 
inflation  has  forced  benefit  increases  beyond  what  was  anticipated.  To  achieve  an 
actuarially  sound  system,  we  prefer  action  to  stabilize  benefits  rather  than  to 
increase  Social  Security  taxes. 

We  oppose  any  proposal  to  finance  Social  Security  benefits  out  of  general  rev- 
enues or  to  exempt  low  income  taxpayers  from  paying  Social  Security  taxes  because 
of  the  level  of  their  incomes. 

We  oppose  the  taxing  of  Social  Security  benefits. 

We  recommend  that  employers  and  employees  continue  to  share  equally  in  the 
payment  of  Social  Security  taxes.  We  support  the  continuation  of  the  separate 
deduction  of  FICA  (Social  Security)  taxes  to  make  them  clearly  identifiable. 

We  urge  that  all  government  employees,  U.S.  Representatives  and  U.S.  Senators 
be  included  in  the  Social  Security  program  and  that  the  existing  pension  plans  for 
government  employees  be  phased  out. 

We  urge  Congress  to  separate  the  income  supplement  benefits  in  the  Social 
Security  program  from  the  medical  benefits.  Medical  program  benefits  should  be 
funded  with  welfare  monies. 

We  recommend  that  the  law  be  changed  to  permit  Social  Security  trust  funds  to 
be  invested  in  all  types  of  securities. 

We  favor  a  revision  of  the  present  rules  which  would  provide  agricultural  employ- 
ers the  option  of  making  employer  contribution  payments  annually.  We  also  support 
legislation  to  eliminate  excess  employer  contributions  in  multiple  employment 
agreements  with  individuals. 

We  recommend  that  the  accumulated  wage  level  for  Social  Security  deductions  be 
increased  from  $150  to  $1,000,  and  that  the  minimum  days  worked  requirement  be 
increased  to  40  days.  The  accumulated  wage  level  should  be  indexed  to  all  future 
increases  in  the  federal  minimum  wage.  We  recommend  that  full-time  students  17 
years  old  and  younger  be  exempted  from  Social  Security  withholding. 

We  urge  correction  of  the  inequities  in  the  Social  Security  system  with  regard  to 
working  wives,  widowers  and  others.  We  oppose  elimination  or  reduction  of  the 
benefits  now  received  by  a  spouse. 


913 

We  urge  early  action  to  bring  about  a  basic  change  in  the  Social  Security  system 
to  permit  individuals  the  option  of  purchasing  approved  private  retirement  plans  in 
lieu  of  remaining  in  the  system. 

We  oppose  the  earned  income  restriction  for  those  on  Social  Security. 

We  support  a  more  flexible  interpretation  of  "material  participation"  so  that 
retired  farmers  may  reside  on  their  farms  and  have  their  crops  produced  and  sold 
under  a  crop-share  lease  without  jeopardizing  their  Social  Security  benefits  or  their 
participation  in  the  benefits  of  the  family  farm  provisions  of  the  federal  estate  tax 
law. 

We  oppose  the  payment  of  Social  Security  benefits  to  all  convicted  criminals  who 
are  serving  sentences  in  Federal  and  state  institutions. 

We  oppose  placing  an  imputed  value  on  the  work/ services  of  the  housewife  and 
requiring  the  husband  to  pay  Social  Security  taxes  on  that  imputed  value. 

American  Farm  Bureau  Federation, 

Washington,  D.C.,  February  13,  1981. 

A  Farm  Bureau  speedline  message  for: 
Hon.  Ronald  Reagan, 
The  White  House, 
Washington,  D.C. 

Dear  President  Reagan:  We  are  deeply  concerned  with  recent  newspaper  reports 
that  the  indexing  of  major  entitlement  programs  will  not  be  reduced  as  part  of  your 
plan  to  reduce  government  spending. 

It  is  the  annual  indexing  of  over  20  federal  entitlement  programs  that  is  the 
fundamental  force  behing  the  explosive  growth  in  federal  transfer  payments  to 
individuals.  Reducing  the  annual  inflation  adjustment  in  these  proegrams  from  100 
percent  of  the  annual  CPI  to  75  percent  would  generate  the  type  of  reductions 
needed  to  signal  the  financial  markets  that  the  private  sector  is  not  going  to 
continue  to  be  crowded  out  in  favor  of  financing  burgeoning  federal  welfare  expendi- 
tures which  accounted  for  over  $285  billion  and  almost  50  percent  of  total  federal 
expenditures  in  fiscal  year  1980. 

Further,  these  reductions  from  scheduled  annual  entitlement  benefit  increases 
would  not  cut  any  of  the  recipients  out  of  their  regular  benefits,  thus,  minimizing 
the  political  opposition  from  those  who  now  depend  on  these  programs.  On  the  other 
hand,  entitlement  program  beneficiaries  certainly  can  be  asked  to  make  some 
sacrifices  like  everybody  else  in  the  short  term  for  the  longe-term  benefit  of  control- 
ling inflation  in  order  to  maintain  the  purchasing  power  of  their  incomes. 

Reducing  the  indexing  of  entitlement  program  annual  benefit  increases  from  100 
to  75  percent  of  the  CPI  would  be  the  signal  that  individuals  and  the  markets 
urgently  need  to  indicate  that  you  and  your  administration  are  serious  about 
stopping  the  growth  in  the  welfare  state  and  pointing  this  nation  in  a  clear,  new 
direction  away  from  diverting  our  resources  into  welfare  and  toward  economic 
growth  and  opportunity. 

We  recognize  the  importance  of  cutting  federal  programs  in  all  areas.  However, 
this  approach  is  more  symbolic  than  substantive  in  terms  of  getting  to  the  heart  of 
runaway  growth  in  federal  spending.  For  example,  you  may  cut  $18  million  in 
energy  credits  for  the  elderly  but  indexing  social  security  at  the  full  CPI  of  14.3 
percent  in  July  1980  will  add  $17  billion  to  fiscal  year  1981  federal  outlays.  In  short, 
let  them  keep  the  energy  credits  and  some  of  the  other  basic  welfare  program 
benefits;  but  reduce  the  annual  benefit  increases  tied  to  the  CPI. 
Sincerely, 

Robert  B.  Delano,  President. 

Mr.  Bailey  [presiding].  Ms.  Rice,  why  don't  we  go  through  the 
rest  of  the  panel.  I  think  Linda  Tarr-Whelan  is  next. 

STATEMENT  OF  LINDA  TARR-WHELAN,  DIRECTOR,  GOVERN- 
MENT RELATIONS,  NATIONAL  EDUCATION  ASSOCIATION,  AC- 
COMPANIED BY  NANCY  LUDDEKE,  OHIO  EDUCATION  ASSOCI- 
ATION, AND  FRANK  KOVACS 

Ms.  Tarr-Whelan.  Thank  you  very  much.  I  am  very  pleased  to 
be  here  this  afternoon  to  present  to  you  the  National  Education 
Association's  recommendations  about  social  security  financing.  I 
am  joined  by  the  president  of  the  Ohio  Education  Association,  who 
will  speak  following  my  brief  remarks. 
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Our  recommendations  will  address  four  major  concerns  of  the  1.8 
million  members  of  the  National  Education  Association. 

First,  mandatory  universal  social  security  coverage.  NEA  recom- 
mends that  you  retain  the  status  quo  with  regard  to  mandatory 
social  security  coverage  for  public  employees.  NEA  members  be- 
lieve that  the  Federal  Government  should  honor  its  contractual 
agreement  with  teachers  who  originally  rejected  social  security 
coverage  in  the  referenda  that  followed  the  enactment  of  the  1954 
amendments. 

In  addition  to  this  contractual  basis,  we  feel  that  the  estimated 
cost  to  State  and  local  government  mutually  exclusive  of  the  teach- 
er contribution  would  amount  to  an  estimated  $1.02  billion  in  1981. 
And  our  written  testimony  provides  a  table  that  gives  the  basis  for 
that  calculation. 

The  additional  tax  burden  on  State  and  local  governments  for 
social  security  coverage  combined  with  the  proposed  Reagan  ad- 
ministration cuts  in  Federal  education  and  school  lunch  programs 
would  require  the  12  nonsocial  security  States  to  raise  an  estimat- 
ed $2,3  billion  worth  of  new  tax  revenues. 

The  association  believes  and  urges  in  the  12  States  and  Puerto 
Rico,  where  the  teachers  have  voted  to  reject  social  security  cover- 
age, that  Congress  honor  their  decision.  Further,  in  these  States, 
teachers,  education,  and  other  State  employees  who  have  remained 
outside  the  social  security  system  have  worked  hard  to  build  a 
strong,  fiscally  sound  retirement  system  without  the  help  or  the 
interference  of  the  Federal  Government.  They  would  like  to  contin- 
ue that  personal  relationship. 

Second,  the  offset  provision,  section  334  of  Public  Law  95-215. 
The  NEA  recommends  repeal  of  that  provision.  The  full  impact  of 
the  1977  amendments  was  not  adequately  assessed,  and  this  omis- 
sion left  an  estimated  4  million  public  employees  discriminated 
against  by  the  so-called  offset  provision. 

Teachers'  salaries  have  been  so  low  for  many  years  that  teachers 
presently  retire  to  receive  minimal  benefits.  The  average  retire- 
ment benefit  received  by  teachers  in  1979  was  $5,016  per  year.  This 
is  a  little  better  than  $1,000  below  the  Bureau  of  Labor  Statistics' 
lowest  budget  for  the  cost  of  goods  and  services  for  a  couple  living 
in  an  urban  area. 

The  NEA  recommends  the  repeal  of  the  offset  provision. 

Third,  changes  with  regard  to  sex  equity.  Three  societal  changes 
have  occurred  since  the  Social  Security  Act  was  passed  and  were 
particularly  noteworthy  in  the  discrimination  in  the  social  security 
system.  First,  the  family  pattern:  today,  only  29  percent  of  Ameri- 
can families  are  traditional — that  is,  supported  by  the  husband 
alone— whereas  47  percent  are  supported  by  both  the  husband  and 
the  wife. 

Second,  women's  participation  in  the  work  force  has  changed 
since  the  time  social  security  was  enacted  to  51  percent  of  the  work 
force — almost  double  the  rate  that  it  was  when  social  security  was 
enacted. 

The  third  change  is  the  divorce  rate.  Today,  unfortunately,  the 
United  States  has  one  of  the  highest  divorce  rates  in  the  world,  a 
rate  which  has  increased  from  1.6  percent  in  1930  to  5.3  percent  in 
1979. 
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All  three  of  these  factors  make  it  very  important  to  address  the 
question  of  the  social  security  system  and  its  restructure  to  accom- 
modate the  emerging  work  and  marital  patterns  which  now  charac- 
terize a  number  of  American  families  and  thereby  remove  the 
system's  current  discrimination  against  women. 

Fourth,  reallocating  the  medical  hospital  insurance  or  HEI  por- 
tion of  the  payroll  tax  rate,  NEA  recommends  that  the  funding  of 
the  hospital  insurance  (HI),  and  disability  insurance  (DI),  be  pro- 
vided from  general  revenues,  and  the  Old-Age  Survivors  Insurance 
financed  from  the  payroll  tax. 

The  association  believes  the  financial  discipline  envisioned  by  the 
founders  of  the  social  security  retirement  and  survivors  program 
can  best  be  preserved  by  continuing  the  payroll  tax  method  of 
building  and  maintaining  the  OASI  trust  fund. 

The  concomitant  principle  is  that  social  security  benefits  for  the 
aged  and  survivors  earned  rights  can  be  maintained  if  the  pro- 
gram's scope  and  objectives  are  limited  but  entirely  dependable. 
The  assocation  believes  it  is  possible  to  make  an  accurate  projec- 
tion for  the  OASI  trust  funds,  the  HI  and  DI  trust  funds  are 
separated  from  the  social  security  system. 

NEA  believes  that  both  hospital  insurance  and  disability  insur- 
ance are  necessary  programs,  but  the  objectives  of  these  programs 
are  perceived  to  be  within  the  scope  of  responsibility  of  general 
revenues  to  derive  from  the  progressive  Federal  income  tax. 

The  NEA  appreciates  the  opportunity  to  testify  before  you  today. 
And  we  would  like  to  commend  the  chairman  and  the  committee 
for  your  prompt  action  on  the  social  security  financing  question. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Linda  Tarr-Whelan,  Director,  Government  Relations, 
National  Education  Association 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate  the  opportunity  to 
present  to  you  the  National  Education  Association's  recommendations  about  Social 
Security  financing.  The  recommendations  will  address  four  major  concerns  of  the 
1.8  million  members  of  the  NEA: 
Mandatory  Universal  Social  Security  Coverage 
The  Offset  Provision  (Sec.  334)  of  Public  Law  95-216 
Societal  Changes,  Sex  Equity,  and  the  Social  Security  Program 
Reallocating  the  Hospital  Insurance  (or  part  A  of  Medicare)  and  Disability  Insur- 
ance (DI)  programs'  share  of  the  Payroll  Tax  Rate. 

CURRENT  FINANCIAL  CONDITION  OF  THE  SOCIAL  SECURITY  TRUST  FUNDS 

The  financial  condition  of  the  Social  Security  trust  funds  has  been  a  growing 
concern  of  both  the  pessimistic  and  optimistic  prognosticated  over  the  past  five 
years.  To  eliminate  that  concern  requires  prompt  legislation  and  prudent  fiduciary 
performance  by  the  Secretary  of  the  Treasury.  Prompt  legislation  is  required  to 
maintain  Social  Security  trust  funds  at  acceptable  levels.  Changes  in  the  country's 
economic  condition  impact  quickly  on  the  condition  of  these  funds.  For  example,  in 
the  mid  70's  Social  Security  outlays  grew  faster  than  revenues  as  a  result  of  the 
economic  slowdown,  high  unemployment  (1974),  the  20  percent  across-the-board 
increase  in  benefits,  and  the  indexing  of  benefits  (1975)  to  the  consumer  price  index. 
The  95th  Congress  addressed  the  short-term  financing  problem  based  on  a  set  of 
economic  conditions  and  assumptions.  Unfortunately,  the  recent  combination  of 
high  inflation  and  unemployment  rates,  and  low  growth  in  real  earnings  has  led  to 
the  deterioration  in  the  trust  fund  balances."1  The  Congressional  Budget  Office 
(CBO)  proposed  a  trust  fund  balance  at  the  start  of  each  fiscal  year  of  at  least  9  to 


1 A  CBO  Study,  "Paying  for  Social  Security:  Finding  Options  for  the  Near  Term,"  February 
1981,  p.  38. 
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12  percent  of  that  year's  anticipated  outlays.  When  this  9  to  12  percent  standard  of 
expected  outlays  is  not  met,  then  a  cash  flow  problem  occurs.  This  translates  in  real 
terms  as  a  month  when  no  Social  Security  checks  will  be  sent  to  the  approximately 
35  million  people  receiving  benefits. 

It  is  imperative  that  this  session  of  Congress  act  to  insure  that  the  short-  and 
long-term  funding  of  the  Social  Security  trust  funds  is  maintained  at  an  acceptable 
level  to  prevent  a  cash  flow  problem.  Mr.  Chairman,  you  and  your  committee  are  to 
be  commended  for  your  prompt  action  to  date  on  this  financing  issue  and  we  are 
confident  that  with  careful  review  of  the  short-term  options  and  the  related  implica- 
tions the  Congress  can  pass  the  needed  legislation. 

We  will  present  NEA's  position  and  related  rationale  on  one  financing  option, 
Mandatory  Universal  Social  Security  Coverage.  Then  we  will  identify  a  section  of 
the  1977  Social  Security  Amendments  and  areas  in  the  current  program  which  NEA 
believes  needs  to  be  repealed.  Finally,  we  will  recommend  a  short-term  solution  for 
financing  the  trust  funds. 

UNIVERSAL  SOCIAL  SECURITY  COVERAGE 

During  the  1977-78  school  year  the  NEA  conducted  a  comprehensive  study  of  all 
state  teacher  retirement  systems  (including  those  of  the  12  state  systems  and  Puerto 
Rico  that  are  not  covered  by  Social  Security)  and  re-examined  the  issue  of  manda- 
tory coverage  of  Social  Security  for  all  teachers.  The  issue  of  mandatory  coverage 
was  given  special  emphasis  in  the  technical  study  of  the  retirement  systems,  and 
regional  hearings  were  conducted  by  the  NEA's  Government  Relations  staff.  The 
combined  results  of  the  in-depth  study,  the  hearings,  and  subsequent  policy  action  of 
the  Goverance  of  NEA  produced  the  following  NEA  position: 

"NEA  believes  that  Social  Security  should  be  available  to  eligible  teachers  where 
desired  but  shall  not  be  mandated." 

This  policy  position  has  been  reviewed  each  year  since  the  in-depth  study  in 
school  year  1977-78  and  the  National  Education  Association's  position  has  not 
changed.  Central  to  the  Association's  rejection  of  mandatory  coverage  is  the  desire 
of  the  membership  to  maintain  freedom  of  choice  for  those  educators  who  are  not 
presently  covered  by  Social  Security.  This  conclusion  is  particularly  significantly  in 
light  of  the  fact  that  approxmately  70  percent  (1.7  million)  of  the  teachers  in  the 
country  are  covered  by  Social  Security.  NEA  members  believe  that  the  federal 
government  should  honor  its  contractual  agreement  with  the  teachers  who  original- 
ly rejected  Social  Security  coverage  in  the  referendums  following  the  enactment  of 
the  1954  amendments. 

Additional  Tax  Burden  on  State  and  Local  Government 

The  Association's  position  with  regard  to  the  freedom  of  choice  about  mandatory 
universal  coverage  is  based  on  many  historical  facts  and  events.  The  most  simplistic, 
albeit  realistic,  is  cost.  The  additional  estimated  cost  to  state/local  government  (e.g., 
the  local  taxpayer)  mutually  exclusive  of  the  teacher  contribution  (decrease  in  take- 
home  pay)  would  amount  to  an  estimated  $1.02  billion  in  1981.  (See  Appendix  A  for 
basis  of  calculations).  This  additional  obligation  in  the  12  affected  states  (and  Puerto 
Rico)  would  produce  in  fiscal  year  1981-82  school  year  a  high  state  loss  of  $266 
million  in  California  and  a  low  of  $9.8  million  in  Nevada.  The  median  increase  tax 
burden  for  the  state  and/or  local  employer  is  estimated  to  be  $47  million.  Actually, 
the  deficiency  in  four  states  alone  aggregates  an  estimated  $714  million  (California 
$266  million,  Illinois  $158  million,  Massachusetts  $157  million  and  Ohio  $133  mil- 
lion) which  would  have  to  be  raised  by  the  state  and/or  local  governments  by 
payroll  taxes. 

The  additional  tax  burden  on  state  and  local  governments  for  Social  Security 
coverage  combined  with  the  proposed  Reagan  Administration  cuts  in  Federal  educa- 
tion and  school  lunch  programs  would  require  12  non-Social  Security  states  to  raise 
an  estimated  $2.3  billion  of  new  tax  revenue. 

In  fiscally  troubled  states  (e.g.,  states  with  tax  and/or  spending  limitations)  the 
problem  of  raising  additional  taxes  for  the  employer's  share  presents  both  an  acute 
and  chronic  problem  to  solve.  For  example,  additional  tax  burdens  of  this  magni- 
tude would  create  immediate  fiscal  crises  in  these  states:  California  $724  million, 
Illinois  $414  million,  Massachusetts  $255  million,  Ohio  $260  million  and  Nevada  $20 
million. 

This  additional  employer  payroll  tax  of  6.65  percent  on  wages  may  very  well  lead 
to  the  dismantling  of  public  school  education  in  these  states.  It  certainly  would 
change  all  the  teacher  created  retirement  systems  in  these  12  states  and  in  at  least 
one  state  (Ohio)  the  Attorney  General  has  interpreted  the  state  law  concerning  the 
effects  of  mandatory  coverage  as — ".  .  .  legal  ramifications  which  might  be  encoun- 
tered if  Ohio  public  employee  pension  benefits  are  reduced  in  order  to  accommodate 
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universal  Social  Security.  Specifically,  you  have  requested  my  advice  with  regard  to 
the  legal  ramifications  which  would  result  for  vested  members  and  nonvested  mem- 
bers in  the  event  that  benefits  were  reduced."  The  Attorney  General's  response  was: 

"Although  the  result  may  differ  in  other  states,  in  Ohio  it  is  well  established  that 
pension  benefits  do  not  become  fully  vested  until  retirement  due  to  age,  service  or 
disability.  Prior  to  retirement,  pension  benefits  in  Ohio  are  considered  to  be  mere 
gratuities,  matters  of  legislative  grace,  which  may  be  altered  or  abrogated  at  any 
time.  As  a  result,  if  universal  Social  Security  were  mandated,  current  benefit 
packages  available  to  public  employees  in  Ohio  could  be  scaled  down  without 
encountering  any  legal  obstacles." 

The  opinion  continues  with  reference  to  Massachusetts  and  California  state  Su- 
preme Court  rulings  which  held  out  some  hope  for  a  more  contractual  rights 
interpretation  of  retirement  benefits.  However,  the  Attorney  General  of  Ohio 
viewed  the  public  employee  retirement  benefit  in  Ohio  as  a  gratutity  until  the  age, 
service  or  disability  criteria  were  satisfied. 

It  is  quite  clear  that  in  this  state,  mandatory  coverage  is  tantamount  to  the 
undoing  of  over  40  years'  of  work  on  the  part  of  state  and  local  officials  with  their 
public  employees  to  build  a  sound,  well-funded  retirement  system.  The  members  of 
the  Association  see  this  as  federal  interference  with  state,  local  and  individual 
automony  and  a  violation  of  state  sovereignty  and  individual  rights.  The  Association 
believes  and  urges  that  in  the  12  states  (and  Puerto  Rico)  where  the  teachers  have 
voted  to  reject  Social  Security  coverage  the  Congress  honor  their  decision.  Further- 
more, in  these  states,  teachers,  education  and  other  public  employees  who  have 
remained  outside  the  Social  Security  system  have  worked  hard  to  build  a  strong, 
fiscally  sound  retirement  system  without  the  help  of  the  federal  government.  They 
would  like  to  continue  to  improve  their  retirement  system  without  federal  govern- 
ment interference.  Mandatory  coverage  in  these  states  can  only  be  viewed  as  illegal, 
immoral  and  a  breach  of  faith. 

"NEA  recommends  that  the  Committee  maintain  the  status  quo  with  regard  to 
mandatory  Social  Security  Coverage  for  Public  Employees." 

OFFSET  PROVISION   (SEC.  334)  OF  PUBLIC  LAW  95-216 

Mr.  Chairman,  as  we  indicated,  we  are  appreciative  of  your  Committee's  effort  to 
solve  the  short-term  issues  of  funding  the  trust  funds.  It  is  important  to  note, 
however,  that  the  full  impact  of  the  1977  amendments  was  not  adequately  assessed 
and  this  omission  left  an  estimated  4  million  public  employees  discriminated  against 
by  the  so-called  offset  provision.  The  Government  Pension  offset  needs  to  be  evaluat- 
ed in  light  of  the  negative  consequences  of  ignoring  this  group  of  people. 

An  estimated  1,000  persons  attain  age  65  each  day  in  America.  Over  half  are 
women  and  some  undetermined  number  are  working  public  employees'  spouses.  In 
1982  these  female  public  employees  will  join  their  male  counterparts  and  lose  a 
dollar-for-dollar  anticipated  pension  benefit  as  a  result  of  the  1977  offset  provision. 
The  male  public  employee  spouse  is  already  losing  a  dollar-for-dollar  benefit  as  a 
result  of  the  1977  offset. 

NEA  opposes  the  pension  offset  because: 

No  comparable  offset  is  applied  to  persons  working  for  a  nonprofit  organization  as 
defined  in  Sec.  501(c)3  of  the  Internal  Revenue  Code. 

Teacher  salaries  have  been  so  low  for  so  many  years  that  teachers  presently 
retired  receive  minimal  benefits,  the  offset  can  pose  an  additional  and  harsh  eco- 
nomic burden  on  future  retired  teachers.  The  average  retirement  benefit  received 
by  teachers  in  1979  was  $5,016.  This  is  $1,007  below  the  bureau  of  Labor  Statistics 
"lowest  budget"  for  the  cost  of  goods  and  services  for  a  couple  living  in  urban  areas. 

The  NEA  believes  that  no  benefit  which  has  been  promised  or  for  which  tax 
dollars  have  been  collected  should  be  withdrawn  without  adequate  replacement.  The 
pension  offset  simply  and  unjustly  breaks  faith  with  people  who  have  made  retire- 
ment plans  which  include  benefits  they  believed  to  be  promised  to  them  by  the 
federal  government. 

"The  NEA  recommends  that  the  Committee  repeal  the  offset  provision  (Section  334) 
of  the  Public  Law  95-216. " 

SOCIETAL  CHANGES,  SEX  EQUITY,  AND  THE  SOCIAL  SECURITY  PROGRAM 

Three  societal  changes  that  have  occurred  since  the  Social  Security  Act  was 
passed  are  particularly  noteworthy  in  relation  to  current  discrimination  in  the 
Social  Security  system. 

Family  pattern.— In  the  1930's,  at  the  inception  of  the  Social  Security  program, 
the  family  pattern  in  American  society  was  characterized  by  men  as  the  sole 
providers  of  family  income,  by  marriages  that  lasted  a  lifetime,  and  by  economically 


dependent,  r  or.cemexer  women  Tms  pattern,  upon  which  the  benefits  structure  of 
tne  or.g.r.a.  'y/..^i  Seour.ty  system  was  built,  is  no  longer  typical  Today  onJy  20 
percent  of  American  families  are  "traditional/'  that  is,  supported  by  the  husband 
alone,  whereas  >7  percent  are  supported  oy  both  husband  and  v/ife 

Worruen'--.  [sini/j.fsjXi/jri.  i.a  true  workforr*.  —Jr.  the  1030's,  2->c0  percent  of  women 
were  jn  the  workforce  In  the  1040's;  during  WorJd  War  J/,  women  of  aJJ  ages 
enters;  the  labor  force,  and  since  th.at  tjrne  participation  has  increased  fairJy 
steadily  By  -  V7;.  -,4  percent  of  women  of  aJJ  ages  participated  m  the  workforce;  by 
.  V.'.  nearly  percent  participated;  and  by  1070  more  than  4.'i  percent  had  gone  to 
work  o^ts.de  the  home  By  A,.g,st  '.  0"0.  women'--.  participation  reached  ol.l  per- 
cent.  an  m  crease  of  almost  0  percentage  points  jo  10  years 

iJiwrce  raUi—\n  the  10'iO's.  the  divorce  rate  was  1  o  percent.  Today  the  United 
States  .".a:-,  one  of  the  highest  ^jvorce  rates  .n  the  world,  a  rate  v/hjch  has.  increased 
from  4  0  percent  in  107o  te  o  :s  percent  in  1070. 

fieca  >se  the  See. a.  Security  Act  ha-,  not  been  amended  te  reflect  these  societal 
changes  d.sor.mj nation  appears  .n  three  different  ways  First,  benefits  are  made 
available  V.  dependents  of  workers  according  te  the  worker's  sex  Second,  dLscrirni- 
nat.on  agem v.  women  occurs  when  a  per-cn  could  claim  benefits  both  as  a  wage 
earner  and  a;-,  a  dependent  Central  to  the  problem  of  dual  entitlement  is  the 
concept  of  dependency.  The  inequities  fall  primarily  on  v/omen  who  were  assumed 
te  be  financially  dependent  on  them  husbands  Unless  the  wage  earning  wjfe  ls 
entitled  V.  more  than  half  of  ner  bueos.cd's  primary  insurance  amount  in  her  own 
nght;  or  becomes  a  oeneflc.ary  before  ner  husband  a  primary  insurance  amount  in 
ner  own  night,  or  oeccr.es  a  beneficiary  before  her  husband,  -.he  wiJJ  not  receive  any 
additional  benefits  an-  a  res  >.t  of  ner  own  Social  Security  earning  and  contribution. 
Third  js  the  method  used  to  deterrmr.e  oenefit  amounts  Though  the  problem  affects 
both  men  and  women,  the  confluences  for  v/omen  are  greater  This,  js  due  in  part 
to  employment  c.scr.m.na'..or.  and  the  fact  that  women  often  spend  a  period  of  time 
bearing  and  raising  children  during  which  time  they  may  be  earning  little  or 
nothing  Clearly,  Congress  needs  to  restr  jcture  the  Social  Security  system  te  accom- 
rnodate  the  emerging  work  and  mar.te.  patterns  which  now  characterize  growing 
number-,  of  American  families— thereby  removing  the  system's  current  discrimina- 
tion against  women 

"7>/.<;  //A/5  rc//Jrn.ra>rl/j/.  th/j.t  tri/>.  Cor/./ve-:';  /xtaa  iM^i/.l/itiori  tkat  woul/i  firm  a  re  equity 
for  rrveri  ar>/l  women  in  Sss.uil  Security  fjerueflte.  " 

RSAU/y.AT/.O'C  THf.  MSOICARS  HOSW7AS  l.O'SC'RA  »VCf.    CHJv    PORTION  Of  PAYROLL  TAX 

SATS 

The  1070  Ac v.-.ony  Council  of  Soe.al  Seo>r.ty,  the  National  Commission  on  Social 
Security  and  former  Commissioner  Robert  Ball  have  proposed  that  payroll  taxes  be 
supplemented  by  general  revenue  for  financing  Social  Security  Both  the  Council 
and  the  Comm.:/.. on  have  recommended  reallocating  the  HI  share  of  the  payroll  tax 
rate  among  the  OASJ  and  LiJ  trust  funds 

NBAs  position  on  Soo.ai  Seour.ty  has  three  dimensions  first,  the  Association 
irgee  all  teachers  who  are  current./  covered  to  remain  in  the  Social  Security 
system,  second,  the  Association  believes  that  in  those  -tstes  where  teacher-,  have 
voted  not  to  be  covered  by  Social  Security  the  federal  government  should  honor  it 
contractual  agreement;  and  third,  the  Association  believes  that  the  Disability  Insur- 
ar.ee  'HI,  and  the  Hosp.te.  Insurance  'HI;  should  be  financed  from  general  revenues 

NBA  agrees  with  the  propose,  to  fund  the  HI  share  from  general  revenues. 
However,  the  Association  would  also  have  the  DI  share  funded  from  general  rev- 
enues 

The  Association  believes  the  financial  discipline  envisioned  by  the  founders  of  the 
Social  Security  retirement  and  survivors'  program  can  best  he  preserved  by  continu- 
ing the  payroll  tax  method  of  building  and  maintaining  the  OA.SI  trust  fund  The 
cor.ccm.tant  principle  that  Social  Security  benefits  for  the  aged  and  for  survivors 
are  earned  rights  can  be  maintemeo  .n  a  program  whose  scope  and  objectives  are 
limited  but  entirely  dependable.  The  Association  believes  that  it  is  possible  to  make 
accurate  projections  for  the  OA  SI  trust  fund;  if  the  HI  and  HI  trust  funds  are 
separated  from  the  Social  Security  System  NBA  believes  that  both  Hospital  Insur- 
ance and  Disability  Insurance  are  necessary  programs.  But,  the  objectives  of  these 
programs  are  perceived  to  be  within  the  scope  of  responsibility  of  general  revenues 
derived  largely  from  the  progrc-.'-jve  federal  income  tax 

The  Congressional  Budget  Office  rCBO,  projects  an  increase  of  S2o  billion  in  1082, 
ar  c  nearly  $190  billion  through  1080,  in  the  OAlSI  trust  fund,  if  the  HI  share  were 
financed  entirely  from  general  revenue-,  and  the  payroll  tax  remained  unchanged 
after  lOdl   NLA  would  support  both  of  these  options 
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"NEA  recommends  that  the  funding  for  the  Hospital  Insurance  (HI)  and  Disability 
Insurance  (DI)  should  be  provided  from  general  revenues  and  the  Old  Age  Survivors 
Insurance  (OASI)  financed  from  the  payroll  tax. " 

Appendix  A 


TABLE  1.— ESTIMATED 1  COST  TO  STATE  AND  LOCAL  GOVERNMENTS  OF  SOCIAL  SECURITY  COVERAGE 
IN  STATES  WHERE  TEACHING  EMPLOYMENT  IS  PRESENTLY  NOT  COVERED 


State 

Total 
instruc- 
tional staff 
( estimat- 
ed) 1980- 

'81 

Average 

instruc- 
tional staff, 
1980-81 

Tntal  PQtimatwl 

lUlul  CoUUlalGu 

payroll  (col.  2  x 
col.  3) 

Estimated 

arlrlitinnal  rn^t  nf 

□  UUIllUlla!  UUol  Ul 

mandatory  social 
security  coverage 
(col.  4  x  .0665) 

Elementary/ 

^PTYinriarv  and 
jcvunuaiy  any 

school  lunch 
program  cuts  for 
fiscal  year  1982 

Total  additional  tax 
burden  on  State- 
local  governments 

(col.  5  x  col.  6) 

1 

2 

3 

4 

5 

6 

7 

Alaska 

6  043 

$30,292 

$183,055,000 

$12,173,000 

$17,562,000 

$29,735,000 

California  

195,006 

20>77 

3,993,'l38!000 

265i547|000 

45M81000 

724|028!000 

'Colorado  

33,396 

18,009 

601,429,000 

39,995,000 

23,988,000 

63,983,000 

Connecticut  

38,775 

18,100 

701,828,000 

46,672,000 

39,343,000 

86,014,000 

Illinois  

117,717 

20,149 

2,371,880,000 

157,730,000 

255,937,000 

413,667,000 

Kentucky  

37,890 

16,630 

630,111,000 

41,902,000 

61,816,000 

103,718,000 

Louisiana  

46,750 

15,000 

701,250,000 

46,633,000 

95,960,000 

142,593,000 

Maine  

11,333 

19,052 

215,916,000 

14,358,000 

19,155,000 

33,513,000 

Massachusetts 2  

94,334 

24,973 

2,355,803,000 

156,661,000 

98,007,000 

254,668,000 

Missouri  

56,129 

16,143 

906,090,000 

60,255,000 

80,374,000 

140,629,000 

Nevada 2  

8,061 

18,190 

146,630,000 

9,751,000 

9,919,000 

19,670,000 

Ohio  

116,820 

17,100 

1,997,622,000 

132,842,000 

126,667,000 

259,509,000 

Puerto  Rico  

  3  60,027 

4  8,083 

485,198,000 

32,266,000 

N/A 

Total  

15,289,995,000 

1,016,815,000 

1,287,209,000 

2,271,727,000 

1  Estimates  of  the  number  of  instructional  staff  and  average  instructional  staff  salary  were  taken  from  NEA's  "Estimates  of  School  Statistics, 
1980-81." 

2  Massachusetts  and  Nevada  estimates  are  NEA  projections  not  verified  by  States. 

3  Total  membership  of  retirement  system  in  Puerto  Rico,  other  data  not  available. 
♦Teachers  only  in  Puerto  Rico. 


Mr.  Bailey.  Thank  you,  Linda. 

The  next  panelist  we  will  hear  from  is  Richard  Schulz,  represent- 
ing  

Ms.  Tarr-Whelan.  Mr.  Chairman,  Nancy  Luddeke,  accompany- 
ing me  today,  had  a  brief  comment. 
Mr.  Bailey.  Go  ahead. 

Ms.  Luddeke.  Thank  you.  My  name  is  Nancy  Luddeke.  I  am  a 
classroom  teacher  on  leave  of  absence  to  serve  as  president  of  the 
Ohio  Education  Association.  Therefore,  I  am  representing  82,000 
teachers  from  Ohio.  Of  course,  this  is  not  the  first  time  that  our 
organization  has  been  heard  from  on  the  issue  of  mandatory  social 
security.  We  have  delivered  testimony  before  numerous  subcommit- 
tees that  have  heard  the  arguments  on  this  issue. 

Our  position  has  not  wavered  one  bit  from  our  original  testimo- 
ny: Ohio  teachers  are  in  total  opposition  to  mandatory  social  secu- 
rity coverage  for  public  employees.  That  was  our  position  back  in 
1977,  when  Congress  was  considering  a  bill  to  place  all  public 
employees  under  social  security,  and  that  is  our  position  now. 

Ohio  teachers  are  presently  served  by  a  fiscally  sound  retirement 
system,  and  they  don't  want  that  arrangement  tampered  with.  Our 
teachers  know  that  the  State  teachers  retirement  system  of  Ohio  is 
an  actuarially  sound  prefunded  retirement  pension  plan  that  re- 
ceives its  income  from  three  sources:  employee  contributions,  em- 
ployer contributions,  and  investment  earnings  on  those  contribu- 
tions. 
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Social  security  is  not  an  actuarially  sound  prefunded  pension 
program.  Nor  was  it  ever  intended  to  be.  It  is  merely  the  vehicle 
for  using  taxes  paid  by  current  workers  to  provide  benefits  and 
medical  coverage  for  retired  or  disabled  workers.  The  stability  of 
their  retirement  program  is  a  pocketbook  issue  to  the  teachers  that 
is  outranked  in  importance  only  by  their  immediate  salary. 

I  would  point  out  that  since  1964  Ohio  teachers  have  had  the 
option  of  choosing  to  go  under  social  security  and  have  never  done 
so.  When  House  Resolution  9346  was  before  Congress,  Ohio  teach- 
ers made  their  voices  heard  like  never  before.  They  sent  many 
thousands  of  cards  and  letters  to  the  Ohio  congressional  delegation. 
They  made  thousands  of  telephone  calls  to  Washington. 

I  point  this  out  to  impress  upon  you  that  you  are  not  dealing 
with  a  topic  that  Ohio  public  employees  take  lightly.  The  issue  of 
cost  is  a  big  point  in  our  opposition  to  mandatory  coverage.  The 
information  available  to  us  indicates  that  the  cost  to  maintain  our 
present  level  under  a  program  integrated  or  supplemented  by 
social  security  would  be  higher  than  our  present  contribution  rates. 

Retirement  age,  for  example,  is  an  important  issue  with  Ohio 
teachers.  As  members  of  the  State  teachers  retirement  system, 
they  can  retire  on  a  2  percent  formula  at  full  formula  benefits 
after  30  years  of  service.  Any  integrated  system  that  would  allow 
us  to  continue  this  benefit  under  social  security  would  necessitate 
the  raising  of  both  the  employers'  and  the  employees'  contribution 
rates. 

Ohio  teachers  have  no  interest  in  trading  an  actuarially  sound 
pension  plan  for  a  program  that  is  not  actuarially  sound  and,  at 
the  same  time,  is  going  to  cost  more  money. 

There  is  also  a  reluctance  on  the  part  of  teachers  to  trust  Con- 
gress to  fulfill  their  promises.  A  good  example  of  that  is  the  next 
concern  that  I  would  like  to  talk  to  you  about,  and  that  is  the 
spouse  offset  provision.  We  urge  you  strongly  to  work  for  repeal  of 
the  offset  provision  before  it  can  go  into  effect  next  year. 

No  comparable  offset  is  applied  to  a  person  working  for  a  non- 
profit organization.  This  is  discrimination  against  and  unfair  treat- 
ment of  public  employees.  The  offset  provision  places  an  economic 
burden  on  those  retired  teachers  who  would  be  affected.  Teachers' 
salaries  have  been  low  for  so  many  years  that  teachers  presently 
receive  minimal  benefits  because  their  retirements  are  based  on 
final  average  salary. 

This  offset  provision  imposes  a  harsh  economic  burden  on  retir- 
ing teachers.  We  feel  the  offset  provision  unjustly  breaks  faith  with 
people  who  have  made  retirement  plans  that  include  benefits 
promised  to  them  by  the  Federal  Government. 

On  behalf  of  the  82,000  Ohio  teachers,  I  thank  you  for  the  time 
to  present  our  positions  and  trust  that  you  will  consider  these 
concerns  carefully  as  you  deal  with  this  important  topic. 

Mr.  Bailey.  Nancy,  although  your  statement  seems  to  be  un- 
equivocal and  vague.  [Laughter.] 

Let's  go  on  to  Mr.  Schuiz. 
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STATEMENT  OF  RICHARD  SCHULZ,  VICE  PRESIDENT,  FIRST 
NATIONAL  BANK,  CHICAGO,  ILL.,  ON  BEHALF  OF  THE 
AMERICAN  SOCIETY  FOR  PERSONNEL  ADMINISTRATION 

Mr.  Schulz.  Mr.  Chairman  and  members  of  the  committee,  the 
American  Society  for  Personnel  Administration,  ASPA,  is  the 
world's  largest  professional  organization  of  personnel  and  industri- 
al relations  practitioners  in  business,  industry,  government,  and 
education.  It  has  34,000  members  and  518  chapters  in  all  50  States 
and  in  29  foreign  countries.  ASPA's  members  represent  organiza- 
tions which  employ  about  27  million  people.  While  these  firms 
range  in  size  from  very  large  to  very  small,  the  majority  are 
companies  that  can  be  categorized  as  small  businesses. 

We  believe  that  the  system  for  providing  human  dignity  in  re- 
tirement through  adequate  retirement  income  must  be  viewed  as  a 
unified  whole,  with  social  security,  public  retirement  plans,  private 
retirement  plans,  and  the  financial  resources  of  individuals,  each 
serving  an  important  role  in  meeting  the  needs  of  our  retirees. 

The  members  of  ASPA  are  extremely  concerned  about  the  finan- 
cial integrity  of  the  social  security  system.  Representatives  have 
testified  on  several  occasions  to  congressional  committees  and  sub- 
mitted written  position  papers  explaining  ASPA's  concern  with  our 
national  retirement  system  and  specifically  the  role  played  by  the 
social  security  system. 

The  1977  amendments  to  the  Social  Security  Act  did  much  to 
strengthen  the  social  security  system.  We  agreed  in  concept  with 
several  of  the  changes  made  at  that  time  and  were  encouraged  by 
the  effort  to  correct  both  the  long-term  and  short-term  problems. 
We  are  also  supportive  of  the  several  congressional  review  commis- 
sions which  have  been  studying  the  social  security  system  over  the 
last  few  years.  The  results  of  these  studies,  combined  with  input 
from  other  interested  groups,  should  indentify  the  solutions  to  the 
present  and  future  social  security  financial  problems. 

The  following  recommendations  should  be  viewed  as  a  series  of 
changes  that  can  be  implemented  over  varying  periods  of  time.  The 
first  changes  are  those  we  feel  should  be  acted  upon  immediately, 
and  the  last  recommendations  are  those  we  feel  can  be  phased  in 
over  a  longer  period  of  time. 

Our  primary  concern  is  to  assure  the  continuation  of  the  basic 
social  security  system  and  to  guarantee  its  fiscal  soundness  for 
future  generations.  Our  recommendations  are: 

No.  1,  interfund  borrowing  should  be  immediately  allowed  and 
an  appropriate  interest  rate  paid  for  borrowing  funds; 

No.  2,  the  annual  inflation  adjustment  should  be  indexed  to  the 
lower  of  the  CPI  change  or  wage  increase.  Efforts  should  also  be 
made  to  develop  an  accurate  measure  of  inflationary  impact  upon 
retirees  as  an  alternative  means  of  indexing  benefits; 

No.  3,  the  contribution  rate  for  1985  should  be  advanced  to  1983; 

No.  4,  the  cost  of  the  social  security  system  should  continue  to  be 
borne  equally  be  employers  and  employees.  General  revenues  or 
deficits  should  not  be  utilized; 

No.  5,  publicize  the  general  policy  that  is  the  intent  of  the  social 
security  system  to  supply  only  a  portion  of  the  income  necessary 
for  a  comfortable  postretirement  standard  of  living.  Make  the 
public  aware  of  this  policy  and  stress  the  importance  of  their 
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making  their  own  provisions  for  the  accumulation  of  additional 
funds  necessary  to  provide  for  the  desired  standard  of  living  during 
retirement; 

No.  6,  transfer  the  nonretirement  benefits  out  of  the  social  secu- 
rity system.  This  would  include  disability,  survivor,  medicaid,  medi- 
care, and  supplemental  income  benefits,  which  would  more  proper- 
ly fall  into  a  welfare  classification; 

No.  7,  universal  coverage  should  be  required.  This  could  be  on  a 
prospective  basis  and  would  eliminate  the  potential  windfall  bene- 
fits which  certain  noncovered  groups  of  employees  can  presently 
achieve; 

No.  8,  establish  replacement  of  earnings  ratio  that  would  limit 
the  replacement  of  earnings  ratio  for  low  income  levels  to  no  more 
than  twice  the  replacement  ratio  for  high  income  levels.  This  as- 
sures some  relationship  between  contributions  and  benefits. 

I  apologize  for  No.  9  being  incomplete  in  our  written  statement. 
It  should  read: 

Allow  employees  to  deduct  social  security  contributions  from  taxable  earnings, 
abolish  the  present  social  security  earnings  test,  and  subject  all  retirement  income 
to  income  tax.  This  would  impact  only  on  those  recipients  of  social  security  who 
have  had  additional  retirement  income  of  substantial  nature  and  would  be  consist- 
ent of  the  treatment  of  all  other  retirement  income; 

No.  10,  raise  the  normal  retirement  age  to  67  or  68; 

And  last  but  perhaps  most  important.  No.  11,  do  not  extend  or 
make  improvements  in  the  existing  social  security  system.  There 
are  enough  inherent  serious  problems  with  the  present  social  secu- 
rity system  that  it  would  be  inappropriate  to  have  further  expan- 
sion of  the  system  until  we  have  firm  recommendations  concerning 
existing  problems. 

The  general  direction  for  social  security  should  be  centered  on 
postretirement  income  and  other  types  of  wage  replacement  protec- 
tion should  be  handled  by  the  appropriate  welfare  programs. 

Thank  you. 

[The  prepared  statement  follows:] 

Statement  of  Richard  Schulz,  on  Behalf  of  the  American  Society  for 
Personnel  Administration 

Mr.  Chairman  and  members  of  the  Committee,  I  appreciate  this  opportunity  to 
appear  before  you.  I  am  Richard  Schulz,  Vice  President,  First  National  Bank  of 
Chicago  and  a  member  of  the  American  Society  for  Personnel  Administration. 

The  American  Society  for  Personnel  Administration,  ASPA,  is  the  world's  largest 
professional  organization  of  personnel  and  industrial  relations  practitioners  in  busi- 
ness, industry,  government  and  education.  It  has  34,000  members  and  518  chapters 
in  all  50  states  and  in  29  foreign  countries.  ASPA's  members  represent  organiza- 
tions which  employ  about  27,000,000  people.  While  these  firms  range  in  size  from 
very  large  to  very  small,  the  majority  are  companies  that  can  be  categorized  as 
"small  businesses". 

We  believe  that  the  system  for  providing  human  dignity  in  retirement  through 
adequate  retirement  income  must  be  viewed  as  a  unified  whole,  with  Social  Secu- 
rity, public  retirement  plans,  private  retirement  plans,  and  the  financial  resources 
of  individuals,  each  serving  an  important  role  in  meeting  the  needs  of  our  retirees. 

These  members  of  ASPA  are  extremely  concerned  about  the  financial  integrity  of 
the  Social  Security  System.  Representatives  have  testified  on  several  occasions  to 
Congressional  committees  and  submitted  written  position  papers  explaining  ASPA's 
concern  with  our  national  retirement  system  and  specifically  the  role  played  by  the 
Social  Security  System. 

The  1977  amendments  to  the  Social  Security  Act  did  much  to  strengthen  the 
Social  Security  System.  We  agreed  in  concept  with  several  of  the  changes  made  at 
that  time  and  were  encouraged  by  the  effort  to  correct  both  the  long  and  short  term 
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problems.  We  are  also  supportive  of  the  several  Congressional  review  commissions 
that  have  been  studying  the  Social  Security  System  over  the  last  few  years.  The 
results  of  these  studies  combined  with  input  from  other  interested  groups  should 
identify  the  solutions  to  the  present  and  future  Social  Security  financial  problems. 

RECOMMENDATIONS 

The  following  recommendations  should  be  viewed  as  a  series  of  changes  that  can 
be  implemented  over  varying  periods  of  time.  The  first  changes  are  those  we  feel 
should  be  acted  upon  immediately  and  the  last  recommendations  are  those  we  feel 
can  be  phased  in  over  a  longer  period  of  time.  Our  primary  concern  is  to  assure  the 
continuation  of  the  basic  Social  Security  System  and  to  guarantee  its  fiscal  sound- 
ness for  future  generations. 

1.  Interfund  borrowing  should  be  immediately  allowed  with  an  appropriate  inter- 
est rate  paid  for  borrowed  funds. 

2.  The  annual  inflation  adjustment  should  be  indexed  to  the  lower  of  the  CPI 
change  or  wage  increase.  Efforts  should  also  be  made  to  develop  an  accurate 
measure  of  inflationary  impact  upon  retirees  as  an  alternative  means  of  indexing 
benefits. 

3.  The  contribution  rate  for  1985  should  be  advanced  to  1983. 

4.  The  cost  of  the  Social  Security  System  should  continue  to  be  borne  equally  by 
employers  and  employees.  General  revenues  (deficits)  should  not  be  utilized. 

5.  Publicize  the  general  policy  that  it  is  the  intent  of  the  Social  Security  System  to 
supply  only  a  portion  of  the  income  necessary  for  a  comfortable  post-retirement 
standard  of  living.  Make  the  public  aware  of  this  policy  and  stress  the  importance  of 
their  making  their  own  provisions  for  the  accumulation  of  the  additional  funds 
necessary  to  provide  for  the  desired  standard  of  living  during  retirement. 

6.  Transfer  the  non-retirement  benefits  out  of  the  Social  Security  System.  This 
would  include  disability,  survivor,  Medicare,  Medicaid  and  supplemental  income 
benefits  which  would  more  properly  fall  into  a  welfare  classification. 

7.  Universal  coverage  should  be  required.  This  could  be  on  a  prospective  basis  and 
would  eliminate  the  potential  windfall  benefits  which  certain  non-covered  groups  of 
employees  can  presently  achieve. 

8.  Establish  a  replacement  of  earnings  ratio  that  would  limit  the  replacement  of 
earnings  ratio  for  low  income  levels  to  no  more  than  twice  the  replacement  ratio  for 
high  income  levels.  This  assures  some  relationship  between  contributions  and  bene- 
fits. 

9.  Abolish  the  present  Social  Security  earnings  test  and  subject  all  retirement 
income  to  income  tax.  This  would  impact  only  on  those  recipients  of  Socail  Security 
who  had  additional  retirement  income  of  a  substantial  nature. 

10.  Raise  the  normal  retirement  age  to  67  or  68. 

11.  Do  not  extend  or  make  improvements  in  the  existing  Social  Security  System. 
There  are  enough  inherent  serious  problems  with  the  present  Social  Security 
System  that  it  would  be  inappropriate  to  view  further  expansion  of  the  system  until 
we  have  firm  recommendations  concerning  existing  problems.  The  general  direction 
for  Social  Security  should  be  centered  on  post-retirement  income  and  other  types  of 
wage  replacement  protection  should  be  handled  by  the  appropriate  welfare  pro- 
grams. 

Mr.  Pickle  [presiding].  Thank  you,  Mr.  Schulz. 

Now,  Mr.  Richard  Johnson.  Have  you  made  your  statement  yet? 

Mr.  Johnson.  No,  sir. 

Mr.  Pickle.  Will  you  proceed? 

STATEMENT  OF  RICHARD  W.  JOHNSON,  JR.,  ASSISTANT  DIREC- 
TOR FOR  LEGISLATION,  NON-COMMISSIONED  OFFICERS  AS- 
SOCIATION 

Mr.  Johnson.  Thank  you,  Mr.  Chairman. 

I  ask  that  my  prepared  text  be  entered  in  the  record.  I  am  not 
going  to  read  from  my  prepared  text;  I  am  just  going  to  make  a  few 
comments. 

As  an  introduction,  I  would  like  to  advise  the  committee  that  the 
National  Commandant  of  the  Marine  Corps  has  asked  me  to  repre- 
sent his  group  today,  and  that  Mr.  Sheffey  accompanies  me  today 
because  his  association  has  endorsed  our  prepared  statement. 
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With  regard  to  the  many  conversations  that  have  been  held  here 
today  on  the  integration  of  Federal  and  civilian  retirements  paying 
social  security  benefits,  one  of  the  things  that  has  always  been  a 
natural  for  inclusion  in  that  is  military  retirees  and  the  military 
retiree  pay. 

If  I  make  one  point  before  this  committee  and  one  point  only,  it 
would  be  that  we  cannot  in  unbridled  haste  include  the  military 
retiree  in  any  equation  for  social  security  offset  without  looking  at 
the  whole  of  the  military  retirement  system,  why  it  exists,  how  it 
exists,  and  its  current  structure. 

Unlike  the  Federal  civil  servant,  the  military  retiree  already 
subscribes  to  social  security  benefits.  For  the  most  part,  his  lifetime 
earnings,  his  lifetime  employment  is  under  the  social  security 
system.  And  for  the  most  part,  the  average  military  person  does 
not  reach  retirement  and  therefore  would  not  be  affected  by  any 
integration  legislation. 

But  for  those  people  who  do,  they  were  included  under  the  pro- 
gram for  some  very  realistic  reasons.  Military  retired  pay  has 
never  been  designed  to  totally  offset  the  cost  of  the  retirement.  It 
doesn't,  to  this  very  day,  and  it  never  will. 

Accordingly,  in  1950  or  in  the  early  1950's,  I  guess  is  the  best 
way  to  put  it,  military  personnel  were  allowed  to  enroll  in  the 
social  security  plan.  Four  reasons  existed  in  addition  to  the  retire- 
ment benefits: 

This  gave  Congress  the  opportunity  to  provide  for  disability  pay- 
ments; for  a  retirement  program  for  people  who  did  not  complete 
20  or  more  years  of  military  service;  and  allowed  Congress  to 
replace  a  very  poor  survivor  benefit  plan  that  existed  for  the 
military  at  that  time. 

Since  the  military  enrollment  in  social  security,  its  integration — 
and  I  am  not  sure  that  the  use  of  the  word  is  most  proper — but  its 
integration  has  been  considered  throughout  the  years.  For  exam- 
ple, current  survivor  benefit  plans  for  the  military  are  offset  by  the 
amount  of  social  security  entitlement  received.  So  too  are  some 
disability  and  severance  or,  in  some  cases,  retirement  benefits 
based  on  postretirement  employment. 

If  this  committee  follows  the  line  that  they  have  followed  here 
today — that  is,  full  consideration  of  integration,  integrating  the 
Federal  civilian  retiree  into  the  social  security  program — we  ask 
that  the  committee  give  some  special  and  separate  consideration  to 
the  military  retirement  system. 

That  concludes  my  statement,  Mr.  Chairman.  I  thank  you  for 
this  opportunity  to  appear. 

[The  prepared  statement  follows:] 

Statement  of  Richard  W.  Johnson,  Jr.,  Assistant  Director  for  Legislation, 

NON-COMMISSIONED  OFFICERS  ASSOCIATION 

Mr.  Chairman,  the  following  statement  comprises  the  views  of  the  Non-Commis- 
sioned  Officers  Association  of  the  United  States  of  America  (NCOA).  The  Associ- 
ation represents  more  than  249,000  non-commissioned  and  petty  officers  who  are 
serving  or  have  served  on  active  duty  or  in  the  reserve  or  national  guard  of  the  U.S. 
armed  forces.  Currently,  83  percent  are  on  active  duty  with  the  Army,  Navy, 
Marine  Corps,  Air  Force  and  Coast  Guard.  What  occurs  as  a  result  of  the  actions  of 
this  distinguished  panel  of  Members  of  Congress  may  adversely  affect  the  majority 
of  the  Association's  membership. 

The  Association  opposes  the  concept  of  integrating  social  security  benefits  with 
military  retirement  pay.  It  is  the  purpose  of  this  statement,  hopefully,  to  convince 
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those  who  may  disagree  that  the  Association's  arguments  are  valid  and  the  integrity 
of  the  two  systems  should  remain  separate  and  distinct  from  one  another. 

The  Case  Against  Integrating  Military  Retired  Pay  and  Social  Security 

Benefits 

military  retired  pay 

The  military  retired  pay  system  was  in  effect  long  before  the  social  security 
program.  It  is  not  a  pension  plan  in  the  usual  sense.  It  continues  a  certain  portion 
of  the  recipient's  pay  earned  while  on  active  duty  with  the  armed  forces.  The 
recipient  retains  his  or  her  rank  (pay  grade),  continues  to  be  a  member  of  his  or  her 
respective  military  service,  and — under  law — is  subject  to  recall  to  active  duty  in 
the  event  of  a  national  emergency. 

There  are  many  restrictions  placed  on  recipients  of  military  retired  pay.  Some 
recipients  report  periodically  for  physical  examinations  and  are  required  to  report 
changes  in  home  addresses  and  health  conditions.  Some  will  forfeit  their  pay  if 
engaged  for  two  years  or  more  in  specific  businesses  dealing  with  the  Department  of 
Defense.  Others  forfeit  a  portion  of  retired  pay  if  employed  by  the  federal  govern- 
ment or  in  receipt  of  service-connected  disability  compensation  from  the  Veterans 
Administration. 

Commissioned  and  warrant  officers  are  prohibited  from  participating  in  certain 
activities  in  which  they  were  a  party  to  or  had  an  interest  in  while  in  the  service,  or 
in  which  there  is  considered,  by  law,  a  conflict  of  interest.  They  also  must  file 
employment  reports  as  required  by  the  Defense  Department. 

Also  restricted  for  all  military  retirees  is  employment  by  foreign  countries.  Only 
congressional  consent  can  alter  this  prohibition. 

What  is  more  unique  is  that  all  military  retirees  remain  subject  not  only  to  civil 
law — as  are  all  civilian  retirees — but  to  military  law  as  well. 

This  alone  should  suffice  to  convince  the  layman  that  military  retired  pay  is  not  a 
pension  or  an  annuity.  Neither  of  the  latter  two,  except  perhaps  in  rare  cases, 
places  a  recipient  under  double  jeopardy.  Nor  would  the  civilian  recipient  be  subject 
to  forfeiture  of  that  pay  as  would  be  the  case  for  the  military  retiree  if  court- 
martialed  by  his  or  her  military  service. 

Also  of  significance  in  the  military  retired  pay  system  is  its  non-contributory 
feature.  Because  there  are  no  more  than  11  percent  of  the  military  population 
staying  to  qualify  for  nondisability  retired  pay,  it  is  not  cost  effective  to  have 
servicemembers  contribute  to  their  retirement  program.  Therefore,  there  is  no 
vested  interest  prior  to  attaining  20  years  of  honorable  active  duty  in  the  uniformed 
services. 

The  "no  vested  interest"  claim  was  upheld  twice  by  the  U.S.  Court  of  Claims.  In 
the  first  decision  rendered  May  13,  1966,  the  court  held  that  military  retirees  have 
no  vested  interest  or  a  contractual  right  in  their  retirement  system.  Later,  the  court 
concluded  that:  "The  general  rule  has  long  been  that  (a)  soldier's  entitlement  to  pay 
is  dependent  upon  statutory  right  *  *  *  (and  not  upon)  common-law  rules  governing 
private  contracts  *  *  *." 

In  the  case  of  enlisted  military  personnel  it  is  worse.  They  may  serve  honorably 
for  as  many  as  19  years,  11  months  and  29  days — be  separated  from  their  services — 
and  not  receive  one  penny  in  separation,  rehabilitation  or  retired  pay. 

Further,  they  can  reach  the  20th  year  only  through  a  series  of  enlistments  that 
are  not  guaranteed  nor  protected  by  law.  The  enlistments  that  are  terminated  must 
be  of  an  honorable  nature  before  a  reenlistment  can  be  initiated.  Any  term  of 
service  entered  into  by  enlisted  personnel,  regardless  of  sequential  value,  may  not 
be  stopped  by  them  without  just  cause;  however,  it  may  be  ended  by  the  service 
secretary  for  no  reason  whatsoever. 

Finally,  military  retired  pay  is  subject  to  many  forfeitures  for  cause,  other  than 
those  mentioned  previously,  as  outlined  in  Subchapter  II,  title  5,  United  States 
Code.  These  include  convictions  for  certain  offenses,  absences  from  the  United 
States  to  avoid  prosecution,  refusal  to  testify,  and  falsifying  certain  employment 
applications. 

SOCIAL  SECURITY 

The  social  security  program  is  a  federal  insurance  (actually,  a  tax)  system  that 
provides  retirement,  disability  and  medical  benefits  to  eligible  men  and  women  and 
their  survivors.  Its  purpose  is  to  partially  replace  the  earnings  of  the  worker  and  his 
or  her  family  when  the  worker  retires,  becomes  disabled  or  dies.  The  amount  of  the 
benefit  is  dependent  upon  the  earnings  of  the  principal  participant  and  how  many 
quarters  he  or  she  contributed  to  the  system. 
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There  are  four  ways  an  eligible  individual  becomes  entitled  to  social  security 
benefits;  when  severely  disabled,  upon  death,  when  retiring  at  age  62  or  older  and 
at  age  65  for  health  insurance. 

To  be  eligible,  the  individual  must  have  been  employed  or  self-employed  under  the 
Social  Security  Act  for  a  specified  amount  of  time.  To  be  "permanently  insured"  a 
person  must  have  40  quarters  credited  to  his  or  her  account.  To  be  "currently 
insured"  the  individual  must  have  at  least  6  quarters  of  coverage  during  the  13 
quarters  ending  in  the  quarter  prior  to  establishing  eligibility.  For  disablement 
benefits,  the  person  must  have  as  many  as  20  quarters  within  the  10  years  ending 
with  the  quarter  of  disability.  Those  disabled  before  age  31  or  by  blindness  need  less 
credit.  To  be  "fully  insured '  a  worker  must  have  a  prescribed  number  of  quarters 
before  1983;  however,  he  or  she  must  have  reached  the  age  of  62  or  died  during  the 
years  1975  through  1982. 

Social  Security  retirement  benefits  may  be  termed  as  either  an  annuity  or  a 
pension  dependent  upon  the  recipient.  In  the  case  of  the  contributing  worker  it  is 
an  annuity — an  exchange  of  money  earned  as  a  result  of  money  paid  into  the 
program.  For  the  survivor  of  the  contributor,  the  amount  is  a  pension.  The  recipient 
first  meets  a  requirement  established  by  the  system. 

One  point  is  peculiar  to  the  social  security  system,  the  employer  of  the  social 
security-covered  employee  also  must  contribute  to  the  program.  This  is  why  many 
employer-sponsored  pension  programs  are  integrated  with  social  security  retirement 
benefits. 

COMPATIBILITY 

In  comparing  the  military  retirement  system  with  that  of  social  security,  few 
similarities  occur.  For  example: 


Social  security  ^JJf 


Provides  for  a  lump  sum  payment  for  burial  expenses  Yes  No. 

Provides  for  an  automatic  survivors  benefit  Yes  No. 

Provides  for  a  concurrent  retirement  payment  for  the  spouse  or  divorced  spouse  Yes  No. 

Provides  a  payment  for  a  dependent  child  or  student  child  Yes  No. 

Provides  a  payment  to  a  wife,  regardless  of  age,  if  caring  for  a  dependent  child  Yes  No. 

Provides  payments  to  dependents  of  totally  disabled  workers  Yes  No. 

Can  draw  VA  service-connected  disability  payments  in  addition  to  Yes  No. 

Retiree  has  a  vested  interest  Yes  No. 

Except  in  rare  cases,  provides  benefits  for  individuals  not  fully  qualified  Yes  No. 

All  recipients  in  a  class  receive  identical  benefits  Yes  No. 

Subject  to  limited  earning  restrictions  Yes  Yes. 

Individual  subject  to  military  law  as  well  as  civil  law  No  Yes. 

Subject  to  involutary  recall  to  work  by  employer  No  Yes. 

Prohibited  from  participating  in  certain  acitivities  No  Yes. 

Subject  to  loss  of  benefits  if  incarcerated  for  certain  crimes  No  Yes. 


In  reviewing  the  major  differences  in  the  two  systems,  it  appears  that  integration 
of  the  two  will  be  of  an  advantage  to  the  military  retiree.  However,  this  is  a  first 
impression,  one  that  belies  the  fact  that  military  personnel  and  their  employee,  the 
federal  government — for  the  most — are  wasting  their  contributions  to  the  social 
security  program. 

MILITARY  PERSONNEL  AND  SOCIAL  SECURITY 

Military  personnel  came  under  the  social  security  program  in  1957.  The  Service- 
men's and  Veterans'  Survivor  Benefits  Act  improved  old  age  and  survivor  benefits 
for  military  personnel  who,  previously,  had  limited  coverage. 

This  was  particularly  true  for  the  ones  who  entered  the  service  for  a  short  time — 
nearly  90  percent  of  all  military  personnel.  They  did  not  accrue  retirement  credits 
under  social  security  except  for  a  gratuitous  wage  credit  of  $160  per  month  for 
service  between  Sep.  16,  1940  and  Dec.  31,  1956. 

Subsequently,  it  was  determined  that  the  original  concern  expressed  for  passage 
of  the  law  was  misplaced.  In  its  report  to  the  President  and  Congress,  the  1976 
Defense  Manpower  Commission  stated:  "With  respect  to  (social  security)  retirement 
benefits,  it  would  be  more  advantageous  to  these  individuals  not  to  be  covered  by 
Social  Security  while  in  the  military.  It  is  unlikely  that  earnings  during  these  years 
will  even  enter  into  the  individual's  Social  Security  benefit  calculation  .  .  ." 
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Commenting  further,  the  Commission  reported  its  study  of  the  proposal  to  inte- 
grate the  two  systems. 

"Analysis  of  this  proposal  has  demonstrated  that  the  structure  of  the  Social 
Security  benefit  system  does  not  permit  an  unambiguous  attribution  of  benefits  to 
any  one  employer  when  the  individual  has  had  covered  employment  with  two  or 
more  employers.  As  a  result,  the  proposed  Social  Security  offset  would  deprive  the 
retiree  of  income  to  which  he  would  have  been  entitled  had  he  never  been  covered 
by  Social  Security  while  in  the  military.  He  has  paid  substantial  Social  Security 
taxes  for  an  income  to  which  he  is  legally  entitled  but  will  never  receive.  Enlisted 
personnel,  because  on  average  they  retire  at  an  earlier  age,  work  longer  at  civilian 
jobs,  and  are  more  likely  to  have  a  spouse  entitled  to  Social  Security  benefits 
independent  of  their  own,  would  be  more  adversely  affected  than  would  officers. 

"Social  Security  retirement  benefits  do,  nevertheless,  represent  a  significant  com- 
ponent of  the  total  retirement  income  an  individual  can  expect  in  actual  retirement. 
This  fact  should  not  be  ignored,  but  the  problems  inherent  in  explicity  linking 
Social  Security  benefits  to  military  covered  earnings  makes  this  approach 
unacceptable." 

MILITARY  RETIREMENT  PROGRAM 

The  military's  early  retirement  program  was  designed  to  recruit  and  retain  per- 
sonnel in  the  Nation's  armed  forces.  In  fact,  Congress  provided  for  20-year  retire- 
ments for  the  Army  and  Air  Force  following  World  War  II  primarily  as  a  recruiting 
tool. 

In  an  all-volunteer  force  concept,  then  as  now,  recruiting  qualified  people  in 
quantities  is  a  major  concern.  Even  in  times  of  high  unemployment  it  is  difficult  to 
meet  quality  goals  established  by  the  armed  forces  as  a  result  of  congressional 
proddings. 

There  is  no  point  in  exhausting  further  the  problems  the  military  is  experiencing 
in  recruiting  and  retention.  They  are  common  knowledge.  What  is  important  is 
what  is  required  to  bring  the  Nation's  eligible  youths  into  the  services  and  keeping 
the  qualified  ones  for  subsequent  duty. 

Noncommissioned  and  petty  officers,  skilled  in  the  art  of  recruiting,  training  and 
middle  management  have  left  and  are  continuing  to  leave  the  services  in  droves.  In 
addition  to  immediate  and  acute  monetary  problems,  many  are  concerned  that  their 
"promised"  retirement  program  will  be  dramatically  and  financially  altered  by  the 
time  they  become  eligible  for  retirement  pay.  Proposing  a  social  security  offset  with 
the  military  retirement  program  is  one  of  their  most  serious  worries. 

CONCLUSION 

In  view  of  the  incompatibility  of  the  two  systems,  the  recommendations  of  the 
Defense  Manpower  Commission  and  the  immediate  need  to  retain  the  current 
military  retirement  system  for  the  good  of  the  all-volunteer  force  concept,  the 
integration  of  military  retired  pay  and  social  security  benefits  should  not  be  consid- 
ered nor  implemented. 

Mr.  Pickle.  Thank  you,  Mr.  Johnson. 

Since  you  have  just  completed  your  testimony,  I  want  to  observe 
on  page  5  the  comparisons  you  made  with  the  military  retirement 
with  that  of  social  security.  I  haven't  run  through  them  all,  but  I 
find  some  very  marked  differences.  But  it  is  information  that  I  am 
glad  to  see,  and  I  am  glad  that  you  have  listed  it  for  us. 

Now,  the  Chair  had  to  step  out  of  the  room.  I  did  not  get  to  hear 
the  first  witnesses.  So  the  Chair  is  going  to  ask  Mr.  Bailey  if  he  has 
any  questions. 

Mr.  Bailey.  Mr.  Chairman,  one  very  brief  question  for  the 
American  Farm  Bureau. 

In  your  statement  you  began  with  a  comment  about  not  financ- 
ing social  security  benefits  with  general  revenues. 

Does  that  apply  also  to  your  view  of  disability  insurance?  I  ask 
this  because  later  on,  you  made  a  comment  about  financing  care 
with  welfare  money,  as  you  call  it.  Well,  welfare  moneys  are  gener- 
al fund  revenues.  I  am  sure  you  realize  that,  but  you  didn't  say 
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that.  And  it  struck  me  as  an  either  inconsistency  or  misunder- 
standing. 

Ms.  Rice.  The  first  statement  was  with  reference  to  social  secu- 
rity retirement  benefits.  It  is  true  our  policy  would  support  financ- 
ing medicare  and  probably  disability  out  of  general  revenues. 

Mr.  Bailey.  Well,  maybe  in  drawing  your  statements  from  now 
on,  you  can  make  that  a  little  clearer.  It  did  confuse  me. 

Ms.  Rice.  Thank  you. 

Mr.  Bailey.  And  thank  you  very  much  for  clearing  that  up. 

Thank  you,  Mr.  Chairman. 

Mr.  Pickle.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

I  would  like  to  very  quickly  ask  the  ladies  from  the  NEA,  inas- 
much as  you  are  for  infusing  general  revenue  funds  into  the  social 
security  program  in  rather  massive  amounts,  what  tax  would  you 
propose  to  provide  those  funds  for  the  Treasury? 

Ms.  Tarr-Whelan.  I  think  our  position  is  more  clearly  defined 
perhaps  in  the  reverse,  Mr.  Archer,  of  the  way  you  expressed  it; 
that  is,  to  remove  the  funding  of  the  hospital  insurance  and  disabil- 
ity insurance  out  of  the  social  security  system  into  general  rev- 
enues. 

Mr.  Archer.  That  is  a  massive  amount  of  money  that  would 
have  to  come  out  of  general  revenues,  and  I  was  just  wondering 
what  tax  you  would  propose  to  put  those  moneys  into  the  general 
revenues. 

Ms.  Tarr-Whelan.  Well,  I  think,  Mr.  Archer,  we  have  seen  that 
as  taxes  taken  from  the  pockets  of  our  teachers,  regardless  of 
which  particular  program  it  is  in.  Our  expression  has  dealt  with 
the  fact  that  the  same  total  is  necessary,  but  coming  from  general 
revenues  allows  for  a  more  rational  basis  for  the  old  age  survivors 
part  of  the  social  security.  There  are  lots  of  other  parts  of  the 
Federal  budget  that  are  also  very  difficult  to  estimate  ahead  of 
time.  And  that  is  what  we  see  as  the  major  problem  in  terms  of 
medicare  and  disability  and  the  need  to  change  the  financing  base 
for  that. 

Mr.  Archer.  But  you've  got  to  come  up  with  the  money  from 
some  source.  We  do  not  have  enough  in  the  way  of  general  revenue 
financing  to  cover  this  massive  additional  expenditure  that  you 
would  like  to  transfer  over  to  the  General  Treasury.  Now,  where 
are  we  going  to  get  that  money? 

Ms.  Tarr-Whelan.  Well,  I  don't  choose  to  argue  with  you,  Con- 
gressman, but  we  don't  have  that  money  in  the  social  security 
system,  either,  apparently,  at  this  stage. 

Mr.  Archer.  We  are  short  in  both,  but  we  have  a  bigger  deficit 
in  the  General  Treasury  than  we  do  in  the  social  security  funds. 
You  want  to  shove  the  burden  where  there  is  a  bigger  deficit  than 
in  the  social  security  fund.  And  I  just  wondered  where  you  suggest 
that  we  come  up  with  the  moneys,  or  do  you  just  want  to  borrow 
more? 

Ms.  Tarr-Whelan.  We  are  saying  that  we  would  like  to  have  it 
treated  as  other  parts  of  the  Federal  budget  as  we  are  considering 
the  costs  which  must  be  met  in  order  to  provide  the  services. 

Mr.  Archer.  I  understand  that.  And  when  you  put  it  into  the 
other  part  of  the  Federal  budget,  as  you  so  call  it,  out  of  the 
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General  Treasury,  you  are  going  to  only  compound  the  deficit.  And 
I  would  assume  you  would  not  want  greater  and  greater  inflation, 
which  is  robbing  teachers  perhaps  more  than  it  is  anybody  else  in 
their  inability  to  keep  up  with  it.  And  if  you  create  bigger  and 
bigger  deficits  in  the  General  Treasury,  that's  exactly  what  you  are 
going  to  have.  I  wonder  if  you  have  really  thought  through  your 
proposal  very  well? 

Ms.  Tarr-Whelan.  Yes,  I  believe  we  have,  Mr.  Archer.  And  I 
think  the  question  of  deficits  either  in  terms  of  the  Federal  budget 
or  in  terms  of  the  social  security  system  is  occupying  a  large 
number  of  us,  certainly,  with  regard  to  President  Reagan's  pro- 
posed budget  and  with  regard  to  various  alternatives  of  the  Federal 
Government  in  how  it  spends  its  funds.  And  the  NEA  rather 
clearly  feels  that  to  define  it  in  the  President's  term  that  the 
medicare  and  disability  are  more  nearly  part  of  the  safety  net  role 
of  Government  then  perhaps  it  should  be  moved  into  that  general 
direction  as  opposed  to  being  social  security  payroll  tax  funded. 

Mr.  Archer.  I  understand  what  you  are  saying.  But  you  have 
still  got  to  deal  with  some  financial  figures.  What  is  the  total 
amount  of  money  involved  in  both  disability  and  health  care  cover- 
age that  you  are  now  going  to  fund  out  of  the  General  Treasury? 

Ms.  Tarr-Whelan.  Frank,  do  you  have  that  direct  total? 

This  is  the  director  of  research  for  the  National  Education  Asso- 
ciation, Frank  Kovacs. 

Mr.  Kovacs.  Well,  we  are  going  along  with  the  proposal  that  the 
Congressional  Budget  Office  identified,  and  you  have  had  those 
figures,  I  am  sure,  sir. 

The  important  point  is  

Mr.  Archer.  Let's  stay  on  track,  please.  If  you  can,  I  would  like 
you  to  answer  my  question.  What  kind  of  total  dollars  are  you 
talking  about  since  you  made  the  proposal  that  would  be  involved 
in  transferring  disability  insurance  and  health  benefits  out  of 
social  security  into  the  General  Treasury? 

Mr.  Kovacs.  The  figure  of  $25  billion,  according  to  the  Congres- 
sional Budget  Office,  would  be  saved.  Therefore  I  would  believe 
that  is  the  amount  of  money  we  are  speaking  about  getting  from 
the  general  revenue. 

Mr.  Archer.  Is  that  for  both  health  care  and  disability? 

Mr.  Kovacs.  No.  That  would  strictly  be  for  the  health  care,  the 
HI  portion,  hospital  insurance. 

Mr.  Archer.  And  disability  is  going  to  run  what?  Somewhere 
around  $16  to  $17  billion? 

Mr.  Kovacs.  Yes. 

Mr.  Archer.  So  you  are  dealing  with  over  $40  billion  of  money 
that  you  want  to  fund  out  of  the  General  Treasury.  And  I  am  just 
curious  where  that  money  is  going  to  come  from. 

Mr.  Kovacs.  Well,  right  now  it  is  coming  from  the  State  and 
local  employer  

Mr.  Archer.  But  that  money  is  not  going  into  the  General  Treas- 
ury now. 

Mr.  Kovacs.  Payroll  taxes,  sir? 

Mr.  Archer.  No,  sir,  they  are  not.  They  are  going  directly  into 
the  social  security  trust  fund.  You  are  going  to  drain  the  General 
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Treasury  of  another  $40  billion  and  I  am  asking  you  where  the 
money  is  going  to  come  from. 

Mr.  Kovacs.  It  is  going  to  come  from  the  general  revenues,  and 
that  means  all  sources  of  taxes. 

Mr.  Archer.  All  sources  of  taxes  do  not  provide  that  money 
today.  We  are  looking  at  a  $60  billion  deficit  in  the  Federal  budget. 
You're  going  to  make  it  $100  billion  and  you  are  telling  me  it  is 
going  to  magically  appear  from  somewhere,  and  I  just  want  to 
know  where  it's  going  to  come  from. 

Mr.  Kovacs.  Well,  again,  I  would  fall  back  on  the  people  who 
have  been  doing  the  study.  The  National  Commission  on  Social 
Security,  which  has  already  testified,  I  am  sure,  before  this  group, 
has  studied  this  question  for  about  2  years.  And  their  recommenda- 
tion and  related  data  suggest  that  the  general  revenue — and  you 
know  the  arguments,  I  am  sure,  sir — should  support  the  medical 
because  of  the  impact  of  getting  some  handle  on  the  impact  on 
inflation;  the  disability,  even  though  it  is  

Mr.  Archer.  Gee,  I  hate  to  interrupt  you  again,  but  you're  not 
answering  my  question. 

Mr.  Kovacs.  There  is  only  one  source  you  can  get  the  revenue 
from.  The  principal  source  is  income  tax.  So  you  would  have  to  set 
some  priorities;  that  is  correct. 

Mr.  Archer.  How  would  you  increase  the  income  taxes  by  $40 
billion  in  order  to  generate  the  money  that  you  have  suggested  we 
take  out  of  the  General  Treasury? 

Mr.  Kovacs.  Well,  I  think  one  idea  is  to  reconsider  some  of  the 
tax  cuts  that  are  being  proposed. 

Mr.  Archer.  So  you  would  give  no  individual  income  tax  cuts  to 
your  teachers  then;  is  that  what  you  are  saying? 

Mr.  Kovacs.  I  am  saying  we  would  share  equally.  I  mean  we  are 
talking  about  

Mr.  Archer.  I  would  like  it  if  you  would  submit  to  us  in  writing 
a  recommendation  as  to  what  you  would  recommend  in  the  way  of 
additional  income  taxes  in  order  to  provide  this  money  out  of  the 
General  Treasury,  taxes  on  teachers  as  well  as  everybody  else, 
because  I  doubt  that  you  are  going  to  get  an  awful  lot  of  support 
when  you  get  your  teachers  together  to  approve  this  recommenda- 
tion. 

Mr.  Kovacs.  Well,  we  do  have  that  support  right  now.  They  have 
considered  this. 

Mr.  Archer.  For  the  new  taxes?  Surcharges  on  the  income  tax? 

Mr.  Kovacs.  Not  surcharges.  That  is  just  one  way,  but  we  have 
considered  this  proposal  very  seriously.  And  going  with  the  experts 
in  the  field,  this  has  been  the  recommendation  by  Wilbur  Cohen, 
and  other  people.  We  have  had  him  before  our  teacher  groups  at  a 
number  of  meetings.  And  based  on  their  long-  and  hard-term  stud- 
ies, this  is  what  they  have  come  up  with.  And  we  have  been  going 
with  their  recommendations. 

Mr.  Archer.  Well,  if  you  would  submit  for  the  record  how  we  are 
going  to  gain  this  extra  $40-plus  billion  into  the  General  Treasury 
and  what  new  tax  revenues  will  come  into  the  treasury  and  how 
those  taxes  would  be  collected,  I  would  certainly  appreciate  it. 

Mr.  Kovacs.  We  will  try,  sir. 

[The  material  referred  to  follows:] 
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Supplementary  Statement  of  NEA 

At  the  March  23,  1981  hearing  of  the  Subcommittee  on  Social  Security  on  Ways 
and  Means,  U.S.  House  of  Representatives,  a  request  was  made  of  NEA  to: 

Give  an  explanation  about  the  U.S.  deficit  in  the  Federal  Budget  and  NEA's 
recommendations  on  funding. 

Identify  where  the  money  would  come  from  to  pay  for  the  Hospital  Insurance  (HI) 
and  the  Disability  Insurance  (DI)  share  of  the  Social  Security  payroll  tax. 

Explanations  about  the  U.S.  deficit  in  the  Federal  budget  and  the  NEA's  recom- 
mendation to  fund  the  Hospital  Insurance  (HI)  and  Disability  Insurance  (DI)  from 
general  revenues  follow: 

NEA  recommends  that  the  funding  for  the  Hospital  Insurance  (HI)  and  Disability 
Insurance  (DI)  should  be  provided  from  general  revenues  and  the  Old  Age  Survivors 
Insurance  (OASI)  financed  from  the  payroll  tax.  The  Reagan  Administration's  esti- 
mate of  the  fiscal  year  1982  deficit  is  $45  billion  and  the  Congressional  Budget 
Office's  estimate  is  $67  billion.  In  both  instances  the  total  projected  outlays  of  the 
fiscal  year  1982  budget  include  the  Social  Security  Trust  funds. 

"The  present  form  of  the  budget  of  the  Federal  Government  was  adopted  begin- 
ning with  the  1969  budget,  in  which  receipts  and  outlays  from  the  Federal  funds 
and  trust  funds  are  consolidated.  When  these  fund  groups  are  consolidated  to 
display  budget  totals,  transactions  that  are  outlays  of  one  fund  group  for  payment 
to  the  other  fund  group  (i.e.,  interfund  transactions)  are  deducted  to  avoid  double 
counting."  1 

In  brief,  this  means  that  regardless  of  the  source  of  revenue  payroll  taxes  or 
general  revenue  the  computation  of  the  deficit  would  remain  the  same. 

It  is  important  to  note  however  that  the  Unified  Budget  Process  can  be  used 
inappropriately  to  portray  the  net  deficit.  For  example,  if  the  Administration  could 
subtract  a  billion  dollars  from  the  expenditures  it  would  reduce  the  $45  billion 
deficit  to  $44  billion.  In  a  like  manner  if  the  Administration  can  increase  balances 
in  the  Social  Security,  Unemployment  and  Highway  Trust  Fund  it  also  reduces  the 
deficit.  Still  another  way  to  reduce  the  deficit  would  be  to  reduce  Social  Security 
benefits  a  billion  dollars  and  this  would  reduce  the  deficit  to  $44  billion.  Critics  of 
the  Unified  Budget  feel  this  is  a  very  important  point  in  the  monitoring  of  the 
federal  deficit.  Wilbur  Cohen  states: 

"As  long  as  we  continue  on  the  Unified  Budget,  every  President  and  every 
Congress  has  an  incentive  to  cut  Social  Security  benefits.  The  unified  budget  provi- 
sion creates  the  incentive  to  cut  back  the  monthly  retirement  benefit  that  was  in 
the  1977  amendment  to  cut  back  the  disability  benefits  and  other  Social  Security 
benefits,  because  it  lowers  the  U.S.  deficit.2 

NEA  believes  that  it  is  inappropriate  to  retroactively  cut  any  Social  Security 
benefit  to  reduce  the  Federal  deficit  and  only  after  careful  study  of  the  implications 
and  impact  of  a  reduction  in  current  benefit  structure  should  there  be  consideration 
of  any  reductions. 

The  Congressional  Budget  Office  projects  an  estimated  $45.4  billion  ($17.5  DI  and 
$27.9  HI)  in  fiscal  year  1981  and  $53.7  billion  ($19.6  DI  and  $34.1  HI)  in  fiscal  year 
1982.  The  basic  question  posed  with  regard  to  the  funding  of  the  DI  and  HI  is 
"where  will  the  money  come  from  for  the  so-called  government  contribution?"  This 
question  however,  begs  the  fundamental  issue  of  the  DI  and  HI  trust  funds  which 
related  to  the  fact  that  the  Disability  Insurance  coverage  was  not  included  into  the 
payroll  tax  until  1956.  It  was  not  until  nine  years  later  (1965)  that  Health  Insurance 
was  added  to  the  payroll  tax.  It  is  interesting  to  note  that  many  of  the  groups  and 
political  forces  that  argued  against  inclusion  of  the  Disability  and  Health  insurance 
programs  in  Social  Security  are  now  arguing  to  keep  the  program  under  Social 
Security. 

NEA  believes  that  the  Hospital  Insurance  (HI)  and  Disability  Insurance  (DI) 
should  be  removed  from  the  payroll  tax  and  paid  for  from  general  revenue.  The 
proposed  option  offered  by  the  CBO3  is  identified  as  one  method.  Additional  ap- 
proaches were  proposed  by  a  consultant  panel  on  Social  Security  to  the  Congression- 
al Research  Service  in  a  report  prepared  for  the  Committee  on  Finance  and  the 
Committee  on  Ways  and  Means,  August  1976.  A  copy  of  these  options  is  attached 
along  with  a  brief  history  of  proposals  for  general  revenue  financing. 

It  is  NEA's  hope  that  this  information  will  be  of  value  in  your  effort  to  determine 
the  most  appropriate  way  to  fund  the  DI  and  HI  from  general  revenue. 


1  Committee  on  the  Budget,  U.S.  House  of  Representatives,  "The  Congressional  Budget  Proc- 
ess: A  General  Explanation,"  p.  272,  January  26,  1981. 

2  NEA  "Highlights  of  the  NEA  Retirement  issues  Forum,"  p.  30,  June  1980. 

3  CBO  "Paying  for  Social  Security:  Funding  Options  for  the  Near  Term,"  p.  38,  February  1981. 
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Appendix  F — Five  Funding  Options 

PART  I.  COVERAGE  AND  THE  FINANCING  ISSUE 

The  Social  Security  Act  excludes  from  coverage  most  employees  of  the  federal 
government  who  are  covered  under  a  federal  retirement  system.  State  and  local 
government  employees  and  employees  of  nonprofit  organizations  can  elect  coverage 
under  conditions  specified  in  the  law.  Three-fourths  of  the  state  and  local  govern- 
ment employees  and  90  percent  of  the  non  profit  employees  have  elected  such 
coverage. 

When  universal  coverage  under  Social  Security  was  debated  as  part  of  the  Social 
Security  Amendments  of  1977,  some  advocates  pointed  out  that  the  additional 
income  which  would  result  could  eliminate  the  then  existing  short-term  financing 
problems.  While  it  is  true  that  some  of  the  proposals  for  extending  coverage  could 
provide  significant  additional  short-term  income  (see  Table  A),  coverage  extension 
should  be  considered  on  its  own  merits  rather  than  as  a  means  of  solving  financing 
problems.  Moreover,  in  the  long  run,  as  additional  benefits  become  payable,  there  is 
no  significant  saving. 

PART  II.  PRICE  INDEXING 

Another  change  which  could  improve  the  financial  condition  of  the  cash  benefit 
program  involves  substituting  a  method  of  price  indexing  for  the  wage  indexing 
provisions  of  present  law.  Under  the  present  law  provisions  (adopted  by  the  1977 
amendments),  initial  benefits  are  based  on  earnings  increased  to  compensate  for 
rises  in  wage  levels  during  an  individual's  lifetime.  Under  a  price-indexed  system, 
initial  benefits  would  be  based  on  earnings  increased  to  take  account  of  inflation 
(rises  in  the  consumer  price  index).  Under  both  systems,  benefits  in  payment  are 
increased  to  take  account  of  rises  in  the  CPI. 

A  method  of  basing  benefits  on  price-indexed  earnings  was  recommended  by  a 
panel  which  reported  to  the  Committees  on  Finance  and  Ways  and  Means  in  1976. 1 
The  proposal  was  considered  by  Congress  during  consideration  of  the  1977  amend- 
ments but  was  not  adopted.  Since  then,  as  the  cost  of  the  present  program  has 
continued  to  rise,  there  has  been  some  additional  interest  in  the  idea. 

A  Committee  on  Finance  print  prepared  when  the  1977  amendments  were  being 
considered  said  that  "the  long-range  cost  of  the  system  under  a  price-indexing 
approach  would  be  approximately"  the  income  anticipated  from  the  tax  schedule 
then  in  the  law.2 

In  a  more  recent  form,  average  indexed  monthly  earnings  (AIME)  would  be 
computed  by  using  index  factors  that  are  based  on  the  average  CPI  for  the  first 
quarter  of  each  year.  As  under  present  law,  a  worker's  earnings  in  each  year  would 
be  indexed  to  the  second  year  before  the  year  in  which  the  worker  attains  age  62, 
becomes  disabled,  or  dies.  The  bend  points  in  the  benefit  formula  would  also  be 
increased  each  year  based  on  the  increase  in  the  average  CPI  for  the  first  quarter  of 
each  year.  The  bend  points  for  the  1981  benefit  formula,  for  example,  would  be 
obtained  by  increasing  the  1980  bend  points  by  the  percentage  increase  in  the 
average  CPI  from  the  first  quarter  of  1978  to  the  first  quarter  of  1979,  instead  of  the 
increase  in  average  wages  from  1978  to  1979,  as  under  present  law. 

TABLE  A.— ADDITIONAL  INCOME  TO  THE  SOCIAL  SECURITY  TRUST  FUNDS  IF  COVERAGE  WERE 
EXTENDED  TO  ALL  FEDERAL  EMPLOYEES,  STATE  AND  LOCAL  EMPLOYEES,  AND  EMPLOYEES  OF 
NONPROFIT  ORGANIZATIONS  ON  JANUARY  1, 1980 

[In  billions  of  dollars] 

r,i0nHor„«r  Federal       St?L?nd      Nonprofit  Tnta| 

Calendaryear  employees     Jj^     employees  Total 

OASDI 

1980.....  

1981  

1982  

1983  


5.4 

4.6 

0.5 

10.5 

6.3 

5.3 

.6 

12.2 

6.9 

5.9 

.7 

13.5 

7.5 

6.5 

.8 

14.8 

1  Report  of  the  Consultant  Panel  on  Social  Security  to  the  Congressional  Research  Service, 
prepared  for  the  Committee  on  Finance  and  the  Committee  on  Ways  and  Means,  August  1976. 

2  Committee  on  Finance,  U.S.  Senate.  Data  and  Materials  Relating  to  Social  Security  Financ- 
ing. Committee  Print,  95th  Congress,  first  session,  June  1977. 
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TABLE  A.— ADDITIONAL  INCOME  TO  THE  SOCIAL  SECURITY  TRUST  FUNDS  IF  COVERAGE  WERE 
EXTENDED  TO  ALL  FEDERAL  EMPLOYEES,  STATE  AND  LOCAL  EMPLOYEES,  AND  EMPLOYEES  OF 
NONPROFIT  ORGANIZATIONS  ON  JANUARY  1, 1980 — Continued 

[In  billions  of  dollars] 


eSi  3E  :°;e  « 


1984. 
1985. 
1986. 
1987. 
1988. 


1980. 
1981. 
1982. 
1983. 
1984. 
1985. 
1986. 
1987. 


OASDHI 


1981. 
1982. 
1983. 
.1984. 
1985. 
1986. 
1987. 
1988. 


fl  1 

0.1 

7  n 
/.u 

0 
.0 

1 1;  q 
iD.y 

Q  3 

o.U 

Q 

18  9 

16. L 

10.0 

8.6 

LO 

19.6 

10.8 

9.4 

1.0 

21.2 

11.7 

10.2 

1.1 

23.0 

1.1 

0.9 

0.1 

2.1 

1.5 

1.3 

.2 

3.0 

1.7 

1.4 

.2 

3.3 

1.8 

1.6 

.2 

3.6 

1.9 

1.7 

.2 

3.8 

2.2 

1.9 

.2 

4.3 

2.5 

2.2 

.2 

4.9 

2.8 

2.4 

.3 

5.5 

3.0 

2.6 

.3 

5.9 

6.5 

5.5 

0.6 

12.6 

7.8 

6.6 

.8 

15.2 

8.6 

7.3 

.9 

16.8 

9.3 

8.0 

.9 

18.2 

10.0 

8.7 

1.0 

19.7 

11.4 

9.9 

1.1 

22.4 

12.6 

10.8 

1.2 

24.6 

13.6 

11.8 

1.3 

26.7 

14.7 

12.8 

1.4 

28.9 

Note. — Based  on  the  Intermediate  Assumptions  used  in  the  1978  Report  of  the  Board  of  Trustees. 
Note. — Totals  do  not  necessarily  equal  the  sum  of  rounded  components. 
Source:  Office  of  the  Actuary,  Social- Security  Administration. 

TABLE  B.— REPLACEMENT  RATES  AND  ANNUAL  BENEFIT  AMOUNT1  UNDER  PRESENT  LAW  AND 
UNDER  PROPOSED  CHANGES  FOR  STEADY  WORKERS  WITH  AVERAGE  EARNINGS2  RETIRING  AT  AGE 
65 

Replacement  rates       Annual  benefit  amount  in 
  1978  dollars 


Year  of  retirement 


Present  law     Proposal     Present  |aw 


1980   49  49  $4,741  $4,741 

1985   42  42  4,479  4,563 

1990  _   42  41  4,892  4,749 

1995   42  38  5,328  4,880 

2000   42  37  5,834  5,121 

2010   42  34  6,902  5,562 

2020   42  30  8,154  5,933 

2030   42  28  9,635  6,397 

2040..-   42  26  11,385  6,941 

2050  _   42  24  13,452  7,583 


1  Annual  amounts  shown  represent  five  months  at  the  January  rate  and  7  months  at  the  June  rate. 

2  Assumed  to  be  four  times  the  average  first-quarter  covered  earnings. 

Note.— The  estimates  in  this-  table  are  based  on  the  economic  assumptions  used  in  the  intermediate  cost  estimates  (alternative  II)  in  the  1979 
OASOI  trustees'  report,  modified  to  reflect  the  actual  1979  benefit  increase  of  9.9  percent.  The  replacement  rates  pertain  to  workers  with  steady 
employment  at  increasing  earnings  and  compare  the  annual  retirement  benefit  at  age  65  with  earnings  in  the  year  immediately  prior  to  retirement. 

Source:  Social  Security  Administration,  Office  of  the  Actuary,  July  1979. 
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PART  III.  EARNED  INCOME  TAX  CREDIT 

The  Social  Security  payroll  tax  system  has  been  criticized  as  a  regressive  system 
that  imposes  an  excessive  burden  on  low-income  workers,  many  of  whom  pay  more 
in  Social  Security  taxes  than  in  income  taxes.1  One  way  in  which  the  burden  of 
Social  Security  is  reduced  for  many  low-income  families  is  through  the  refundable 
income  tax  credit  provided  for  low-income  families. 

The  credit  is  currently  equal  to  10  percent  (a  rough  approximation  of  the  com- 
bined employer/employee  tax)  of  the  first  $5,000  of  earned  income.  It  cannot  exceed 
$500  and  is  reduced  to  zero  for  taxpayers  with  incomes  over  $10,000.  For  each  $10  of 
income  in  excess  of  $6,000,  $1.25  of  credit  is  lost.  The  credit  is  refundable  because 
cash  payments  are  made  to  those  whose  credit  exceeds  their  federal  income  tax 
liaility  or  who  are  not  subject  to  the  tax.  The  credit  is  limited  to  families  with 
dependent  children. 

The  original  purpose  of  the  tax  credit  was  to  refund  to  low-income  workers  with 
children  a  large  portion  of  the  Social  Security  taxes  they  pay  and  thereby  moderate 
the  regressive  nature  of  the  tax.  The  cost  of  the  earned  income  tax  program 
decreases  net  income  tax  collections  but  does  not  reduce  Social  Security  payroll  tax 
receipts.  Approximately  82  percent  of  the  total  Social  Security  tax  paid  (employer 
and  employee  share)  is  refunded  to  those  who  are  eligible  for  the  credit.  Table  C 
provides  current  information  on  the  earned  income  tax  credit. 

Proposals  have  been  made  to  increase  the  tax  credit  to  the  full  amount  of  the 
employer  and  employee  tax  rate  (12.26  percent  in  1979),  to  include  low-income 
workers  without  children,  or  to  provide  a  credit  (perhaps  5  percent  of  payroll  taxes 
paid)  to  all  workers. 

Other  ways  of  reducing  the  payroll  tax  burden  on  low-income  people  and  making 
the  system  more  progressive  would  be  to  provide  personal  exemptions  and  low- 
income  allowances  in  the  computation  of  individual  s  payroll  tax  (such  as  used  in 
the  income  tax)  and  to  eliminate  the  ceiling  on  taxable  earnings. 

TABLE  C— EARNED  INCOME  TAX  CREDIT 

Credits1  Amount  of  . 

Tax  year  (in  credit  (in  Avemage, 

millions)  millions)  payment 

Tax  year  1977   5.6  $1,138.7  $202.60 

Tax  year  1978  (through  May  1979)   4.6       928.8  203.81 

1  Number  of  income  credits  established. 
Source-.  U.S.  Department  of  the 


PART  IV.  ESTIMATES  RELATING  TO  SCHEDULED  TAX  INCREASES  IN  1980-82 

The  following  estimates  are  based  on  the  Administration's  Mid-Session  Review 
assumptions,  as  published  on  July  12,  1979. 

Shown  below  are  estimates  of  the  amount  of  taxable  payroll  in  calendar  years 
1980-84,  under  present  law  and  under  a  modification  in  which  the  contribution  and 
benefit  base  increases  after  1979  under  the  automatic  increase  provisions  instead  of 
under  the  schedule  provided  under  present  law.  The  amounts  are  weighted,  based 
on  OASDI  tax  rates  in  each  year,  to  take  into  account  (1)  the  lower  contribution 
rate  payable  by  the  self-employed  compared  with  the  combined  employee-employer 
rate,  (2)  employee  contributions  subject  to  refund,  and  (3)  that  the  employer  contri- 
bution is  payable  on  only  a  portion  of  tips  taxable  as  wages. 

Estimated  amount  of  weighted  taxable 
payroll  (in  billions) 


Calendar  year  Automatjc 

Present  law      increases  in  base 
after  1979 

1980   $1,154  $1,144 

1981   1,302  1,276 

1982   1,444  1,415 


1  Strictly,  the  payroll  tax  is  proportional  up  to  the  maximum  amount  taxable  and  regressive 
above  the  amount.  Some  argue  that  taxes  and  benefits  should  not  be  separated  and  that  when 
both  are  considered,  the  program  is  progressive. 
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Estimated  amount  of  weighted  taxable 
payroll  (in  billions) 


Calendar  year  Automatic 

Present  law      increases  in  base 
after  1979 


1983   1,591  1,558 

1984   1,746  1,711 


Under  the  Mid-Session  Review  assumptions,  the  contribution  and  benefit  base  for 
each  year  1979-84  scheduled  under  present  law,  and  the  amount  that  would  result 
from  automatic  increases  after  1979  are: 


Base 


Calendar  year  Automatic 

Present  law       increases  after 
1979 


1979  '..   $22,900  $22,900 

1980   25,900  24,900 

1981  „   29,700  27,000 

1982   32,400  29,400 

1983   35,100  31,800 

1984   38,100  34,500 


As  a  result  of  the  ad  hoc  base  increase  scheduled  under  present  law  for  1980,  an 
estimated  12  million  workers,  or  about  11  percent  of  all  workers  in  covered  employ- 
ment, will  pay  higher  Social  Security  taxes  in  1980,  over  and  above  the  amount  they 
would  pay  if  the  base  were  to  increase  after  1979  under  the  automatic  increase 
assumptions.  In  each  year  1981-84,  the  number  of  workers  paying  higher  taxes 
because  of  the  ad  hoc  increases  will  be  about  13  million,  and  the  percentage  of  all 
workers  so  affected  will  remain  at  about  11  percent. 

Table  D  contains  estimates  of  additional  OASDI  and  HI  tax  income  in  calendar 
years  1980-84  resulting  from  the  contribution  rate  increases  and  the  ad  hoc  base 
increases  scheduled  under  present  law. 

Note. — From  a  memorandum  by  Harry  C.  Ballantyne,  Deputy  Chief  Actuary,  Social  Security 
Administration,  Department  of  Health,  Education  and  Welfare,  July  23,  1979. 

TABLE  D.— ESTIMATED  AMOUNT  OF  OASDI  AND  HI  TAX  INCOME  ATTRIBUTABLE  TO  (A)  TAX  RATE 
INCREASES  SCHEDULED  SN  1981  AND  1982,  AND  (B)  AD  HOC  INCREASES  IN  THE  CONTRIBUTION 
AND  BENEFIT  BASE  IN  1980  AND  1981,  CALENDAR  YEARS  1980-84 

[In  billions  of  dollars] 


Total  OASDI  HI 

1980    1981    1982    1983    1984    1980    1981    1982    1983    1984    1980    1981    1982    1983  1984 


Effect  of  tax  rate 
increases,  using 
base  increases 
scheduled  in 
present  law: 

Total   12.6   16.6   18.4  20.2    6.6    9.6   10.6   11.7    6.0    7.1    7.8  8.6 


1981  rate  increase 

1982  rate  increase 

12.6 

15.3 
1.3 

16.9 
1,6 

18.5 

1.7  

6.6 

8.2 
1.3 

9.1 
1.6 

10.0 

1.7  

6.0 

7.1 

7.8 

8.6 

Effect  of  tax  rate 

increases,  using 

automatic 

increases  in  base 

after  1979: 

Total  

  12.4 

16.3 

18.1 

19.8  

...  6.5 

9.4 

10.4 

11.5  

...  5.9 

6.9 

7.6 

8.4 

1981  rate  increase 

12.4 

15.0 

16.5 

18.2 

6.5 

8.1 

8.9 

9.8 

5.9 

6.9 

7.6 

8.4 
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TABLE  D— ESTIMATED  AMOUNT  OF  OASDI  AND  HI  TAX  INCOME  ATTRIBUTABLE  TO  (A)  TAX  RATE 
INCREASES  SCHEDULED  IN  1981  AND  1982,  AND  (B)  AD  HOC  INCREASES  IN  THE  CONTRIBUTION 
AND  BENEFIT  BASE  IN  1980  AND  1981,  CALENDAR  YEARS  1980-84— Continued 

[In  billions  of  dollars] 


Total  OASDI  HI 


1980  19 

81    1982    1983    1984  1980 

1981  1982 

1983 

1984    1980  19 

81    1982    1983  1984 

  1.3     1.5  1.7  

  1.3 

1.5 

1.7  

Effect  of  ad  hoc 
based  increases  in 
1980  and  1981 
over  automatic 
base  increases 
after  1979,  using 
tax  rates 
scheduled  in 

present  law   1.0    3.1    3.8    4.3    4.7    0.8    2.5    3.1    3.5    3.8    0.2     .6     .7     .8  .9 

Note.— The  above  estimates  are  based  on  the  Administration's  Mid-Season  Review  assumptions,  as  published  in  July  1979. 
Source:  Social  Security  Administration,  Office  of  the  Actuary,  July  20,  1979. 


PART  V.  A  NEW  FINANCING  PLAN  FOR  MEDICARE  AND  SOCIAL  SECURITY 

The  plan  described  below  has  the  potential  of  serving  several  purposes  of  great 
interest  to  a  variety  of  political  forces,  economists,  and  Social  Security  experts. 

1.  It  substantially  reduces  payroll  taxes  in  1980  and  does  not  increase  them  for  at 
least  the  rest  of  this  century. 

2.  It  protects  both  the  earned-right  concept  in  Social  Security  and  Medicare  and 
the  "fiscal  discipline"  inherent  in  an  earmarked  tax. 

3.  It  avoids  general  revenue  financing  in  the  cash  benefit  program  of  Social 
Security. 

4.  It  eliminates  the  uneasiness  about  the  adequacy  of  Social  Security  financing. 

5.  It  can  be  combined  readily  with  a  tax  cut  that  may  be  needed  next  year  for 
economic  reasons,  with  most  of  the  cut  coming,  in  effect,  from  the  payroll  taxes. 

6.  It  can  be  combined,  if  it  seems  desirable,  with  rescinding  the  1980  and  1981  ad 
hoc  increases  in  the  maximum  benefit  and  contribution  bases  in  present  law. 

7.  It  can  be  combined,  if  it  seems  desirable,  with  a  plan  for  self-financing  the 
present  Social  Security  cash  benefit  program  for  the  full  75  years  over  which 
actuarial  estimates  are  made  and  without  exceeding  the  maximum  payroll  tax  rate 
in  present  law. 

The  plan  is  as  follows: 

1.  Retain  the  Hospital  Insurance  Trust  Fund  with  its  present  assets,  but  begin- 
ning in  1980  have  all  income  to  the  Fund  (other  than  interest)  come  from  two  new 
taxes,  an  earmarked  portion  of  the  individual  income  tax  (for  example,  computed  as 
a  flat  percentage  of  net  taxable  income  up  to  the  Social  Security  maximum  earnings 
base),  and  a  matching  earmarked  portion  of  the  corporation  income  tax.  The 
amounts  contributed  by  the  individual  would  be  shown  on  his  tax  return  as  pay- 
ment toward  Medicare.  On  becoming  eligible  for  Medicare  the  individual  would  no 
longer  have  to  pay  in. 

This  way  of  financing  Medicare  would  protect  the  concept  of  an  earned  right  to 
the  benefit,  and  (because  all  but  the  very  poor  would  have  paid  specifically  toward 
the  benefit  throughout  their  lives)  would  guard  against  the  later  introduction  of  a 
means  test  or  the  repudiation  of  benefit  rights.  This  method  of  financing  would  also 
preserve  "fiscal  discipline"  since  the  earmarked  tax  labeled  as  a  payment  for 
Medicare  would  need  to  be  increased  as  Medicare  expenditures  rose. 

The  income  from  these  new  taxes  would  need  to  be  about  $23  billion  in  1980  to 
cover  expenditures  and  would  need  to  be  higher  in  the  future,  an  estimated  $26 
billion  in  1981,  for  example.1 


1  In  present  law,  the  percent  of  Social  Security  covered  payroll  devoted  to  Medicare  rises  from 
2.1  percent  in  1980  to  2.6  percent  in  1981,  to  2.7  percent  in  1985,  to  2.9  percent  in  1986  and 
thereafter.  It  depends  on  what  happens  to  hospital  costs  whether  the  2.9  rate  is  adequate  after 
the  late  1980's. 
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2.  In  1980,  cut  payroll  taxes  from  6.13  percent  of  earnings  (the  rate  scheduled  for 
both  1979  and  1980)  to  5.5  percent  and  have  all  income  from  the  rate  go  to  the  cash 
benefit  portion  of  Social  Security.  The  reduction  in  payroll  taxes  for  1981  would  be 
from  6.65  to  5.5,  or  about  $28  billion.  The  5.5  rate  would  remain  level  until  at  least 
2005,  taking  the  place  of  the  tax  schedule  for  cash  benefits  in  present  law,  which  is 
as  follows:  1980,  5.08;  1981,  5.35;  1982,  5.40;  1985,  5.70;  1990  and  on,  6.2. 

The  5.5  rate  would  eliminate  any  possibility  of  a  short-term  deficit  (a  possibility 
raised  for  1983-84  by  the  midyear  budget  review  and  the  Congressional  Budget 
Office  projections  for  the  old-age  and  survivors  insurance  part  of  the  program),  and 
according  to  the  middle-range  estimates  of  the  last  trustees  report  is  sufficient  on  a 
pay-as-you-go  basis  until  2005. 

The  cut  in  the  rate  in  1980  would  be  very  welcome  to  Congress,  to  labor,  to 
business,  and  to  the  general  public.  It  would  reduce  the  cost  of  doing  business  and 
thus  the  pressure  on  prices  and  have  a  stimulating  effect  on  employment  by  reduc- 
ing the  cost  of  labor.  The  reduction  in  payroll  taxes  from  6.13  to  5.50  in  1980  would 
amount  to  about  $13  billion.  If  a  general  tax  cut  to  stimulate  the  economy  becomes 
desirable  as  the  recession  deepens,  this  type  of  a  cut  would  be  considered  by 
practically  all  economists  to  be  the  best  kind  of  a  cut. 

An  additional  possibility,  but  somewhat  more  controversial,  would  be  to  have  the 
maximum  benefit  and  contribution  base  rise  after  1979  only  in  accord  with  the 
increase  in  average  earnings.  This  would  cancel  the  ad  hoc  increases  now  scheduled 
in  present  law  which  would  raise  the  maximum  from  $22,900  in  1979  to  $25,900  in 
1980  and  to  $29,700  in  1981.  In  this  case  the  rate  would  probably  need  to  be  5.6 
instead  of  5.5. 

3.  If  the  plan  were  designed  to  have  a  neutral  economic  effect,  the  take  from  the 
individual  income  and  corporation  income  taxes  would  need  to  be  reduced  by  $10 
billion  so  that  when  combined  with  the  $13-billion  reduction  in  payroll  taxes,  the 
total  reduction  would  equal  the  $23-billion  income  from  the  new  Medicare  taxes. 
Alternatively,  if  a  stimulative  tax  cut  is  considered  desirable,  personal  and  corpora- 
tion income  taxes  could  be  left  unchanged.  The  reduction  in  payroll  taxes  and  the 
loss  of  revenues  to  the  Medicare  trust  funds  could  be  offset  by  earmarking  $23 
billion  of  existing  personal  and  corporation  income  tax  revenues  to  the  Medicare 
trust  fund.  The  result  could  be  a  $13-billion  tax  cut.  If  a  larger  reduction  than  $13 
billion  were  considered  desirable  to  promote  economic  expansion,  then  the  payroll 
tax  cut  could  be  combined  with  additional  reductions  in  personal  or  corporation 
taxes. 

4.  Arguably,  it  might  also  be  desirable  to  schedule  a  rate  increase  for  2005  that 
would  carry  the  present  cash  benefit  program  for  the  full  75  years  over  which  the 
actuarial  cost  estimates  are  made,  but  this  is  not  a  necessary  part  of  the  plan.  An 
increase  from  5.5  to  7.5  in  2005  would  be  necessary  to  accomplish  this  purpose  under 
the  assumptions  in  the  latest  trustees  report.  Of  course,  as  the  country  approached 
the  next  century,  a  decision  could  be  made  to  stretch  out  this  rate  on  a  pay-as-you- 
go  basis,  or  demographic  and  other  assumptions  might  have  changed  enough  to  call 
for  either  a  somewhat  higher  or  lower  rate,  or  the  country  might  decide  to  reduce 
long-range  Social  Security  protection  or  finance  some  of  the  cash  benefit  program 
from  other  sources.  The  case  for  putting  the  7.5  rate  in  the  law  now  is  that  while 
recognizing  the  possibility  of  increased  costs  because  of  the  increasing  number  of  old 
people,  it  provides  fully  for  meeting  the  costs  and  this  reduces  the  uneasiness  about 
the  financial  soundness  of  the  system. 

The  7.5  rate  for  2005  and  thereafter  for  cash  benefits  compares  with  the  present 
law  rate  of  7.65  beginning  in  1990  for  the  combined  Medicare  and  cash  benefit 
programs.  The  present  law  rate,  however,  does  not,  under  current  assumptions,  fully 
finance  Medicare  beyond  1990,  or  cash  benefits  beyond  2030. 

A  plan  along  these  lines  might  well  appeal  to  many  diverse  interests: 

1.  Business  leaders  and  many  Representatives  and  Senators  important  in  deter- 
mining Social  Security  policy  do  not  want  general  revenues  in  the  cash  benefit  part 
of  Social  Security  but  might  not  be  opposed  to  financing  Medicare  from  new  ear- 
marked taxes  based  on  income  tax  principles.  Such  a  special  tax  preserves  "fiscal 
discipline"  since  it  has  to  rise  as  benefits  rise. 

2.  Labor  wants  to  roll  back  the  Social  Security  tax  from  the  present  6.13  percent 
of  earnings  (combined  Medicare  and  cash  benefits)  to  at  least  5.85  percent  and  is 
opposed  to  future  increases  in  the  rate.  Labor  favors  general  revenue  financing  of 
Social  Security  in  place  of  higher  rates,  but  is  concerned  that  100-percent  general 
revenue  financing  of  any  particular  benefit,  such  as  Medicare,  would  lead  to  means- 
testing  of  that  benefit.  However,  financing  Medicare  from  a  new  earmarked  tax 
should  meet  this  concern.  Labor  also  very  much  wants  to  stabilize  the  financing  of 
the  cash  benefits  under  Social  Security  and  to  end  the  public  uproar  and  controver- 
sy about  "bankruptcy"  of  Social  Security. 
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3.  Congress  and  the  Administration  are  concerned  about  both  the  scheduled 
increase  in  Social  Security  taxes  for  1981  and  the  possibility  that,  even  with  the 
increase,  there  may  be  a  financing  problem  in  1983-84  if  the  recession  is  deeper 
than  is  now  expected. 

4.  Many  economists  want  to  cut  Social  Security  taxes  in  the  short  run  to  reduce 
the  cost  of  hiring  labor  and  to  reduce  the  pressure  on  prices,  and  for  the  long  run  to 
have  progressive  taxes  constitute  a  greater  proportion  of  the  total  tax  structure 
than  is  now  the  case. 

5.  Private  insurance  and  business  generally  would  like  to  hold  down  the  increases 
in  the  maximum  earnings  base  under  Social  Security  because  it  leads  to  higher 
benefits  for  the  higher  paid  and  is  seen  as  a  competitive  threat  to  private  pensions, 
private  insurance,  and  private  savings.  They,  of  course,  want  to  hold  down  the 
Social  Security  contribution  rate  for  the  employer  for  more  general  reasons. 

Appendix  G — A  History  of  Proposals  for  General  Revenue  Financing 

At  the  present  time  the  significant  use  of  general  revenues  is  in  connection  with 
supplemental  medical  insurance  (Part  B)  of  the  Medicare  program.  General  rev- 
enues are  used  in  a  limited  way,  for  two  special  types  of  benefits  under  the  cash 
benefit  program — for  special  age-72  benefits  and  for  noncontributory  military  serv- 
ice credits.  (See  the  last  page  of  Appendix  G.) 

Proposals  to  use  general  revenues  to  pay  for  a  substantial  part  of  the  Social 
Security  cash  benefits  date  back  to  discussions  preceding  enactment  of  the  Social 
Security  Act  of  1935.  Early  proposals  called  for  introducing  general  revenues  at 
some  future  date  as  a  way  to  avoid  increasing  payroll  taxes  when  benefit  costs  were 
expected  to  exceed  annual  income  from  payroll  taxes.  Proposals  of  this  sort  were 
suggested  by  1935  Committee  on  Economic  Security,  the  1939  Advisory  Council,  a 
1946  Staff  Study  for  the  Committee  on  Ways  and  Means,  and  the  1948  Advisory 
Council. 

In  the  mid-1960's  general  revenues  were  advocated  as  a  way  to  improve  the 
adequacy  of  benefits  without  increasing  the  payroll  tax  burden.  In  the  1970's  propos- 
als to  use  general  revenues  have  been  supported  as  a  way  to  reduce  (or  to  avoid 
increasing)  the  payroll  tax  with  consequent  effect  on  employment  and  the  economy. 
Specific  recommendations  to  use  general  revenues  for  the  OASDI  cash  benefit 
program  and  for  the  Medicare  program  are  described  below. 

I.  GENERAL  REVENUES  FOR  CASH  BENEFITS 

1935  Committee  on  Economic  Security  (deferred  general  revenue  contribution) 

The  original  plan  of  the  Committee  on  Economic  Security  called  for  a  general 
revenue  contribution  to  the  Social  Security  system  to  begin  in  1965.  The  Committee 
report  includes  the  suggestion  that —  \ 

"The  Federal  Government  make  no  contribution  from  general  tax  revenues  to  the 
fund  during  the  years  in  which  income  exceeds  payments  from  the  funds,  but  that  it 
guarantee  to  make  contributions  when  the  level  of  payments  exceeds  income  from 
contributions  and  interest  sufficient  to  maintain  the  reserve  at  the  level  of  the  last 
year  in  which  income  exceeded  payments."  1 

Under  the  tax  and  benefit  provisions  proposed  by  the  Committee,  a  trust  fund 
reserve  of  about  $15  billion  was  projected  to  have  accumulated  by  1965,  after  which 
general  revenues  would  have  been  used  to  maintain  the  reserve  at  that  level. 

The  President  rejected  this  idea,  insisting  that  the  program  be  self-supporting, 
and  a  schedule  of  payroll  tax  rates  which  was  expected  to  make  the  system  self- 
supporting  through  1980  was  adopted. 

1939  Advisory  Council  (one-third  general  revenues) 

The  1939  Advisory  Council  recommended  broad  changes  in  the  benefit  structure, 
including  providing  benefits  for  wives,  widows,  and  orphans;  moving  up  the  first 
benefit  payment  date  from  1942  to  1940;  and  revising  the  benefit  formula  to  provide 
higher  benefits  in  the  early  years  of  the  program.  The  Advisory  Council  favored  the 
principle  of  a  general  revenue  contribution  to  the  program  and  recommended 
moving  toward  an  equal  three-way  sharing  of  program  financing  between  employ- 
ees, employers,  and  the  federal  government.  In  support  of  a  general  revenue  contri- 
bution, the  Advisory  Council  expressed  its  view  that  the  nation  as  a  whole  benefits 
from  the  existence  of  a  Social  Security  program.  Furthermore,  it  noted  that  the 
increased  coverage  and  benefits  it  had  recommended  would  offset  some  of  the  costs 
of  assistance  programs  that  were  financed  from  general  revenues.  Finally,  the 


1  Committee  on  Economic  Security.  "Report  to  the  President."  January  15,  1935.  p.  30. 
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Council  noted  that  partial  financing  from  general  revenues  "has  long  been  accepted 
as  sound  public  policy  in  other  countries."  2 

1944  Vandenberg  Amendment  (general  revenue  authorization) 

Under  the  1939  amendments,  the  payroll  tax  rate  was  scheduled  to  rise  from  1 
percent  (on  employers  and  employees  each)  to  2.0  percent  in  1943,  then  to  2.5 
percent  in  1946  and  3.0  percent  in  1949.  In  the  1940's  Congress  amended  the  law 
several  times  to  hold  the  tax  rate  at  1  percent.  The  principal  author  of  these 
amendments  was  Senator  Vandenberg.  The  1944  legislation  that  froze  the  tax  rate 
at  1  percent  included  an  authorization  for  appropriation  of  general  revenues  equal 
to  "such  additional  sums  as  may  be  required  to  finance  the  benefits  and  payments" 
authorized  by  Title  II.  No  appropriations  were  made  under  this  authorization,  and  it 
was  repealed  in  1950. 

1946  Ways  and  Means  Committee  Study  (deferred  general  revenue  contribution) 

The  report  of  the  Social  Security  Technical  Staff  of  the  Committee  on  Ways  and 
Means  in  1946  suggested  a  schedule  of  future  payroll  tax  rates  for  the  program  and 
recommended  "that  a  federal  subsidy  be  anticipated  in  future  years."3  Under  this 
proposal,  general  revenues  would  have  been  used  whenever  income  was  less  than 
outgo  until  general  revenues  amounted  to  one-third  of  the  cost  of  the  program.  If 
the  payroll  tax  provided  less  than  two-thirds  of  the  income  needed,  Congress  was 
expected  to  increase  the  tax  rates. 

1948  Advisory  Council  (deferred  general  revenue  contribution) 

The  1948  Advisory  Council  recommended  liberalizing  benefits  (by  about  50  per- 
cent) and  raising  the  payroll  tax  by  50  percent,  from  1  to  1.5  percent  for  employers 
and  employees,  each.  It  further  recommended  that  the  payroll  tax  be  raised  to  2.0 
percent  when  "needed  to  cover  current  disbursements,"4  and  after  that  general 
revenues  be  gradually  phased  in  until  the  government  contribution  reached  one- 
third  of  total  benefit  outlays. 

In  support  of  a  general  revenue  contribution,  the  Council  endorsed  the  view  of  the 
1939  Advisory  Council  that  the  nation  as  a  whole  has  a  stake  in  the  welfare  of  the 
aged  and  of  widows  and  children  and  that  the  program  offsets  costs  that  might 
otherwise  be  borne  by  assistance  programs  paid  from  general  revenues.  In  addition, 
the  1948  Council  felt  that  general  revenues  were  justified  to  pay  for  part  of  the 
"accrued  liability"  of  the  program — those  costs  associated  with  paying  full-rate 
benefits  in  the  early  years  and  of  postponing  until  later  years  the  higher  payroll 
taxes  that  might  have  provided  for  a  fully  funded  program. 

Mid-1960's  proposals  (general  revenue  financing  and  increased  benefits) 
General  revenue  financing  proposals  resurfaced  in  the  mid-1960's  in  the  context  of 

the  War  on  Poverty  and  the  goal  of  making  Social  Security  benefits  more  adequate. 
In  1965  the  AFL-CIO  adopted  a  resolution  calling  for  a  50-percent  increase  in 

Social  Security  benefits  and  for  financing  one-third  of  program  costs  out  of  general 

revenues. 

General  revenue  financing  proposals  were  also  discussed  by  program  officials. 
Commissioner  of  Social  Security  Robert  M.  Ball,  speaking  in  1966,  discussed  pros- 
pects for  increasing  Social  Security  benefits  and  raising  the  additional  funds  to  pay 
for  the  benefits  from  general  revenues.  This,  he  said,  might  be  justified  on  the 
grounds  that  a  considerable  part  (about  one-third)  of  the  cost  of  the  Social  Security 
program  was  the  result  of  paying  full-rate  benefits  to  people  who  were  already  old 
when  the  program  began.  As  a  result,  they  and  their  employers  did  not  pay  the  full 
cost  of  their  benefits;  and  it  seemed  reasonable  to  meet  these  unfunded  costs  out  of 
general  revenues  rather  than  out  of  the  payroll  tax.5 

In  1966  Robert  M.  Kennedy  introduced  a  bill  that  followed  the  general  provisions 
of  the  AFL-CIO  resolution — a  50-percent  increase  and  a  large  contribution  from 
general  revenues.  The  use  of  general  revenues  was  justified  on  much  the  same 
grounds  as  used  by  Commissioner  Ball  earlier  in  the  year. 


2  Final  Report,  Advisory  Council  on  Social  Security,  Senate  Document  No.  4,  76th  Congress, 
First  Session,  December  10,  1939. 

3  U.S.  Congress,  House  Committee  on  Ways  and  Means,  Social  Security  Technical  Staff.  Issues 
in  Social  Security."  79th  Congress,  First  Session,  1946.  p.  121. 

4  U.S.  Congress,  Senate  Advisory  Council  on  Social  Security.  Recommendations  for  Social 
Security  Legislation".  Senate  Document  208.  80th  Congress,  Second  Session,  1948.  pp.  46-47. 

5  Ball,  Robert  M.  Address  at  the  annual  meeting  of  the  American  Society  for  Public  Adminis- 
tration. Washington,  D.C.  April  14,  1966. 
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1977  Burke  proposal  (one-third  general  revenues  and  reduced  payroll  taxes) 

A  plan  to  finance  one-third  of  OASDHI  benefits  from  general  revenues,  with  a 
concomitant  reduction  in  payroll  taxes  (from  6.05  to  3.90  percent  for  1978)  was 
proposed  by  Representative  James  A.  Burke,  who  served  as  chairman  of  the  Sub- 
committee on  Social  Security  of  the  Ways  and  Means  Committee  from  1973  to  1978. 
(In  1976  the  Burke  proposal  for  one-third  general  revenue  financing  had  140  cospon- 
sors  in  the  House  and  6  in  the  Senate.)  The  1977  Burke  proposal  included  a 
provision  to  raise  the  taxable  earnings  base  to  $100,000.  Arguments  in  support  of 
both  features  of  the  bill  centered  on  job  creation  and  work  incentives. 

1977  administration  proposal  (countercyclical  plan) 

The  Administration  in  1977  proposed  what  was  termed  a  countercyclical  financing 
plan  to  compensate  the  OASDHI  trust  funds  for  the  income  that  was  lost  because 
unemployment  was  high.  The  proposal  would  have  transferred  funds  from  general 
revenues  to  the  OASDHI  trust  funds  as  follows:  for  every  Vio  of  a  percent  that  the 
unemployment  rate  exceeded  6  percent,  general  revenues  equal  to  3/io  percent  of 
Social  Security  tax  collections  were  to  be  added  to  the  trust  funds.  The  formula 
would  have  applied  in  the  period  1976-78.  It  was  estimated  that  a  total  of  $14.4 
billion  in  general  revenues  would  have  been  transferred  to  the  trust  funds  under 
this  proposal. 

The  3  to  1  relation  between  trust  fund  revenue  losses  and  unemployment  was 
based  on  Okun's  Law,  an  economic  theory  developed  by  Arthur  Okun.  His  analysis 
suggested  that  a  1-percent  increase  in  unemployment  was  associated  with  a  3- 
percent  decrease  in  real  GNP.  The  validity  of  applying  this  theory  to  the  relation- 
ship between  trust  fund  receipts  and  unemployment  has  been  challenged.6  A  com- 
parison of  actual  with  expected  payroll  tax  revenues  in  1975-76  (when  unemploy- 
ment was  higher  than  had  been  estimated  by  the  Social  Security  actuaries)  showed 
that  the  application  of  Okun's  Law  would  have  overestimated  the  revenue  losses 
about  three-fold. 

Specific  benefits  for  general  revenue  financing. 

In  recent  years  proposals  have  been  made  to  pay  for  specific  parts  of  the  cash 
benefit  program  from  general  revenues.  Such  plans  call  for  using  general  revenues 
to  pay  for  all  or  part  of  (a)  the  cost  of  adjusting  benefits  to  keep  pace  with  inflation; 
(b)  the  cost  of  the  disability  insurance  program;  or  (c)  what  has  been  called  the 
"welfare"  or  social  adequacy  components  of  the  cash  benefit  structure.  While  there 
has  been  considerable  discussion  of  paying  for  the  "welfare  component"  out  of 
general  revenues,  there  is  little  agreement  as  to  what  is  meant  by  the  "welfare" 
component.  In  general,  it  seems  to  mean  that  part  of  the  Social  Security  benefit  an 
individual  does  not  "pay"  for. 

II.  GENERAL  REVENUES  FOR  MEDICARE 

The  1965  amendments  establishing  the  Medicare  program  provided  separate  fi- 
nancing for  the  Hospital  Insurance  program  (Part  A)  and  the  Supplementary  Medi- 
cal Insurance  program  (Part  B).  Part  A  of  the  program  is  financed  like  the  cash 
benefit  program,  with  primary  reliance  on  payroll  taxes  from  employees  and  em- 
ployers. 

One-half  of  the  cost  of  Part  B  of  the  program  was  intended  to  come  from  premi- 
ums paid  by  enrollees  in  the  program,  with  the  remaining  half  paid  from  general 
revenues.  In  1967  enrollees  paid  a  $3  monthly  premium  and  the  government  paid  an 
equal  amount.  Deviations  from  the  concept  of  equal  cost  sharing  between  enrollees 
and  the  federal  government  came  in  1973  and  again  in  1975.  In  1973  the  disabled 
were  brought  under  the  program  at  monthly  premiums  equal  to  those  paid  by  the 
aged  but  which  amounted  to  less  than  one-half  the  higher  cost  of  medical  care  for 
the  disabled.  In  1975  premiums  for  both  the  aged  and  the  disabled  rose  by  less  than 
the  increased  cost  of  the  program,  with  general  revenues  making  up  the  difference. 
Since  1975,  the  increase  in  Part  B  premiums  has  been  limited  to  the  rate  of  increase 
in  benefits.  In  fiscal  year  1980  the  monthly  premium  if  $8.70.  General  revenues  now 
cover  about  70  percent  of  the  cost  of  the  Part  B  program. 

Past  and  current  proposals  to  expand  the  role  of  general  revenues  in  paying  for 
the  Medicare  program  include  the  following: 


6  Myers,  Robert  J.  "Okun's  Law  and  the  Carter  Social  Security  proposals."  "The  Journal  of 
Risk  and  Insurance."  June  1978. 
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1971  Advisory  Council  (combine  parts  A  and  B  and  finance  one-third  of  the  total 
from  general  revenues) 
The  1971  Council  recommended  that  the  two  parts  of  the  Medicare  program  be 
combined  and  that  one-third  of  the  cost  of  the  program  be  paid  from  employee 
payroll  taxes,  one-third  from  employer  payroll  taxes,  and  one-third  from  general 
revenues.  The  premium  paid  by  participants  in  the  program  would  have  been 
eliminated. 

At  the  time  this  proposal  was  made,  general  revenues  accounted  for  about  one- 
fifth  of  the  combined  cost  of  Parts  A  and  B  of  the  Medicare  program. 

1975  Advisory  Council  (hospital  insurance  financed  by  general  revenues) 

The  1975  Advisory  Council  recommended  that  the  payroll  tax  for  Hospital  Insur- 
ance be  added  to  the  OASDI  tax  on  the  Hospital  Insurance  program  be  financed  out 
of  general  revenues.  A  similar  proposal  was  included  among  the  six  options  cited  by 
the  Congressional  Budget  Office  in  a  July  31,  1979,  memorandum  transmitting 
updated  estimates  of  the  status  of  the  Social  Security  trust  funds  for  fiscal  years 
1979-1984. 

1979  Advisory  Council  (shift  HI  to  general  revenues  and  use  part  of  the  HI  payroll 
for  OASDI) 

The  1979  Advisory  Council  is  expected  to  recommend  in  its  final  report  (scheduled 
for  November  1979)  that  the  Hospital  Insurance  program  be  paid  from  general 
revenues,  personal  income  taxes  used  to  pay  for  such  benefits  be  identified  on 
individuals  W-2  forms;  the  combined  OASDHI  payroll  tax  (currently  6.13  percent 
and  scheduled  to  rise  to  6.65  percent  in  1981)  be  lowered  to  5.5  percent  and  used 
exclusively  to  finance  the  OASDI  program.  Former  Social  Security  Commissioner 
Robert  M.  Ball  is  the  primary  author  of  the  plan. 

III.  CASH  BENEFITS  PAID  FROM  GENERAL  REVENUES 

Congress  has  authorized  the  use  of  general  revenues  for  two  special  types  of 
benefits — special  age-72  benefits  and  noncontributory  military  service  credits. 

Special  age-72  benefits  are  payable  to  people  who  reached  age  72  before  1968  and 
who  lack  sufficient  quarters  of  coverage  to  qualify  for  benefits.  (These  individuals 
are  now  at  least  83  years  old.)  The  benefit  payable  to  these  people  is  $92  a  month  if 
single  and  $138  for  a  couple.  These  payments,  however,  may  be  reduced  when 
another  government  pension  is  paid.  As  shown  below,  the  general  revenue  appropri- 
ation to  the  trust  funds  for  special  age-72  benfits  was  $228  million  in  fiscal  1978  and 
is  projected  to  decline  to  $118  million  by  fiscal  1983. 

Military  service  is  treated  as  covered  employment  under  Social  Security.  Military 
service  personnel  pay  the  employee  payroll  tax  on  their  basic  pay,  and  the  federal 
government  pays  the  employer  share  out  of  appropriations  to  the  U.S.  Department 
of  Defense.  In  addition  to  their  basic  pay,  service  personnel  can  receive  up  to  $1,200 
per  year  in  noncontributory  wage  credits.  These  noncontributory  credits  are  fi- 
nanced from  general  revenues.  In  fiscal  1978,  $513  million  was  appropriated  to  the 
trust  funds  for  the  noncontributory  credits. 


GENERAL  REVENUE  CONTRIBUTION  TO  THE  OASDI  TRUST  FUNDS 


Fiscal  year 

Special 
age-72 
benefits 

Non- 
contributory 
military 
service 
credits  (in 
millions) 

Total  OASDI 
benefit 
payment 

1978  

1983  

  $228 

  118 

$513 
625 

$90,738 
155,284 
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TABLE  A— PRESENT  LAW  TAX  RATES  FOR  THE  SOCIAL  SECURITY  TRUST  FUNDS 


[In  percent] 


Calendar  year 

OASI  1 

Dl 2 

OASDI 

HI  3 

Total 

Employers  and  employees,  each: 

1  077 

A  07C 

0  C7C 

u.b/b 

A  OC 

4.9b 

0  00 

c  oe 
0.00 

107Q 

A  97C 

77C 
.1/0 

C  OC 

b.Ub 

1  00 

l.UU 

C  OC 

b.Ub 

1070  qo 

A  0.00 

7  CO 
./OU 

c  no 
b.Uo 

1  OC 

1.U0 

CIO 

b.lo 

1 001 

lyoi  

A  COC 

  4.D/1D 

ooc 
MO 

C  OC 

0.00 

1  00 

l.oO 

6.65 

1000  OA 

iyo7-o4  

A  C7C 

ooc 
MO 

C  Aft 

0.4U 

1  00 

l.oU 

C  70 
O./U 

1  QQC 

lyoD  

A  7C0 

oco 

.you 

C  70 
O./U 

1  OC 

1.00 

7  OC 

/.Ub 

i  QQC  QQ 

A  7  CO 

oco 

.you 

C  70 

O./U 

1  AC 

1.4b 

7  1  C 

/.lb 

1990-2010  

  5.100 

1.100 

6.20 

1.45 

7.65 

2011  and  later  

  5.100 

1.100 

6.20 

1.45 

7.65 

Self-employed  persons: 

1977  

  6.1850 

0.8150 

7.0 

0.90 

7.9 

1978  

  6.0100 

1.0900 

7.1 

1.00 

8.1 

1979-80  

  6.0100 

1.0400 

7.05 

1.05 

8.1 

1981  

  6.7625 

1.2375 

8.00 

1.30 

9.3 

1982-84  

  6.8125 

1.2375 

8.05 

1.30 

9.35 

1985  

  7.1250 

1.4250 

8.55 

1.35 

9.90 

1986-89  

  7.1250 

1.4250 

8.55 

1.45 

10.00 

1990-2010  

  7.6500 

1.6500 

9.30 

1.45  ' 

10.75 

2011  and  later  

  7.6500 

1.6500 

9.30 

1.45 

10.75 

1  Old-age  and  survivors  insurance. 

2  Disability  insurance. 

3  Hospital  insurance  (part  A  of  medicare). 


Mr.  Pickle.  The  Chair  would  also  address  a  similar  request  to 
Mr.  Schulz,  who  has  given  us  a  very  good  statement.  But  No.  6  also 
recommends  tranferring  the  nonretirement  benefits  out  of  the 
social  security  system — you  mentioned  disability,  survivors,  which 
is  part  of  the  social  security  system — but  then  you  go  on  to  get  into 
medicare  and  medicaid  and  supplemental  income  which  would 
more  properly  fall  into  the  welfare  classification. 

SSI  is  welfare;  it  is  not  social  security  now.  I  want  to  make  a 
distinction.  That  is  not  part  of  the  social  security  system.  Medicaid 
and  SSI  do  not  come  out  of  the  social  security  system,  and  I  want 
to  make  sure  we  understand  that,  because  quite  often  the  public 
does  not  understand  that  either. 

But  if  you  were,  Mr.  Schulz,  to  transfer  all  those  five  items  out  of 
the  social  security  system,  you  would  then  transfer  it  to  the  Gener- 
al Treasury  and  that  would  cost  more  than  $40  billion.  So  if  you 
have  got  any  other  suggestions  along  the  same  line  about  where 
the  source  of  the  money  would  need  to  be  or  how  you  raise  the 
money,  I  wish  you  would  make  a  similar  statement  to  the  commit- 
tee the  same  as  Mr.  Archer  has  requested  from  the  other  witness. 

[The  response  follows:] 

The  First  National  Bank  of  Chicago, 

Chicago,  III,  April  3,  1981. 

James  H.  Ferguson, 

American  Society  for  Personnel  Administration, 
Washington,  D.C. 

Dear  Jim:  At  the  testimony  given  to  the  Subcommittee  on  Social  Security  on 
Monday,  March  23,  1981,  Mr.  Pickle  requested  that  we  respond  in  a  written  form  as 
to  how  we  would  finance  the  cost  of  transferring  welfare  type  benefits  from  the 
social  security  system  into  the  general  revenue  system.  Following  would  be  my 
response. 
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The  proposals  that  we  submitted  to  the  Subcommittee  on  Social  Security  include 
several  recommendations  for  either  reduction  in  benefits  and/or  increases  in  the 
present  social  security  tax  system.  Specifically,  recommendation  Nos.  2,  3,  and  10 
should  have  significant  cost  reduction  implications.  Proposals  No.  8  and  9  have  the 
potential  for  either  cost  reduction  and/or  increased  revenues  through  the  general 
revenue  system  and  proposal  No.  7  would  reduce  the  cost  of  the  federal  employees 
pension  plan.  The  combination  of  these  six  recommendations  would  increase  general 
revenues,  reduce  the  outflow  from  general  revenues,  reduce  the  cost  of  the  social 
security  system  and  increase  the  revenues  to  the  social  security  system.  That 
combination  would  basically  generate  enough  additional  tax  revenues  to  more  than 
pay  for  the  combination  of  the  social  security  base  system  and  the  related  welfare 
programs. 

Government  actuaries  could  confirm  the  actual  cost/savings  impact  and  the 
method  of  allocating  funds  from  social  security  to  general  revenues  could  be  accom- 
plished through  either  a  direct  transfer  of  funds  or  a  reduction  in  the  social  security 
tax  rate  and  the  application  of  some  type  of  surtax  based  on  social  security  contri- 
butions. 

The  key  to  our  proposal  is  that  the  combination  of  all  recommendations  will  be  a 
net  cost  savings  and  not  a  cost  transfer  or  cost  increase. 

I  hope  you  know  how  to  get  our  response  into  the  proper  hands.  If  there  are  any 
additional  questions,  just  let  me  know. 
Sincerely, 

Richard  Schulz, 

Vice  President. 

Mr.  Pickle.  Also,  Mr.  Schulz,  state  for  me  on  page  4  when  you 
got  to  No.  9  you  added  the  sentence  before  that,  and  I  didn't  get  it. 
Would  you  go  through  that  again  for  me? 

Mr.  Schulz.  Yes.  It  should  read: 

Allow  employees  to  deduct  social  security  contributions  from  taxable  earnings, 
abolish  the  present  social  security  earnings  test,  and  subject  all  retirement  income 
to  income  tax.  This  would  impact  only  on  those  recipients  of  social  security  who  had 
additional  retirement  income  of  substantial  nature  and  would  be  consistent  with  the 
treatment  of  all  other  retirement  income. 

Mr.  Pickle.  All  right,  we  will  correct  your  testimony  accordingly. 
Well,  we  thank  you  witnesses. 

Do  we  have  any  other  questions  from  any  member  of  the  com- 
mittee? 
[No  response.] 

Mr.  Pickle.  We  appreciate  this  very  much. 

When  we  asked  for  this  information,  we  appreciate  your  view 
about  the  offset.  We  hope  we  can  do  something  about  that  in  some 
form. 

Ms.  Tarr-Whelan.  And  thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickle.  Overall,  you  have  given  us  some  good  testimony.  We 
thank  you  for  your  appearance. 

Mr.  Pickle.  Now  we  have  another  panel  again,  Mr.  C.  C.  Clink- 
scales  III  and  Mr.  John  Doyle  Elliott. 

Now,  Mr.  C.  C.  Clinkscales  is  the  director  of  the  National  Alli- 
ance of  Senior  Citizens,  and  Mr.  John  Doyle  Elliott  represents  the 
Townsend  Plan  National  Lobby.  We  are  pleased  to  have  both  of 
you  gentlemen. 

Mr.  Clinkscales,  will  you  proceed? 

STATEMENT  OF  C.  C.  CLINKSCALES  III,  NATIONAL  DIRECTOR, 
NATIONAL  ALLIANCE  OF  SENIOR  CITIZENS,  INC. 

Mr.  Clinkscales.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  It  is  a  pleasure  to  be  here  before  you  discussing  this 
problem  critical  to  your  constituents  and  ours. 
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I  don't  want  to  read  my  statement.  Anyone  can  do  that.  But  I 
would  just  like  to  discuss  this  with  you  just  a  little  bit  and  the 
problems  I  see  in  the  social  security  program  and  the  rather  dras- 
tic solutions  that  we  would  like  to  see  considered  by  your  commit- 
tee rather  than  mere  cosmetic  tax  increases  that  were  tacked  onto 
the  system  in  1977  that  didn't  work  and  won't  work  now. 

The  future  retiree,  as  Mr.  Macy  pointed  out,  is  going  to  have  to 
bear  two  problems.  No.  1  is  that  presently  he  or  she  is  going  to 
have  to  pay  out  this  social  security  obligation  that  I  have  seen 
unfunded  at  $3  trillion.  Also,  the  retiree  is  going  to  face  a  situation 
with  an  increasing  number  of  retirees  and  a  decreasing  number  of 
workers. 

Now  obviously,  when  you  have  people  depending  on  other  people 
for  their  sustenance,  you  are  going  to  have  a  dependency  situation 
that  is  going  to  bring  a  division  within  society.  It  is  a  very  serious 
problem.  It  is  not  to  be  taken  lightly. 

If  we  start  pitting  old  versus  young  in  society,  I  would  hate  to  be 
on  the  old  side.  It  is  going  to  be  a  very  serious  problem  in  the 
future.  It  is  not  something  to  be  taken  lightly  today,  but  certainly 
in  considering  what  we  are  going  to  do  on  the  long  term  in  society, 
it  is  very  significant. 

We  have  patterned  a  program  on  the  remarks  of  Prof.  Martin 
Feldstein  of  Harvard  who  wishes  to  dispose  of  the  social  security 
system  by  phasing  it  out.  I  certainly  feel  that  it  is  about  time  that 
that  proposal  was  considered.  Obviously,  with  social  security  run- 
ning deficits  annually,  even  with  the  increased  income  from  raising 
the  employer  and  the  employee  from  12.26  to  13.3  percent  of  their 
income,  we  are  in  bad  need  of  really  addressing  this  situation  from 
the  long  term  as  opposed  to  continuing  just  to  make  cosmetic 
changes. 

In  the  first  place,  there  should  be  a  cutoff  age.  We  propose  that 
that  age  be  50,  and  all  persons  under  50  will  consider  that  all  their 
contributions  heretofore  to  social  security  have  been  a  contribution 
to  their,  families,  their  parents,  grandparents,  and  others. 

At  that  point,  much  of  what  they  would  normally  pay  into  social 
security  will  continue  to  go  there  to  fund  their  retirement  benefits 
for  those  who  are  retired. 

Obviously,  we  have  heard  the  exchange  between  Mr.  Archer  and 
other  people  as  well  as  Mr.  Pickle  on  the  question  of  social  security 
disability  as  well  as  the  health  insurance  portion  of  social  security. 
That  is  an  enormous  unfunded  obligation  on  society  in  an  area 
where  it  really  needs  to  be  tightened  up. 

I  notice  that  last  year,  obviously,  we  were  very  interested  in 
seeing  the  Son  of  Sam  off  of  social  security  disability,  but  I  notice 
in  recent  newspaper  articles  that  Jean  Harris  is  now  receiving 
social  security  disability.  I  don't  believe  the  program  is  tightened 
up  sufficiently  or  being  enforced  as  was  the  intent. 

I  believe  that  instead,  social  security  must  be  a  program  in  which 
there  is  an  opportunity  for  someone  to  increase  their  net  wealth, 
their  net  worth  such  that  if  they  died  when  they  were  64  years  old, 
and  every  day  up  until  the  day  they  were  ready  to  collect,  they 
would  still  be  able  to  collect  something  from  the  program. 

In  other  words,  their  heirs  would  be  able  to  have  something  even 
if  they  weren't  necessarily  survivors  under  the  definition. 
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I  think  we  need,  instead  of  the  present  transfer  system,  some- 
thing that  would  increase  wealth,  increase  the  economic  activity  in 
this  Nation,  and  by  providing  for  a  social  security  program  which 
would  have  investment  as  its  goal,  with  the  single  Government 
purpose  being  to  oversee  and  assure  that  the  program  is  not  some- 
thing that  is  taking  the  people  to  the  cleaners  and  not  providing 
any  sustenance  for  the  future,  then  this  program  would  provide  an 
opportunity  for  growth  and  development  in  this  country,  something 
that  would  give  everybody  a  piece  of  the  American  dream,  a  piece 
of  the  American  pie. 

I  was  on  a  television  program  recently  that  they  did  a  study  and 
they  said  if  everyone  who  happened  to  be — I'm  34,  but  this  person 
was  35,  and  they  started  to  put  $100  a  month  into  a  program  that 
was  a  Government  social  security  program,  just  say  they  put  that 
in  there,  that  the  average  person  who  is  35  today  would  collect 
$58,000  when  they  retired  if  they  retired  at  age  65. 

However,  it  also  pointed  out  that  if  that  same  person  put  $100 
into  a  private  investment  program  which  was  paying,  if  they  put  it 
in  rather  modest  terms,  8,  9,  or  10  percent  interest,  that  person 
would  have  a  net  at  that  time  of  $488,000. 

I  just  think  that  instead  of  the  type  of  narrow  transfer  program 
that  social  security  is  evolving  into,  social  security  must  be  looked 
at  in  a  different  context,  in  the  context  of  what  can  provide  a 
genuine  opportunity  for  people  in  the  future  to  have  something, 
instead  of  an  unfunded  debt. 

The  crunch  is  coming.  I  think  it  is  probably  here.  The  devil 
demands  his  due,  and  I  think  the  time  has  come  to  begin  to  pay  it 
out.  It  is  unfortunate  that  that  has  to  fall  upon  the  generation  of 
people  under  50,  but  it  is  better  they  pay  it  today  than  to  wait  on 
the  babies  being  born  today  to  pay  them  out  or  else  come  to  a  point 
where  it  won't  pay  any  more. 

There  is  one  other  area  I  would  like  to  address  before  I  go  on  to 
questions  or  to  my  fellow  panelist.  That  is,  the  President  has 
submitted  some  major  changes  in  social  security.  I  would  like  you 
to  know  that  the  National  Alliance  of  Senior  Citizens  strongly 
supports  his  changes. 

The  idea  that  a  college  kid  is  receiving  a  social  security  check  is 
a  total  sham  of  the  purpose  of  the  system  and  should  be  removed. 
We  feel  that  the  disability  payments,  as  I  had  said  earlier,  must  be 
tightened,  and  if  they  are  not,  obviously  the  really  genuinely  dis- 
abled in  our  society  are  going  to  be  thrown  in  with  the  same  group 
who  are  doing  nothing  but  acting  as  parasites  on  a  program  that  is 
entirely  too  liberal  today. 

I  would  add  that  the  idea  of  elimiminating  the  minimum  benefit, 
from  what  I  know  of  it,  has  merit  in  that  there  are  so  many  people 
who — my  grandfather  was  one  I  will  always  remember,  and  I'm  not 
proud  of  it  but  it's  true.  He  said  that  he  paid  the  requisite  number 
of  quarters  in  the  early  1940's  before  he  retired.  He  collected  until 
1961  from  1947,  and  he  got  his  money  back  in  the  first  6  months. 

I  just  have  to  say  that  this  is  just  an  example  of  how  the  system 
didn't  work,  in  my  own  family,  and  I  know  that  everyone  in  this 
room  can  recall  similar  instances. 

If  this  is  indeed  the  system  where  people  are  paying  minimum 
numbers  of  quarters  and  drawing  a  benefit  for  the  rest  of  their 
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lives,  it  is  not  the  intent  of  the  program  and  certainly  should  be 
eliminated. 
[The  prepared  statement  follows:] 

Statement  of  C.  C.  Clinkscales  III,  National  Director,  National  Alliance 

of  Senior  Citizens 

Mr.  Chairman,  Members  of  the  Subcommittee,  Ladies  and  Gentlemen,  thank  you 
for  permitting  the  National  Alliance  of  Senior  Citizens  the  oportunity  to  present  our 
views  on  the  future  of  the  social  security  system  to  this  important  Subcommittee. 

In  1977  Congress  passed  a  program  many  promised  would  relieve  the  social 
security  program  of  its  financial  crisis  well  into  the  21st  century. 

Rather  than  a  long  term  restructuring  of  the  program,  the  1977  Amendments 
were  nothing  in  more  than  the  largest  single  tax  increase  in  American  history  to 
that  time. 

It  did  virtually  nothing  to  address  the  crying  reform  need  to  halt  the  serious 
hemorrhage  of  funds  from  social  security,  and  we  see  the  results  today  with  the 
crisis  still  upon  us. 

I  trust  this  Committee  will  not  repeat  the  errors  of  the  past,  and  simply  add  new 
burdens  to  the  working  people  and  employers  of  our  nation.  It  didn't  work  in  1977, 
and  it  won't  work  in  1981. 

Many  innovative  ideas  have  been  suggested  to  relieve  the  long  term  problems 
including  raising  the  age  of  recipients,  moving  the  health  insurance  (Medicare) 
benefits  out  of  the  program,  changing  the  cost-of-living  adjustment  to  something 
other  than  the  Consumer  Price  Index  and  extending  mandatory  social  security 
coverage  to  Federal  and  other  presently  exempt  employees. 

Obviously  any  and  all  of  these  ideas  could  help  bring  money  into  the  system,  and 

five  at  least  a  temporary  boost  to  the  program,  and  they  deserve  your  consideration, 
till,  they  fail  to  care  for  the  long-term  problems  social  security  faces. 
Adding  Federal  workers  is  a  classic  example  of  short-range  vision,  something  the 
social  security  system  has  been  overly  burdened  by.  The  addition  of  millions  and 
millions  of  dollars  to  the  fund  provides  a  panacea  of  meeting  short-range  demands 
on  the  "Trust  Fund,"  but  the  inclusion  of  this  group  under  social  security  adds 
countless  billions  of  dollars  to  the  long  term  obligations  of  the  program. 

Social  security  has  become  a  transfer  program,  not  a  retirement  program.  That  is 
wrong.  Social  security  was  to  be  an  earned  right  for  those  who  paid  into  it  during 
their  working  years,  but  Congress  failed  to  preserve  the  integrity  of  the  program. 

Instead  of  building  up  the  trust  fund  by  investing  the  income  in  economically 
sound  capital  growth  sectors,  thus  raising  the  value  of  the  money  and  the  economic 
activity  of  the  nation,  Congress  elected  to  use  the  funds  of  the  working  people  of 
this  nation  to  create  new  beneficiaries  of  social  security. 

This  may  have  been  a  capital  idea  for  achieving  the  goal  of  being  reelected, 
showing  people  all  you  are  doing  for  them,  but  it  was  a  total  catastrophe  for  the 
retired  people  of  today  and  tomorrow,  not  to  mention  the  working  people  who  have 
to  pay  the  price  for  such  unwarranted  generosity. 

Adding  these  new  classes  of  dependents  to  Social  Security  demanded  too  much  on 
the  system,  and  now  the  day  has  dawned  when  the  devil  demands  his  due. 

Unfortunately,  most  of  those  who  used  Social  Security  for  their  own  gain — 
Presidents,  Senators  and  Congressmen — are  no  longer  in  office,  and  many  are 
deceased.  But,  they  have  left  us  a  legacy  of  turmoil  and  doubts  about  the  future. 

I  hope  this  Committee  will  not  do  the  same,  and  be  remembered  as  those  who 
used  their  positions  for  short  term  political  gain,  but  will  overhaul  our  national 
retirement  program  so  drastically  that  the  word  "crisis"  will  never  again  be  associ- 
ated with  the  program. 

Thus,  I  am  asking  for  a  program  that  scarcely  resembles  the  present  failed 
system.  I  hope  you  understand  that  those  who  are  paying  the  outrageous  13.30 
percent  you  have  saddled  upon  them  would  be  the  ultimate  victims  either  way. 

If  you  merely  make  cosmetic  changes,  you  will  assure  today's  workers  will  face 
retirement  with  Social  Security  deeply  in  debt.  They  will  be  at  the  mercy  of  the 
ever-decreasing  number  of  persons  in  the  work  force  paying  to  support  the  ever- 
increasing  number  of  persons  at  or  beyond  retirement  age. 

In  short,  those  receiving  will  be  pitted  against  those  paying,  and  I  fear  the 
political  consequences,  not  to  mention  the  bitter  divisiveness  such  a  condition  would 
surely  produce. 

If,  however,  you  elect  to  break  with  the  failed  system,  and  take  this  unique 
opportunity  to  phase  out  the  present  system,  and  initiate  a  new  national  retirement 
program  for  younger  and  middle-aged  workers,  you  can  help  avoid  the  age  division 
battles  tomorrow,  and  put  the  system  on  solid  ground  for  the  future. 
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The  younger  people  will  pay  either  way.  If  you  merely  tax  and  make  some 
superficial  changes,  the  young  will  pay  more  and  more  as  presently  scheduled  under 
the  1977  law. 

If  you  alter  the  program,  the  young  must  still  pay  to  assure  today's  and  tomor- 
row's retirees  collect  Social  Security  during  their  golden  years. 
The  difference  could  be  the  results. 

Under  the  present  system,  the  workers  of  2010  and  2020  would  be  paying  large 
sums  of  their  incomes  for  the  debts  incurred  from  the  payments  of  today's  workers 
for  today's  retirees. 

Under  a  drastically  altered  retirement  program,  we  would  have  a  continuous 
reduction  of  our  national  obligations,  thus  a  much  less  severe  debt  for  future 
workers  to  assume. 

And,  the  workers  who  come  under  the  new  program  now  would  be  left  with  an 
investment  portfolio  as  their  personal  property,  something  they  can  rely  upon  to 
care  for  them  in  their  senior  years,  and  a  significant  amount  of  holdings  for  their 
estates  to  pass  to  their  heirs,  something  not  available  under  Social  Security  as  we 
know  it  today. 

In  addition  to  these  clear  advantages,  the  new  program  would  provide  new  invest- 
ment capital  to  stimulate  economic  growth  and  new  wealth,  as  well  as  decrease  the 
inflationary  effects  of  the  present  transfer  program. 

It  would  work  quite  simply,  very  much  like  many  of  the  highly  successful  invest- 
ment programs  operating  for  many  years  as  insurance  companies,  investment  firms 
and  other  growth/venture  oriented  activities. 

Rather  than  simply  throwing  good  money  after  bad  in  the  failure  we  know  as 
Social  Security,  the  worker  and  his  or  her  employer  would  have  the  worker's  total 
contribution  divided  between  paying  out  the  heavy  debt  for  retirees,  and  investing 
for  the  worker's  retirement. 

I  would  point  out  as  well  that  one  of  the  most  important  parts  of  being  an 
American  is  the  chance  to  share  in  the  American  Dream.  This  program  would  allow 
people  to  use  their  retirement  program  to  own  some  of  the  wealth  created  by  his  or 
her  sweat  and  labor.  The  sharing  of  the  wealth  in  this  manner  could  help  bring 
social  and  economic  stability  to  our  land,  and  would  be  a  most  positive  step  for 
capitalism. 

Coupled  with  reduced  benefits  for  future  retirees,  raising  the  age  of  retirement  for 
future  retirees,  strictly  tightening  the  disability  program  to  rid  Social  Security 
Disability  of  parasites  and  reducing  the  tax  penalties  for  investment  and  interest 
income,  this  program  would  offer  future  retirees  far  more  security  with  no  penaliz- 
ing of  the  present  or  immediate  future  retiree. 

I  would  suggest  this  program  be  instituted  for  persons  under  age  50.  They  would 
have  to  accept  the  fact  that  all  they  have  paid  into  the  program  were  payments  for 
their  parents  and  grandparents,  and  that  they  would  enjoy  a  new  system  with  more 
practical  benefits. 

Those  beyond  age  50  would  remain  under  the  program,  and  receive  payments, 
although  reduced  somewhat  from  the  present  projected  hikes. 

Employees  under  50  would  pay  about  $150  for  a  life  and  disability  insurance 
policy,  variable  with  number  and  age  of  dependents. 

The  worker's  investment  account  would  be  in  a  private  market  overseen  by 
government  only  to  assure  participating  institutions  would  remain  solvent  and 
prudent  with  the  worker's  contributions  for  investment. 

No  longer  would  this  money  be  in  the  hands  of  those  who  have  proved  they 
cannot  be  trusted  with  the  public  retirement  program's  funds. 

Congress  would  give  up  this  huge  program,  but  the  country,  the  economy  and 
most  importantly,  the  people  would  be  the  beneficiaries. 

In  addition  to  this  program,  some  changes  are  needed  in  the  system  for  those  who 
would  remain  under  Social  Security,  and  I  would  like  to  address  the  views  of  NASC 
on  them. 

First  President  Reagan  has  make  some  bold  and  controversial  proposals  to  reduce 
some  of  the  Social  Security  program's  costs. 

These  include  eliminating  the  minimum  benefit,  payments  for  college  age  survi- 
vors and  dependents  and  restricting  disability  eligibility. 

In  the  first  instance,  this  minimum  benefit  is  often  used  by  those  who  were 
covered  under  other  retirement  programs  to  add  to  their  incomes  by  working  the 
minimum  number  of  quarters.  Thus  through  this  loophole  in  the  Social  Security 
system,  many  persons  who  have  not  paid  into  the  program  are  reaping  windfall 
advantages  from  the  labor  of  others. 

NASC  has  long  advocated  eliminating  the  college  kids  from  Social  Security,  and 
all  of  those  children  whose  parents  happen  to  be  on  Social  Security  as  well.  This  is  a 
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welfare  program  not  fitting  for  a  retirement  program,  and  deserves  to  be  ended  I 
immediately. 

Last  year  we  were  supposed  to  have  ended  the  egregious  habit  of  giving  prisoners 
Social  Security  Disability,  but  that  is  not  true.  In  the  last  few  days  it  has  been 
revealed  that  convicted  killer,  Jean  Harris,  is  on  Social  Security  Disability.  She  may 
be  a  higher  class  of  killer  than  the  "Son  of  Sam,"  but  she  is  already  being  cared  for 
by  the  taxpayers  who  are  footing  the  high  cost  of  her  imprisonment. 

She  is  not  disabled  under  the  reasonable  interpretation  of  most  people,  certainly  i 
not  by  my  idea  of  being  disabled.  By  putting  people  like  Son  of  Sam  and  Jean 
Harris  on  Social  Security  Disability,  it  makes  the  public  resent  anyone  who  may  be 
on  this  program,  regardless  of  the  validity  of  their  disability.  It  has  plenty  of  room 
for  tightening  even  more  than  the  President  has  proposed,  and  I  hope  you  will  make 
his  ideas  only  the  starting  point  of  reducing  this  heavy  burden  on  the  working  man. 

Social  Security  is  full  of  prime  targets  for  cuts,  and  it  should  be  closely  reviewed 
for  places  where  the  non-deserving  receiving  checks  can  be  eliminated.  If  all  sectors 
of  our  society  are  aksed  to  share  in  the  cuts  in  government  expenditures,  seniors  do 
not  expect  to  be  left  without  their  fair  share,  but  they  don't  want  to  do  it  all  alone. 

Some  cost  cutting  proposals  are  little  more  than  social  schemes,  not  real  savings 
ideas. 

One  of  these  is  the  proposal  to  levy  a  tax  on  traditional  homemakers.  These  ladies 
are  the  backbone  of  the  family  structure  in  America,  and  they  fully  deserve  the 
benefits  they  receive,  even  though  they  are  not  paying  directly  into  the  system. 

The  idea  of  adding  $1000  to  the  Social  Security  tax  burden  of  a  breadwinner  in  a 
family  with  the  wife  at  home  is  not  worthy  of  even  the  least  consideration.  It  would 
be  an  unfair  tax  on  an  already  overtaxed  class  of  our  citizenry. 

Another  is  to  continue  the  so-called  "earnings  limit"  against  persons  working 
between  ages  65  and  72.  This  is  the  most  compulsory  form  of  mandatory  retirement, 
and  it  is  one  of  the  worst  factors  in  forcing  productive  men  and  women  out  of  the 
work  force  and  into  the  too  full  ranks  of  the  non-productive  in  our  society. 

Finally,  the  proposal  to  tax  Social  Security  benefits  continues  to  raise  its  ugly 
head,  even  though  Congress  has  voted  it  down  almost  without  dissent,  it  is  an  idea 
without  merit,  unless  one  is  in  favor  of  using  Social  Security  as  a  means  of  income 
redistribution. 

The  equality  of  the  Social  Security  program  has  been  one  of  the  redeeming 
features  about  the  system.  It  is  shared  by  all  workers,  thus  making  it  an  earned 
right  proportional  to  the  contribution  by  the  family  or  the  individual. 

I  urge  you  to  continue  your  refusal  to  approve  such  an  ill-advised  recommenda- 
tion. 

The  work  of  this  Committee  is  the  most  important  with  which  I  am  acquainted 
proceeding  on  Capitol  Hill.  The  decisions  you  make  will  be  felt  for  decades  to  come, 
and  will  affect  the  retirement  years  of  almost  all  working  Americans.  I  trust  you 
will  not  fail  to  address  this  problem  with  the  care  and  consideration  it  requires. 

Thank  you. 

Mr.  Pickle.  Thank  you  very  much,  Mr.  Clinkscales. 
Now  we  will  ask  Mr.  Elliott  to  proceed. 

STATEMENT  OF  JOHN  DOYLE  ELLIOTT,  TOWNSEND  PLAN 
NATIONAL  LOBBY 

Mr.  Elliott.  Mr.  Chairman  and  members  of  the  committee,  V- 
view  social  security  not  in  terms  of  a  particular  program  but  in 
terms  of  being  a  living  fact,  or  lack  of  fact,  of  life.  Now,  it  is  a 
question  of  whether  social  security  is  a  good  or  a  bad  thing.  I  think 
society  has  pretty  well  made  up  its  mind  about  that. 

We  have  the  social  security  problem  as  we  see  it  today  in  terms 
of,  well,  because  of  the  misfortuned  people  of  the  past  decades — 
that  most  of  us  here,  I  think,  can  remember — not  because  of  the 
well  fortuned  people.  When  it  comes  to  all  these  bases  of  cost  of 
social  security— let  me  point  this  out  to  start  with. 

Social  security,  medicare,  those  things  are  not  Government 
spending.  Those  things  are  people  spending.  Government  is  only 
the  agent  administering  it  and  making  it  possible.  But  the  Govern- 
ment is  not  spending  these  benefits.  Flesh  and  blood  men  and 
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women  are  spending  these  moneys,  not  the  Government.  They  are 
market. 

Now,  I  don't  believe  there  are  any  economists  who  do  not  recog- 
nize that  production  is  the  only  answer  to  inflation.  We  are  hear- 
ing more  about  that  point  of  view  lately  than  ever  before.  But 
there  is  still  an  even  more  self-evident  and  fundamental  one  that  is 
not  receiving  mention  yet— production  depends  upon  there  being  a 
market  for  goods  and  services,  consumers'  income.  They  pay  all 
costs,  all  taxes  and  all  prices.  They  are  ultimately  paid  for  out  of 
flesh  and  blood  humanity's  incomes. 

They  are  all  income  taxes,  directly  or  indirectly.  The  question  is 
one  of  justice.  My  statement  as  printed  here  outlines  a  series  of 
self-evidencies.  It  can  be  read  in  a  short  time.  But  I  want  to  deal 
with  the  fundamentals  behind  it  in  speaking  to  you. 

These  realities  have  to  be  faced  up  to.  Taxes  are  not  all  burdens. 
If  it  was  not  for  what  we  and  all  our  forbears  have  bought  with 
taxes,  with  government,  if  there  were  many  of  humanity  left,  the 
lucky  ones  would  be  living  in  trees  and  caves  if  it  weren't  for 
government  and  taxes. 

Now,  as  for  our  Government,  the  best  there  has  ever  been,  I 
don't  know  why  anybody  should  expect  it  to  be  the  first  perfect 
performance  by  mankind.  But  I  would  like  it  thought  of  in  this 
light:  just  who  would  have  dominated  this  century,  dominated  the 
world  in  this  century,  and  how,  if  it  hadn't  been  for  Uncle  Sam? 
All  the  rest  of  them  put  together  couldn't  take  care  of  the  Kaisers, 
let  alone  the  Hitlers.  Uncle  Sam  is  still  the  only  hope.  It's  a 
precious  thing,  this  Government. 

That  is  no  excuse  for  corruption,  but  it  certainly  should  be 
recognized  that  we  deal  with  and  are  blessed  with  the  best  govern- 
ment there  has  ever  been  in  this  world  yet.  Uncle  Sam  was  the 
only  reason  that  this  world  was  not  in  this  century  dominated  by 
the  dictators,  and  he  remains  the  one  best  hope  of  mankind.  He  is 
the  best  bargain  humanity  has  had  since  Christ  Jesus. 

Now,  when  we  come  to  this  question  of  the  funds  and  the  taxes, 
these  funds  are  not  realities,  they  are  debts.  They  are  not  funds. 
They  are  not  based  upon  economic  fortune  and  enterprise,  they  are 
based  upon  taxes  by  Government.  Now,  our  tax  system  should  be 
restructured.  I  am  moving  in  that  direction.  Somebody  here  started 
it  last  year — the  Ways  and  Means  chairman  and  the  chairman  of 
the  Senate  Finance  Committee — in  the  last  Congress;  to  restruc- 
ture our  tax  system. 

It  should  be,  but  in  restructuring  it  there  is  a  certain  reality  that 
should  be  squarely  faced  up  to.  Our  Government  deals  with  bene- 
fits like  social  security,  medicare,  and  it  also  deals  with  burdens, 
-  the  cost  of  public  works  and  public  administration,  the  overhead  of 
:  Government,  which  absorbs  manpower,  machine  power,  resources 
j  that  otherwise  would  be  available  for  life,  liberty,  and  the  pursuit 
;  of  happiness. 

They  are  one  thing,  these  benefits  enabling  people  to  live  who 
j  otherwise  can't.  Social  security  in  its  broadest  sense.  These  taxes 
I  fall  into  two  square  categories.  The  burdens  must  be  financed  by 

taxation  that  reflects  and  embodies  the  principle  of  equality  of 
\  sacrifice;  or  ability  to  pay,  if  you  will,  but  that  doesn't  quite  hit  the 

nail  on  the  head.  Equality  of  sacrifice  defines  it. 
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The  benefits  are  in  themselves  progressive  things.  They  mean 
everything  to  the  misfortunate.  They  mean  very  much  right  now 
already  to  the  great  majority  of  our  population,  and  ultimately 
that  of  the  awakening  world.  But  to  the  affluent  they  are  relatively 
insignificant.  There  is  progression  right  in  the  benefits  themselves. 
The  same  tax  impact  cannot  be  adopted  with  any  justice  whatever 
to  finance  both  of  them,  burdens  and  benefits. 

The  Townsend  movement  has  from  its  beginning  recognized  that 
and  proposed  that  the  burdens,  Government  spending  itself,  Gov- 
ernment's own  operation  due  to  its  necessity,  should  be  on  the 
income  tax  in  principle,  reflecting  meticulously,  as  humanly  as 
possible,  equality  of  sacrifice. 

But  these  benefits  should  be  in  the  opposite  position.  They  should 
be  financed  by  a  gross  receipts,  gross  income  tax  right  across  the 
board,  flat,  flat  rate,  because  they  contain  the  progression  and  they 
contain  it  mightily. 

Now,  I  repeat  again,  we  have  the  problem  of  social  security 
because  of  the  misfortunate  people.  Some  people  are  born  disabled, 
for  heaven's  sakes.  Does  that  make  them  insects  or  something? 
Any  one  of  them  can  be  the  forbear,  the  father,  the  mother,  of  the 
next  saviour  of  mankind — if  the  hydrogen  bomb  doesn't  eliminate 
that  possibility  through  human  stupidity. 

The  gross  receipts  tax  right  straight  across  the  board  on  every 
person  and  company  for  these  social  benefits.  Now,  when  you  begin 
to  think  about  health  insurance  and  the  advancement  of  science 
and  its  acceleration  as  we  witnessed  it  in  the  last  10  years  or  so, 
the  health  industry  is  going  shortly  to  be  the  biggest  industry  there 
is,  ultimately  as  big  as  the  rest  put  together  because  they  will  all 
be  contributory  to  it.  That  is  the  nature  and  ultimate  destiny  of 
technology. 

The  health  industry  is  a  benefit,  to  life,  to  liberty,  to  the  pursuit 
of  happiness;  and  any  economy  that  doesn't  contribute  to  one  of 
those  three  things  is  phony,  as  phony  as  these  reserve  funds  for 
social  security.  Those  bonds,  nobody  pays  lunch  with  a  bond.  It  gets 
cashed  out  of  current  income  one  way  or  the  other  before  they 
spend  it. 

Now,  on  the  other  hand,  any  way  you  go  at  it — and  I  wish  to 
repeat  this— that  all  taxes  are  income  taxes  against  people,  con- 
sumers, all  of  them.  There  is  no  exception  to  that  when  you  take  in 
directness  and  indirectness.  It  should  be  our  tax  base — net  income 
taxes  for  burdens;  gross  receipts  for  benefits. 

Mr.  Chairman,  those  are  my  remarks  for  today. 

[The  prepared  statement  follows:] 

Statement  of  John  Doyle  Elliott,  Townsend  Plan  National  Lobby 

Mr.  Chairman,  the  Townsend  Plan  Movement  supports  the  principle  of  balanced 
budgets,  having  always  advocated  pay-as-you-go  public  financing.  However,  we 
strongly  repudiate  much  contained  in  the  present-day  approach  to  that  end — the 
lumping  together  of  all  government  business  and  management  as  Government 
spending.  When  actual  Government  spending  is  considered,  we  agree;  but,  when 
benefits  such  as  Social  Security,  Medicare  and  like  factors  are  so  considered,  be- 
cause those  benefits  are  not  Government  spending,  we  totally  disagree — 

THEY  ARE  PEOPLE  SPENDING 

In  Social  Security,  Medicare  and  related  benefits,  we  are  dealing  with  direct 
benefits  to  flesh-and-blood,  heart-soul-and-spirit  human  beings — with  the  direct  sup- 
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port  of  life,  liberty  and  the  pursuit  of  happiness.  All  economics,  to  be  other  than 
dishonest,  or  blunders,  must  either  directly,  or  indirectly  support  at  least  one  of 
those  three  precious  realities.  Otherwise,  they  are  phony! 

I  do  not  believe  there  exists  an  economist  who  does  not  know  that  production 
alone  is  the  master  of  inflation — just  as  well  as  he  knows  his  first  name!  We  are,  of 
late,  hearing  more  references  to  this  self-evident  truth.  But,  we  are  not  hearing 
about  another,  related  self-evident  reality  upon  which  production  in  the  course  of 
all  business  depends — market — for  all  production  there  must  be  a  market!  Directly 
and/or  indirectly  there  must  exist  a  market  for  consumer  goods  and  services — 
which  alone  pays  for,  finances  all  honest  and  competent  production — or  it  doesn't 
get  paid  for,  actually!  And  of  what  is  such  market  made? 

HUMANITY  FINANCED  TO  AFFORD  COMMAND  OF  LIFE,  LIBERTY,  AND  PURSUIT  OF 

HAPPINESS 

Just  what  Social  Security  and  related  benefits  financially  make  possible,  in  addi- 
tion to  all  other  market  originating  from  all  other  sources. 

Therefore,  we  oppose  changes  in  Social  Security  benefits  to  balance  budgets. 
Social  Security  and  related  benefits  should  be  pay-as-we-go  operations.  Benefits 
should  change  only  to  achieve  social  justice.  We  hold  this  truth  self-evident! 

Our  problem's  not  too  much  social  security — it's  very  much  too  little!  It's  the 
problem  we  can't  afford — not  the  cure!  That's  self-evident  truth. 

We  should  have  one  national  system,  for  all  alike.  Vest  in  all  our  people  a 
"presumed,  minimum  wage  in  covered  employment"  sufficient  to  insure  that  virtu- 
ally none  could  qualify  for  Welfare.  Why  are  we  doing  two  administrative  jobs,  not 
one? 

Further,  Medicare  should  be  perfected,  insuring  all  legally  prescribable  treatment 
and  all  facilities,  supplies  and  professional  needs  for  total  health  care  and  mainte- 
nance. Then,  in  experienced  operation,  expand  Medicare  so  to  insure  all  our  people 
throughout  their  lives.  One,  same,  total-insurance  plan  for  all  alike. 

Mr.  Chairman,  I  believe  that  the  highest  attainment  of  social  justice  coupled  with 
just  taxation  are  the  essentials  to  the  honest  balancing  of  budgets.  I  hold  it  to  be 
self-evident,  also,  that  all  dishonesty,  injustice,  wrongs — no  matter  who  may  fancy 
profit  therefrom — will,  in  History's  inevitable  balance  of  the  books,  be  marked  as 
injuries,  destruction,  losses — not  profits — and,  above  all,  not  glories! 

What  we  can't  afford  is  social  injustice — not  social  justice! 

This  is  the  truth:  The  same  tax-impact  can't  be  just  for  both  social  insurance 
benefits  and  for  financing  public  works,  defense,  the  overhead  and  public  manage- 
ment of  society — the  costs,  burdens  inherently  consuming  resources,  manpower  and 
money  which  could,  otherwise,  directly  support  life  liberty  and,  better,  the  pursuit 
of  happiness. 

All  public  budgets — federal  state  and  local — have  to  be  cleanly  split  between 
burdens  and  benefits.  Burdens  justly  require  progressively  rated  taxes  honoring 
equality-of-sacrifice  on  the  net  incomes  of  all  persons  and  companies,  clearly  known 
to  all.  Social  insurance  benefits  (social  security  and  health-insurance  being  the  main 
projects) — these  benefits,  being  in  themselves  progressive,  justly  call  for  flat-rate 
taxes,  proportionately  the  same  rate  for  all  alike,  on  the  gross  incomes  (gross 
receipts)  of  all  persons  and  companies.  Just  what  the  Townsend  Plan  has  proposed, 
from  the  very  start. 

If  gross  income  taxes  were  employed  to  finance  the  burdens,  costs  of  defending 
and  managing  society's  public  overhead,  it  would  be  crushing  to  the  poor  and  of 
little  consequence  to  the  rich — excuselessly  regressive,  exactly  the  opposite  to  equal- 
ity-of-sacrifice. 

However,  since  social  insurance  benefits  are  of  the  mightiest  consequence  to  the 
poor,  important  indeed  to  those  of  better  fortune,  and,  by  comparison,  of  little 
significance  to  the  affluent,  the  impact  of  these  benefits  is,  itself,  progressive;  and, 
therefore,  justly  financed  by  just  the  tax  that  would  be  most  wrong  for  supporting 
burdens,  namely,  the  gross  income  tax.  What  the  Townsend  Plan  has  always  pro- 
posed. 

After  all,  we  have  these  problems  of  social  insurance  because  of  the  misfortuned — 
not  because  of  the  well-fortuned! 

Net  income  taxes  to  finance  burdens  under  progressive  tax-rates — and  gross 
income  taxes  to  finance  social  insurance — social  security,  health  insurance,  etc. — 
together,  they  constitute  just  taxation  and  make  genuinely  honest  budget  balancing 
clearly  available.  Between  burdens  and  benefits  all  public  budgets  must  be  cleanly 
split.  To  whatever  extent  this  is  not  the  reality,  Injustice  will  be  on  the  throne  and 
Justice  on  the  scaffold.  Now,  again,  we  can  discern  self-evident  truth. 

We  must  perfect  social  security — or  perpetuate  the  losses  of  recessions.  Unem- 
ployed time  is  lost  forever. 
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The  argument-crushing  reality  is  that  without  Social  Security  and  related  bene- 
fits, thin  shadow  though  they  are  of  what  they  ought  to  be — our  last  recession 
would  have  been  vastly  more  severe.  Equally  clear:  If  even  such  poor  benefits  had 
existed  in  the  late  20's  and  early  30's,  they  would  mightily  have  eased  the  Great 
Depression  and  beneficially  have  altered  History — denied  Hitler  and  Japan  their 
visions  of  collapsing  western  economies  and  the  conviction  of  opportunity  for  con- 
quest. That  is  self-evident  truth. 

Let  us  cease  fearing  programs  essential  to  the  remedy  of  admitted  flaws  in  our 
honest  prosperity — perfected  social  security  and  national  insurance  of  health  and  its 
maintenance.  Without  them,  we  are  never  going  to  balance  our  budgets — not,  really, 
ever. 

Only  these  Federal  programs  of  perfected  social  security  and  of  total  national 
health  insurance  can  strengthen  us  as  we  need  so  mightily  to  be  strengthened. 
Their  lack  is  our  real  weakness,  failure — rendering  irrecoverable  losses  of  recessions 
inevitable.  Only  they  can  end  this  accumulating  catastrophy! 

Mr.  Chairman,  mounting  confusion  reigns  between  honest,  self-evident  realities 
and  prevailing  debates  in  Congress  (and  elsewhere)  on  funding  Social  Security. 
"Fewer  workers  supporting  more  retirees" — though  the  truth  is  that  these  v/orkers, 
however  young,  are — self-evidently — senior  citizens  who  have  not  gotten  there,  yet, 
but  whose  turns  are  in  the  rapid  making!  Real  social  security  and  complete  national 
health  insurance  emphatically,  are  much  more  in  their  interest  than  any  before 
them!  That's  the  truth! 

"We  can't  have  both  butter  and  guns!"  As  if  each  exists  at  the  expense  of  the 
other.  In  truth,  upon  our  just  prosperity  depends  our  ability  best  to  afford  all  other 
things.  Look  to  our  butter,  or,  we  are  on  the  surest  road  to  gunless!  That's  the  self- 
evident  truth!  Good  things  are  not  at  the  expense  of  good  things — good  things 
reinforce  good  things.  Not  justice,  but  injustice  is  the  destroyer. 

Now,  further — let  us  face  this  reality:  If  prosperity-sharing  retirement  and  disabil- 
ity benefits,  with  complete,  lifetime  health  and  health  maintenance  insurance  were 
living  facts  of  life  for  all  our  people  (whether  through  public,  or  private  arrange- 
ments, or  any  mix  of  both),  the  economic  and  financial  impacts  of  such  benefits 
would  be  just  about  the  same.  The  only  variants  would  stem  from  simple,  uniform 
versus  complex  and  differing  administration  and  management.  The  only  real  ques- 
tion is: 

"Is  perfected  social  security  good,  or  bad?"  Society  has  long  since  irrevocably 
answered  that  question!  Perfected  social  security  is  essential  to  remedy  admitted 
flaws  in  our  just  prosperity;  essential  to  social  justice;  and  to  our  ability  justly  and 
best  to  afford  all  other  things.  The  problem's  because  of  our  misfortuned,  not  our 
well-fortuned.  The  problem's  too  little,  not  too  much  social  security.  It's  the  prob- 
lem, not  the  cure  which  we  can't  afford. 

Medicare,  for  example,  simply  can't  do  the  job  it  ought  to  do,  so  long  as  we  suffer 
people  (especially  millions  of  them)  to  exist  on  incomes  which  virtually  dictate 
sickness!  Nor  can  our  Country  realize  the  admiration  of  Mankind  it  ought  to  own,  so 
long  as  this  lack  of  social  justice  in  our  house  remains! 

Perfected  social  justice — as  herein  set  forth— as  in  and  via  the  Townsend  Plan 
envisioned,  defined  and  proposed — can  be  the  richest  investment  presented  to  Man- 
kind in  this  Century.  And  our  Country  is  incomparably  the  best  equipped  and 
qualified  to  achieve  it  and,  thereby,  again  lead  Mankind  into  a  new,  forever, 
freedom  with  Justice! 

I  note  again:  This  reform,  this  freedom  is  35  years  overdue!  Its  lack  is  our 
Country's  incomparably  greatest  loss — growing  by  the  hour  and  year! 

Mr.  Chairman,  I  thank  you  for  the  privilege  of  presenting  the  foregoing,  self- 
evident  truth.  If  Uncle  Sam  can't  do  it— does  anybody  else  have  a  prayer? 

Mr.  Pickle.  Well,  thank  you  very  much,  Mr.  Elliott.  Your  state- 
ment in  its  entirety,  and  yours  also,  Mr.  Clinkscales,  will  be  made 
a  part  of  the  record.  You  both  summarized  your  statements,  and 
we  appreciate  your  doing  that. 

Mr.  Clinkscales,  on  page  5  you  said  the  social  security  program 
has  failed  to  correct  the  practice  of  allowing  some  individuals  to 
get  disability  benefits  when  they  shouldn't  have.  You  mentioned 
specifically  that  convicted  killer  Jean  Harris  is  on  social  security 
disability.  I  wanted  to  be  sure  that  that  is  not  left  unchallenged. 

She  is  not  on  disability  benefits.  She  is  not  receiving  disability 
benefits.  What  is  the  source  of  your  statement? 

Mr.  Clinkscales.  I  am  glad  you  asked. 
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Mr.  Pickle.  She  applied  but  she  did  not  receive  them. 

Mr.  Clinkscales.  In  the  New  York  Daily  News,  February  26, 
1981,  it  says,  Jean  Harris  getting  disability  since  murder. 

Mr.  Pickle.  Well,  for  your  information,  I  understand  she  applied 
but  was  not  allowed  disability  benefits.  If  you  have  information  to 
the  contrary,  I  wish  you  would  give  it  to  the  committee. 

Mr.  Clinkscales.  It  says  that  her  attorney,  Joe — I  cannot  pro- 
nounce his  last  name,  Arnou,  I  assume, — A-u-r-n-o-u — confirmed 
that  a  source  at  the  Bureau  of  Social  Security  said  it  was  based  on 
her  inability  to  work.  Arnou  said  she  started  getting  the  payments 
before  the  verdict. 

I  hope  she  is  not,  Mr.  Chairman,  but  this  is  the  basis  for  my 
statement. 

Mr.  Pickle.  I  understand  that  and  I  want  to  be  certain  that  my 
information  is  correct.  I  understand  she  is  not,  and,  as  you  know, 
you  said  the  Son  of  Sam  is  getting  disability  benefits,  and  he  is  not. 

Mr.  Clinkscales.  If  I  said  that  he  "was,"  I  meant  to  say  that  he 
"had." 

Mr.  Pickle.  That  is  why  we  passed  legislation.  I  think  that  is 
true  in  both  instances.  The  legislation  served  a  very  definite  pur- 
pose. 

Now,  I  don't  know,  Mr.  Clinkscales,  that  I  understand  your  pro- 
posal. You  are  for  some  of  the  things  that  the  President  recom- 
mends, but  how  would  you  finance  that?  If  you  had  the  age  of  50 
and  above  receiving  benefits  and  those  50  and  below  paying  a 
certain  sum,  would  you  operate  the  social  security  system  on  an 
insurance  principle?  Is  that  your  proposal. 

Mr.  Clinkscales.  Pretty  much  the  whole  idea  is  to  make  the 
contributions  made  by — Professor  Feldstein,  for  instance,  made  the 
employer's  portion  apply  toward  the  retirement  of  the  obligations 
for  present  and  those  who  would  be  future  social  security  retirees.  I 
am  sure  that  is  not  sufficient;  nevertheless,  that  was  his  proposal. 

Our  idea  is,  however,  as  was  his,  to  provide  that  there  be  an 
investment-type  as  opposed  to  merely  an  insurance-type  of  retire- 
ment program  such  that  there  would  be  an  opportunity,  for  in- 
stance, an  insurance  company  to  set  up  such  a  program. 

Mr.  Pickle.  I  get  the  idea. 

Mr.  Archer,  Mr.  Bailey? 

Mr.  Bailey.  No  questions,  Mr.  Chairman. 

Mr.  Pickle.  Before  you  leave,  Mr.  Elliott,  I  appreciate  your 
coming.  I  know  you  are  very  sincere  in  advancing  the  idea  of  the 
Townsend  plan.  You  are  a  forerunner,  in  a  sense,  of  the  program 
that  we  have,  and  it  is  good  to  have  your  testimony.  We  appreciate 
you  being  with  us. 

Mr.  Elliott.  I  would  like  to  leave  a  thought  with  you,  Mr. 
Chairman.  In  this  so-called  conflict  between  the  interest  of  the 
young  and  the  old,  these  young  people  are  just  senior  citizens  that 
didn't  get  there  yet.  They  are  being  tricked  somehow  into  biting  off 
their  own  nose. 

Mr.  Pickle.  I  appreciate  you  saying  so  because  you  are  the  voice 
of  the  years  of  experience. 
Thank  you  both. 

Now  we  have  another  panel  consisting  of  Ms.  Tottie  Ellis — is  Ms. 
Tottie  Ellis  here? 


76-484   0—81  61 
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[No  response.] 

Mr.  Pickle.  Is  Davis  Jackson  here? 
Mr.  Jackson.  Yes. 

Mr.  Pickle.  Mr.  Jackson,  would  you  come  forward,  please. 

Mr.  George  W.  Benns  and  Mr.  Harry  Waldo.  Mr.  Davis  Jackson 
is  from  Houston,  Tex.  Mr.  George  Benns  is  from  Silver  Spring,  Md. 
Mr.  Henry  Waldo  is  from  Metairie,  La. 

I  will  ask  you  gentlemen  to  summarize  your  statements,  and 
your  statements  will  be  made  a  part  of  the  record.  If  you  would,  we 
would  request  that  you  summarize  your  statements,  and  then  each 
one  of  you  can  make  your  presentations.  I  hope  you  can  limit  them 
to  5  minutes,  and  then  we  will  ask  the  panel  if  they  have  any 
questions. 

Mr.  Davis  Jackson,  you  may  proceed  first. 

STATEMENT  OF  DAVIS  JACKSON,  HOUSTON,  TEX. 
Mr.  Jackson.  Thank  you,  Mr.  Chairman. 

I  believe  I  have  distributed  copies  of  my  statement  to  the  com- 
mittee, so  you  may  have  one  to  follow.  My  proposal  is  a  plan  to 
bring  the  social  security  system  to  a  position  of  lasting  financial 
solvency  over  a  20-year  period  without  either  reducing  benefits  or 
permanently  increasing  taxes. 

There  is  widespread  recognition  today  that  the  OASD  and  HI 
pay-as-you-go  system  is  in  desperate  straits,  both  current  and  long- 
term.  Trust  funds  are  regularly  depleted  to  pay  current  benefits, 
and  the  system  faces  an  enormous  actuarial  deficit. 

Most  of  the  suggestions  so  far  made  public  to  solve  this  dilemma 
involve  raising  taxes,  or  reducing  benefits,  or  both.  Taxes  would  be 
increased  directly  through  the  scheduled  rise  of  FICA  contribution 
rates  and  wage  bases,  and  indirectly  through  borrowing  among  the 
funds,  use  of  general  tax  revenues,  and  inflation. 

Benefits  would  be  reduced  directly  by  eliminating  some  benefits, 
and  indirectly  by  delaying  the  eligibility  age.  All  of  these  sugges- 
tions have  a  common  flaw.  They  are  bent  on  preserving  the  pay-as- 
you-go  operation.  That  is  a  losing  proposition. 

A  candid  assessment  of  the  age  distribution  of  Americans  in- 
creasing benefits  and  the  declining  worker-to-beneficiary  ratio 
leads  inescapably  to  the  conclusion  that  taxes  imposed  upon  the 
worker  and  the  employer  must  increase  at  an  accelerating  rate 
forever  if  pay-as-you-go  is  to  be  sustained. 

Clearly  the  prospect  of  this  ever-increasing  burden  is  unaccepta- 
ble. An  alternative  must  be  found.  My  plan  is  to  replace  pay-as- 
you-go  with  a  system  which  funds  future  benefits  by  accumulating 
current  contributions  to  provide  annuity  at  retirement. 

This  plan  starts  by  setting  aside  the  contribution  paid  on  behalf 
of  workers  aged  55  to  64.  Upon  retiring,  workers  draw  the  regular 
prevailing  benefit.  A  portion  is  provided  by  the  annuity  from  their 
accumulated  set-aside  contributions,  and  the  remainder  is  provided 
by  OASDHI.  In  this  manner,  anticipated  benefit  levels  are  main- 
tained, but  the  annual  obligations  of  the  OASDHI  funds  are  re- 
duced. 

Such  a  plan  naturally  requires  that  taxes  be  raised  initially  to 
replace  the  contributions  being  set  aside.  There  is  an  important 
distinction  between  this  and  other  tax  increases,  though. 
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While  taxes  are  already  legislated  to  rise,  and  other  proposals 
call  for  taxes  to  rise  without  limit,  this  plan  allows  taxes  to  be 
reduced  steadily  after  the  initial  boost.  As  more  and  more  retirees 
are  added  each  year  who  receive  annuities,  the  annual  retiree 
operations  of  OASDHI  begin  to  decline  absolutely  within  11  years. 

The  scheduled  tax  rates  under  the  plan  that  I  found  to  be  suffi- 
cient would  be  6  percent  of  earnings  up  to  $10,000,  and  8  percent  of 
earnings  over  $10,000,  with  no  worker  exempt  from  contributing. 

As  you  can  see  from  my  exhibit  No.  1,  those  rates  are  steadily 
reduced  at  3-year  intervals  until,  in  the  year  2003,  the  rate  can  be 
6  percent  of  all  earnings.  That  will  be  sufficient  to  pay  current 
benefits,  and  also  to  accumulate  the  annuities  when  you  turn  55. 

Exhibit  No.  2  shows  the  effect  of  the  plan's  annuities.  Someone 
who  is  64  in  the  year  the  plan  starts,  their  1-year  contribution  will 
provide  almost  7  percent  of  their  benefit.  So  that  the  OASDHI 
funds  would  pay  93  percent.  Someone  55  when  the  plan  starts  who 
had  10  years  of  contribution  setaside,  their  annuity  would  pay  89 
percent  of  their  benefit.  OASDHI  would  pay  11  percent. 

So  you  can  see  that  the  eventual  obligations  of  the  OASDHI  are 
reduced  dramatically  through  these  annuities.  Now  I  do  not  expect 
you  to  believe  that  this  set  of  targets  and  assumptions  are  the  only 
ones  possible.  What  is  important  is  the  idea  of  an  alternative  to 
pay-as-you-go. 

I  hope  I  have  persuaded  you  of  this,  at  least.  We  need  not 
consign  ourselves  to  the  staggering  sacrifice  of  pay-as-you-go  which 
promises  only  a  future  of  still  further  sacrifices.  By  adopting  far- 
sighted  measures  now,  we  can  achieve  a  bountiful  future  reward  in 
return  for  a  moderate,  short-lived  sacrifice. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 

Statement  of  Davis  Jackson 

This  proposal  is  a  plan  to  bring  the  Social  Security  system  to  a  position  of  lasting 
financial  solvency  over  a  twenty-year  period,  without  reducing  benefits  or  perma- 
nently increasing  taxes. 

BACKGROUND 

There  is  widespread  recognition  today  that  the  OASDHI  "pay-as-you-go"  system  is 
in  desperate  straits,  both  current  and  long-term.  The  Trust  Funds  are  regularly 
depleted  to  pay  current  benefits,  and  the  system  faces  an  enormous  actuarial  deficit. 

Most  of  the  suggestions  so  far  made  public  to  solve  this  dilemma  involve  raising 
taxes  or  reducing  benefits  or  both.  Taxes  would  be  increased  directly  through  the 
scheduled  rise  of  F.I.C.A.  contribution  rates  and  wage  bases,  and  indirectly  through 
"borrowing"  among  the  funds,  use  of  general  tax  revenues,  and  "inflation".  Benefits 
would  be  reduced  directly  by  eliminating  some  benefits,  and  indirectly  by  delaying 
the  eligibility  age. 

All  of  these  suggestions  have  a  common  flaw — they  are  bent  on  preserving  the 
"pay-as-you-go"  operation.  That  is  a  losing  proposition.  A  candid  assessment  of  the 
age  distribution  of  Americans,  increasing  benefits,  and  the  declining  worker-to- 
beneficiaries  ratio  leads  inescapably  to  the  conclusion  that  taxes  imposed  upon  the 
worker  and  the  employer  must  increase  at  an  accelerating  rate — forever — if  "pay-as- 
you-go"  is  to  be  sustained. 

Clearly,  the  prospect  of  this  ever-increasing  burden  is  unacceptable.  An  alterna- 
tive must  be  found. 

THE  ALTERNATIVE 

My  plan  is  to  replace  "pay-as-you-go"  with  a  system  which  funds  future  benefits 
by  accumulating  current  contributions  to  provide  annuities  at  retirement. 
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This  plan  starts  by  setting  aside  the  contributions  paid  on  behalf  of  workers  aged 
55-64.  Upon  retiring,  workers  draw  the  regular  prevailing  benefit;  a  portion  is 
provided  by  the  annuity  from  their  accumulated  set-aside  contributions  and  the 
remainder  is  provided  by  OASDHI.  In  this  manner,  anticipated  benefit  levels  are 
maintained  but  the  annual  obligations  of  the  OASDHI  funds  are  reduced. 

Such  a  plan  naturally  requires  that  taxes  be  raised  initially  to  replace  the 
contributions  being  set  aside.  There  is  an  important  distinction  between  this  and 
other  tax  increases,  though.  While  taxes  are  already  legislated  to  rise,  and  other 
proposals  call  for  taxes  to  rise  without  limit,  this  plan  allows  taxes  to  be  reduced 
steadily,  after  the  initial  boost.  As  more  and  more  retirees  are  added  each  year  who 
receive  annuities,  the  annual  retiree  obligations  of  OASDHI  begin  to  decline  abso- 
lutely within  eleven  years. 

HIGHLIGHTS  OF  THE  PLAN 

Expenditures. — Payments  for  OASDHI  retirement  benefits  begin  to  decline  abso- 
lutely in  1993. 

New  Savings. — New  investment  annually  of  $31-$37  billion  is  produced  by  the 
contributions  set  aside. 

Effect  on  Workers. — The  contribution  collected  from  the  average  wage-earner  will 
fall  below  what  is  now  legislated  by  the  year  1991,  and  the  average  wage-earner  will 
be  "even"  by  the  year  1999  (total  contributions  during  this  period  under  this  plan 
will  be  less  than  under  current  law). 

Federal  Debt. — The  eventual  tax  rate  of  6  percent  of  all  wages  would  provide 
surpluses  after  2003,  great  enough  to  retire  $300  billion  of  Federal  debt  by  2020. 

KEY  ASSUMPTIONS  FOR  THE  PROJECTIONS 

1.  Population,  Mortality,  Labor  Force  participation,  Earnings  and  OASDHI  Bene- 
fits by  age-group  were  extracted  or  interpolated  from  the  "1979  Statistical  Ab- 
stract," which  in  turn  used  data  and  projections  from  the  U.S.  Bureau  of  the 
Census,  the  U.S.  Bureau  of  Labor  Statistics,  and  the  U.S.  Social  Security  Adminis- 
tration. 

2.  The  number  of  Survivors  benefit  recipients  continues  to  increase  at  2.4  percent 
annually;  Disability  and  Hospital  Insurance  expenditures  are  held  constant  after 
1982. 

3.  Tax-Exempt  Interest  Rate — 6  percent. 

4.  "Inflation ' — no  provision  has  been  made  for  "inflation"  beyond  1982.  If  the 
U.S.  Congress  decides  to  stop  depreciating  our  currency,  then  "inflation"  will  disap- 
pear; if  the  Congress  persists  in  destroying  the  dollar,  then  no  amount  of  tinkering 
will  save  OASDHI  from  the  effects  of  "inflation". 

Exhibit  I.— Scheduled  Tax  Rates  Under  the  Plan 

1982-84:  6  percent  of  earnings  up  to  $10,000  and  8  percent  of  earnings  over 
$10,000  with  no  worker  exempt  from  contributing. 
1985-87:  6  percent  and  7.75  percent. 
1988-90:  6  percent  and  7.5  percent. 
1991-93:  6  percent  and  7.25  percent. 
1994-96:  6  percent  and  7  percent. 
1997-99:  6  percent  and  6.75  percent. 
2000-02:  6  percent  and  6.35  percent. 
2003  plus:  6  percent  of  all  earnings. 

EXHIBIT  II.— EFFECT  OF  THE  PLAN'S  ANNUITIES 

[Percent  of  regular  retirement  benefit  provided  at  age  65] 


Annuity  OASDHI 


Age  in  1982: 


64   6.9  93.1 

63   14.2  85.8 

62   22.0  78.0 

61   30.0  70.0 

60   38.6  61.4 

59   47.5  52.5 

58   57.0  43.0 

57   67.0  33.0 

56   77.5  22.5 
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EXHIBIT  II.— EFFECT  OF  THE  PLAN'S  ANNUITIES— Continued 

[Percent  of  regular  retirement  benefit  provided  at  age  65] 


Annuity 

OASDHI 

55  

  88.6 

11.4 

Eventually  levels  off  at  

  76.2 

23.8 

PLAN  SUMMARY 

Revenue 

All  OASDHI 

Reduction 

Invest 

1982.. 
1983.. 
1984., 
1985.. 
1986.. 
1987.. 
1988. 
1989., 
1990.. 
1991., 
1992., 
1993., 
1994., 
1995., 
1996., 
1997., 
1998. 
1999., 
2000. 
2001. 
2002. 
2003. 
2004. 
2005. 
2006. 
2007. 
2008. 
2009. 
2010. 
2011. 
2012. 
2013. 
2014. 
2015. 
2016. 
2017. 
2018. 
2019. 
2020. 


317 

210.146 

0.171 

34.419 

573 

211.960 

1.614 

34.202 

939 

213.772 

3.167 

33.986 

561 

215.589 

.972 

33.089 

087 

217.416 

2.671 

32.880 

732 

219.258 

4.474 

32.672 

426 

221.040 

2.386 

31.796 

240 

222.816 

4.424 

31.595 

182 

224.591 

6.591 

31.395 

033 

226.367 

2.666 

31.030 

212 

228.148 

3.065 

31.329 

496 

229.127 

4.369 

31.632 

466 

230.060 

1.406 

31.249 

913 

230.964 

2.949 

31.551 

471 

231.855 

4.617 

31.855 

552 

232.743 

1.808 

31.455 

280 

233.252 

4.028 

31.758 

126 

233.795 

6.331 

32.064 

437 

234.379 

1.057 

31.209 

418 

235.229 

3.189 

31.510 

524 

236.312 

5.212 

31.814 

751 

237.629 

.122 

31.072 

006 

239.151 

1.856 

31.371 

393 

240.854 

3.539 

31.674 

915 

242.718 

5.197 

31.979 

577 

244.723 

6.854 

32.288 

382 

246.853 

8.529 

32.599 

.336 

249.094 

10.241 

32.913 

442 

251.434 

12.008 

33.231 

706 

253.862 

13.845 

33.551 

133 

256.368 

15.765 

33.875 

728 

258.944 

17.783 

34.201 

495 

261.585 

19.910 

34.531 

442 

264.284 

22.158 

34.864 

572 

267.036 

24.537 

35.200 

.894 

269.837 

27.056 

35.540 

411 

272.685 

29.726 

35.883 

.132 

275.577 

32.555 

36.229 

.062 

278.511 

35.551 

36.578 

PROJECTED  LABOR  FORCE,  FULL-TIME  EQUIVALENTS  BY  AGE  GROUP 

[In  millions] 

16  to  25  to  35  to  45  to  55  to 
24         34         44  54  64 


Greater 

than  Total 
65 


1982   18.010  24.330  18.120  14.550  10.130  2.610  87.750 

1983   17.766  24.724  18.814  14.728  10.066  2.617  88.716 

1984   17.525  25.125  19.535  14.909  10.002  2.624  89.720 

1985   17.288  25.532  20.283  15.092  9.939  2.631  90.765 

1986   17.054  25.946  21.060  15.277  9.876  2.638  91.851 

1987   16.823  26.367  21.867  15.464  9.814  2.645  92.979 
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PROJECTED  LABOR  FORCE,  FULL-TIME  EQUIVALENTS  BY  AGE  GROUP— Continued 

[In  millions] 


16  to  25  to  35  to  45  to  55  tc 
24         34         44         54  64 


Greater 

than  Total 
65 


1988   16.595  26.794  22.704  15.654  9.752  2.652  94.151 

1989   16.370  27.229  23.574  15.845  9.690  2.659  95.367 

1990   16.148  27.670  24.477  16.040  9.629  2.666  96.630 

1991   16.209  27.280  24.839  16.638  9.722  2.663  97.351 

1992   16.270  26.896  25.206  17.258  9.816  2.660  98.106 

1993   16.332  26.517  25.579  17.901  9.911  2.657  98.896 

1994   16.393  26.143  25.957  18.569  10.006  2.654  99.723 

1995   16.455  25.775  26.340  19.261  10.103  2.651  100.586 

1996   16.517  25.412  26.730  19.979  10.200  2.648  101.487 

1997   16.580  25.054  27.125  20.724  10.298  2.645  102.426 

1998   16.642  24.701  27.526  21.497  10.398  2.642  103.406 

1999   16.705  24.353  27.933  22.298  10.498  2.639  104.427 

2000   16.768  24.010  28.346  23.130  10.599  2.636  105.489 


PROJECTED  WAGE  AND  SALARY  EARNINGS— TOTAL  LABOR  FORCE 

[In  billions  ot  dollars] 

Age  55  to  Age  55  to    Age  18  to  Age  18  to 

Total         64  <  64  >       54  S         54  > 

dollars       $10,000  $10,000  $10,000  $10,000 

D  5564  L  D  5564  G  D  1854  L  D  1854  G 


1982   1748.979  101.300  139.146  776.200  732.333  210.317  34.419- 

1983   1770.385  100.660  138.267  786.498  744.960  213.573  34.202 

1984   1792.583  100.024  137.393  797.181  757.985  216.939  33.986 

1985   1815.597  99.392  136.525  808.259  771.420  216.561  33.089 

1986   1839.450  98.765  135.663  819.745  785.277  220.087  32.880 

1987   1864.168  98.141  134.806  831.651  799.571  223.732  32.672 

1988   1889.777  97.521  133.954  843.987  814.314  223.426  31.796 

1989   1916.303  96.905  133.108  856.769  829.521  227.240  31.595 

1990   1943.774  96.293  132.267  870.008  845.207  231.182  31.395 

1991   1961.387  97.221  133.543  876.288  854.335  229.033  31.030 

1992   1979.781  98.159  134.831  882.902  863.890  231.212  31.329 

1993   1998.977  99.105  136.131  889.858  873.883  233.496  31.632 

1994   2018.998  100.061  137.444  897.165  884.328  231.466  31.249 

1995   2039.863  101.026  138.769  904.831  895.237  233.913  31.551 

1996   2061.598  102.000  140.107  912.867  906.624  236.471  31.855 

1997   2084.225  102.984  141.458  921.281  918.502  234.552  31.455 

1998   2107.770  103.977  142.822  930.085  930.886  237.280  31.758 

1999   2132.257  104.979  144.200  939.288  943.791  240.126  32.064 

2000   2157.715  105.992  145.590  948.901  957.232  235.437  31.209 

2001   2184.170  107.014  146.994  958.936  971.226  238.418  31.510 

2002   2211.651  108.046  148.412  969.404  985.789  241.524  31.814 

2003   2240.188  109.088  149.843  980.319  1000.938  237.751  31.072 

2004   2269.812  110.140  151.288  991.692  1016.693  241.006  31.371 

2005   2300.556  111.202  152.747  1003.536  1033.071  244.393  31.674 

2006   2332.452  112.274  154.220  1015.866  1050.092  247.915  31.979 

2007   2365.535  113.357  155.707  1028.696  1067.775  251.577  32.288 

2008   2399.841  114.450  157.209  1042.040  1086.143  255.382  32.599 

2009   2435.408  115.554  158.725  1055.913  1105.217  259.336  32.913 

2010   2472.275  116.668  160.255  1070.332  1125.019  263.442  33.231 

2011   2510.480  117.793  161.801  1085.314  1145.573  267.706  33.551 

2012   2550.066  118.929  163.361  1100.874  1166.902  272.133  33.875 

2013   2591.076  120.076  164.936  1117.032  1189.033  276.728  34.201 

2014   2633.556  121.234  166.527  1133.805  1211.990  281.495  34.531 

2015   2677.550  122.403  168.133  1151.212  1235.802  286.442  34.864 

2016   2723.108  123.583  169.754  1169.274  1260.496  291.572  35.200 

2017   2770.279  124.775  171.391  1188.011  1286.102  296.894  35.540 

2018   2819.115  125.978  173.044  1207.445  1312.649  302.411  35.883 

2019   2869.671  127.193  174.712  1227.597  1340.169  308.132  36.229 

2020   2922.001  128.420  176.397  1248.490  1368.694  314.062  36.578 
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PROJECTED  OASDHI  BENEFITS 


[In  billions  of  dollars] 


Survivors 

Disability 

Hospital 

Retirees 

All  OASDHI 

1982  

  38.126 

29.991 

39.456 

102.573 

210.146 

1983  

  39.041 

29.991 

39.456 

103.472 

211.960 

1984  

  39.978 

29.991 

39.456 

104.347 

213.772 

1985  

  40.937 

29.991 

39.456 

105.205 

215.589 

1986  

  41.920 

29.991 

39.456 

106.049 

217.416 

1987  

  42.926 

29.991 

39.456 

106.885 

219.258 

1988  

  43.956 

29.991 

39.456 

107.637 

221.040 

1989  

  45.011 

29.991 

39.456 

108.358 

222.816 

1990  

  46.092 

29.991 

39.456 

109.052 

224.591 

1991  

  47.198 

29.991 

39.456 

109.722 

226.367 

1992  

  48.330 

29.991 

39.456 

110.370 

228.148 

1993  

  49.490 

29.991 

39.456 

110.189 

229.127 

1994  

  50.678 

29.991 

39.456 

109.935 

230.060 

1995  

  51.894 

29.991 

39.456 

109.623 

230.964 

1996  

  53.140 

29.991 

39.456 

109.268 

231.855 

1997  

  54.415 

29.991 

39.456 

108.881 

232.743 

1998  

  55.721 

29.991 

39.456 

108.084 

233.252 

1999  

  57.059 

29.991 

39.456 

107.289 

233.795 

2000  

 :   58.428 

29.991 

39.456 

106.504 

234.379 

2001  

  59.830 

29.991 

39.456 

105.951 

235.229 

2002  

  61.266 

29.991 

39.456 

105.599 

236.312 

2003  

  62.737 

29.991 

39.456 

105,445 

237.629 

2004  

  64.242 

29.991 

39.456 

105.461 

239.151 

2005  

  65.784 

29.991 

39.456 

105.623 

240.854 

2006  

  67.363 

29.991 

39.456 

105'.908 

242.718 

2007  

  68.980 

29.991 

39.456 

106.296 

244.723 

2008  

  70.635 

29.991 

39.456 

106.771 

246.853 

2009  

  72.330 

29.991 

39.456 

107.317 

249.094 

2010  

  74.066 

29.991 

39.456 

107.921 

251.434 

2011  _  

  75.844 

29.991 

39.456 

108.571 

253.862 

2012  

  77.664 

29.991 

39.456 

109.257 

256.368 

2013  

  79.528 

29.991 

39.456 

109.969 

258.944 

2014  

  81.437 

29.991 

39.456 

110.701 

261.585 

2015  

  83.391 

29.991 

39.456 

111.446 

264.284 

2016  

  85.393 

29.991 

39.456 

112.196 

267.036 

2017  

 -.   87.442 

29.991 

39.456 

112.949 

269.837 

2018  

  89.541 

29.991 

39.456 

113.698 

272.685 

2019  

  91.690 

29.991 

39.456 

114.441 

275.577 

2020  

  93.890 

29.991 

39.456 

115.174 

278.511 

SUMMARY 

I  do  not  expect  you  to  believe  that  my  set  of  targets  and  assumptions  for  this  plan 
are  the  only  ones  possible;  what  is  important  is  the  idea  of  an  alternative  to  "pay-as- 
you-go". 

I  hope  I  have  persuaded  you  of  this: 

We  need  not  consign  ourselves  to  the  staggering  sacrifice  of  "pay-as-you-go", 
which  promises  only  a  future  of  still  further  sacrifices.  By  adopting  far-sighted 
measures  now,  we  can  achieve  a  bountiful  future  reward  in  return  for  a  moderate, 
short-lived  sacrifice. 
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Mr.  Pickle.  Thank  you,  Mr.  Jackson. 
Now,  Mr.  Benns,  if  you  would  proceed? 

STATEMENT  OF  GEORGE  W.  BENNS,  SILVER  SPRING,  MD. 
Mr.  Benns.  Thank  you,  Mr.  Chairman. 

My  name  is  Mr.  Benns.  I  have  here  a  blueprint  for  funding  social 
security  for  over  $300  billion  and  stopping  inflation. 

Last  year,  the  estimated  GNP  was  $2.5  trillion.  In  1981,  $2.8 
trillion.  Estimated  illegally  concealed,  unreported  tax  avoided 
income  by  cash  transactions,  skimming  the  cream,  corruption  and 
fraud,  loopholes  in  tax  laws,  crime — both  criminal  and  white  collar, 
illegal  business  and  industry  expenses,  welfare  fraud,  Government 
fraud,  stock  manipulation,  et  cetera,  et  cetera,  amounts  to  about 
$400  billion,  which  will  make  the  total  GNP  of  last  year  $2.9 
trillion,  and  this  year,  at  $3.2  trillion. 

Last  year  the  total  personal  income  was  $2.28  trillion,  which  was 
divided  into  $1,430  trillion  in  wages  and  salaries,  $316  billion  in 
transfer  payments,  interest  dividends  and  other,  $534  billion.  Total 
collected  in  1980  by  payroll  taxes  at  12.26  percent  was  $120  billion, 
which  was  less  than  $1  trillion  of  the  $1.43  trillion  of  the  personal 
wages  and  salaries,  and  none  of  the  transfer  payments  and  other 
income  of  $850  billion. 

The  average  old-age  benefits  for  the  elderly  and  dependents  was 
$3,700;  $4.8  million,  handicapped  got  $3,200.  The  rest  of  the  $155 
billion  was  spent  for  administration,  AFDC,  SSI,  and  medicaid. 

The  ravages  of  uncontrolled  inflation  are  most  apparent  to  those 
on  fixed  income  and  social  security.  To  alleviate  this,  inflation  has 
to  be  stopped,  and  social  security  has  to  be  funded  so  that  the 
elderly  do  not  fall  into  a  more  difficult  poverty  level. 

By  changing  the  method  of  funding  social  security  so  that  the 
employer  pays  the  full  tax  on  all  earned  and  unearned  income  at 
the  source  will  result  in  a  $100  billion  or  more  take-home  pay  as 
shown  in  the  following  charts.  For  this,  a  $15,038  income  adds  to  a 
$1,000  tax: 

W2,  now  $15,038;  W2  when  employer  pays  the  full  tax,  $14,038. 
So  the  employee  will  have  $133  coming  back,  $260  on  Federal 
income  tax,  $75  on  State  income  tax,  $20  on  excise  taxes.  At  new 
funding,  the  tax  will  be  $1,867,  or  $133  less  than  the  $2,000  at 
present. 

Eighty  million  taxpayers  will  have  over  $40  billion  more  take- 
home  pay.  The  $0.84  trillion  of  unearned  income  plus  the  $400 
billion  of  wages  and  salaries  when  taxed  will  have  over  $80  billion 
more  take-home. 

The  $400  billion  of  unreported  and  tax-avoided  income  is  concen- 
trated mostly  in  the  over-50-percent  tax  bracketed  individuals 
which  if  collected  would  add  over  $50  billion  to  social  security,  and 
some  $200  billion  more  in  income  taxes,  effectively  wiping  out  the 
tax  loss  by  the  increase  of  the  social  security  fund  from  $120  billion 
to  over  $300  billion. 

Since  the  social  security  benefits  go  directly  into  the  economy  by 
the  individuals  who  receive  the  benefits,  with  very  little  graft  or 
corruption,  the  tax  is  not  regressive  as  everyone  has  led  you  to 
believe. 
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The  workers  who  have  paid  the  bulk  of  the  tax  in  the  past  will 
benefit  through  a  $180  billion  increase  in  spendable  money  by  the 
elderly. 

Medicare  benefits  can  be  increased  to  cover  all  medical  costs  and 
90  percent  of  the  paperwork  that  leads  to  fraud  can  be  eliminated 
by  issuing  $500  cash  books  to  everyone  covered  by  medicare.  The 
first  book  to  be  free.  The  second  and  third  books  will  cost  the  user 
$300  each  as  needed.  After  the  third  book,  the  user  shall  talk  with 
the  Social  Security  Administration  and  decide  whether  the  medical 
costs  are  catastrophic  and  more  aid  is  needed. 

By  having  the  first  $500  free,  the  patient  will  seek  the  lowest 
cost  medical  services  and  he  will  see  exactly  what  the  doctor 
charges.  Since  payment  is  made  direct,  there  is  very  little  paper- 
work. 

Sixty  billion  of  the  amount  collected  can  be  vested  at  5  percent 
interest  will  increase  to  $1  trillion  in  11  years.  This  vested  money 
can  be  used  to  pay  off  the  Federal  debt  of  $1  trillion,  which  when 
fully  paid  off  will  save  at  least  $40  billion  a  year  of  debt  service. 

This  can  only  be  done  with  a  balanced  budget  with  no  deficit 
spending.  Just  think  what  would  happen  to  interest  rates  when  all 
those  bankers,  tax  lawyers,  and  mostly  rich  people  had  $1  trillion 
to  lend  and  no  one  to  lend  it  to. 

The  next  step  is  to  stop  inflation.  Inflation  is  caused  by  a  lack  of 
spendable,  after-tax  money  by  the  95  percent  of  the  people  whose 
everyday  spending  for  the  basic  necessities  of  life  are  the  corner- 
stone of  our  economy. 

They  have  been  confronted  in  the  past  10  years  by  artificially 
created  shortages  of  housing,  food,  energy,  medical  costs,  higher 
taxes,  more  crime,  more  fraud,  less  employment,  et  cetera.  There  is 
no  law  of  supply  and  demand  today.  There  is  no  such  a  thing  as 
free  enterprise  anymore.  Governments  and  businesses  both  operate 
on  deficit  spending  whereby  the  consumer  pays  for  all  the  taxes 
and  investment  expenses  of  all  companies  at  no  expense  to  the 
stockholders. 

When  banker  Ruml  in  1942  decided  that  all  workers  pay  taxes 
weekly,  the  same  principle  should  have  been  applied  to  all  reve- 
nue-raising and  spending  bureaus  of  all  the  Federal,  State,  and 
local  governments,  plus  every  business  and  industry  to  go  on  a  pay- 
as-you-go  basis  financed  by  the  corporation's  profits. 

There  would  be  no  deductions  for  interest,  depreciation,  or  other 
tax  loopholes  that  the  consumer  pays  for  now  in  higher  prices  for 
all  goods  and  services.  The  stockmarket  gambling  that  occurs  with 
borrowed  money  can  be  effectively  stopped. 

There  is  no  reason  why  in  the  past  several  years  there  has  been 
a  $500  billion  loss  in  stock  prices  plus  a  couple  of  $200  billion 
valleys,  when  during  the  course  of  a  year,  less  than  30  percent  of 
all  stocks  listed  are  traded,  mostly  by  the  insiders  and  money 
managers. 

The  two  bureaus  most  responsible  for  inflation  were  both  uncon- 
stitutionally created  in  1913,  the  IRS  and  the  Federal  Reserve 
Board.  The  one  limits  the  individual's  access  to  money,  and  the  IRS 
taxes  it  away.  Only  15  percent  of  the  population  voted  in  1912,  and 
less  than  7  percent  voted  for  President  Wilson.  Over  60  percent  of 
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the  voters  were  disenfranchised.  Women  had  no  vote.  Indians  could 
not.  Poll  taxes  and  other  restrictions  eliminated  others. 

Congress  is  empowered  to  raise  money;  not  the  IRS,  with  the 
many  rules  and  regulations  that  benefit  only  the  rich.  Congress 
made  these  monsters,  and  Congress  is  extending  their  tentacles. 
You,  voters,  can  vote  out  of  office  those  Congressmen  who  are 
shafting  you. 

The  Federal  Reserve  Board  is  a  tool  of  the  bankers  and  protects 
them.  The  policymaking  decisions  are  dictated  by  the  12  regional 
offices  whose  officers  are  selected  by  the  bankers  who  in  turn 
dictate  to  the  Board. 

The  $4.5  trillion  of  public  and  private  debt  at  only  15  percent 
interest  will  cost  the  borrowers  $675  billion  in  interest.  Yet  the 
interest  and  dividends  paid  to  depositors  and  stockholders  amount- 
ed to  $270  billion  of  the  personal  income  in  1980. 

Mr.  Pickle.  Sir,  let  the  Chair  interrupt  you.  You  are  covering  a 
lot  of  subjects  that  are  not  related  to  social  security,  from  the 
Department  of  Energy,  the  Department  of  Defense,  the  Securities 
and  Exchange  Commission,  inflation,  zoning  laws.  We  appreciate 
your  views,  but  we  are  trying  to  get  comments  with  respect  to 
social  security. 

Now  you  mentioned  that,  first.  Let  me  ask  that  since  your  state- 
ment will  be  made  a  part  of  the  record,  or  at  least  that  part  of  it 
pertaining  to  social  security,  in  the  interests  of  time  I  am  going  to 
ask  that  the  next  gentleman  proceed  so  that  we  can  have  his 
statement,  and  then  we  will  come  back  to  you  if  we  have  additional 
time. 

Do  you  have  any  additional  statements  specifically  with  refer- 
ence to  social  security  in  the  recommendations  that  you  are 
making? 

Mr.  Benns.  The  thing  about  funding  social  security,  you  have  got 
to  get  rid  of  inflation.  To  get  rid  of  inflation,  you  have  to  have  full 
employment,  and  you  have  to  cut  down  interest  rates.  Those  are 
the  things  that  

Mr.  Pickle.  Well,  we  will  make  your  statement  a  part  of  the 
record.  I  appreciate  your  views,  because  everything  does  affect 
social  security  in  one  way  or  another,  and  particularly  with  regard 
to  inflation. 

Mr.  Benns.  But  nobody  

Mr.  Pickle.  You  have  a  wide  ranging  number  of  topics,  and  I  am 
going  to  ask  that  we  go  on  to  the  next  witness  so  that  we  can  come 
back  to  your  questions.  I  will  come  back  to  you  in  1  minute. 

[The  prepared  statement  follows:] 
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Statement  of  George  W.  Benns,  Silver  Spring,  Md. 


19  30  19  81 

Estimated  G.N. P.  &  2.5  Trillion    S  2.8  Trilli 

Estimated  illegally  concealed, unreported,  tax  avoided 
income  by  cash  transactions , spinning  the  cream, 
corruption  a  fraud, loopholes  in  tax  laws,  crime 
(both  criminal  and  white  cellar) , illegal  business 
and  industry  expenses  ,'.7  elf  ere  fraud,  govt,  fraud, 

stock  manipulation, etc. etc. etc._   .4        "   . 4  " 

Total  s  2.9        "  s  3.? 

Total  personal  income  S  2.28      "  S  2.5  "est 

Wages  and  salaries    -  ^  1.43  tri. 
Transfer  payments      -  S  .316 
Int.,div.a  other       -  |  .534 

Total  collected  in  I98O  by  payroll  taxes  at  I2.26  £  was  S  121 
billion  which  was  less  than  s?  1.0  trillion  of  the  '4  1.43  tr.  of  the 
personal  wages  and  salaries  and  none  of  the  transfer  payments  and 
other  income  of      8?  tri. 

Average  old  age  benefits  for  the  elderly  and  dependents  was 
$  3,700.00.  4.3  million  handicapped  got  0  3,200.00".  The  rest  cf  the 
£  155  billion  was  spent  for  administration,  A.F.D.C. ,S.S.±. , 
and  medicaid. 

The  ravages  of  uncontrolled  inflation  are  most  apparent  to  those 
on  fixed  incomes  and  S.S.  To  alleviate  this  inflation  has  to  be 
stopped  and  S.S.  has  to  be  funded  so  that  the  elderly  do  not  fall 
into  a  poverty  level. 

By  changing  the  method  of  funding  S.S.  so  that  the  employer  pays 
the  full  tax  on  all  earned  and  unearned  income  at  the  source  will 
result  in  a  S  100  billion  or  more  take  home  pay  as  shown  in  the 
following  charts. For  this  a  $  15,038  income  adds  to  a  <?  1,000.00  tax. 

V72.  now  '.72.  when  employer  pays  13.^  %  yf  Saving. 

§  15,033.00      $  14,038.00  S  133. co  SPoO.OOfx  iii75.00.sx  S20.--S488.00 
§  ^0,076.00      $  28,076.00  :;.  266.00  S7S0.00f  8150.00s    S40.-fI, r- 36. 00 
$150,880.00      ;?1 40, 380.00  sI330.00S5900.00f  S750.00s  s60.-s8,040.00 

At  New  funding  the  tax  will  be        867.00  or  ^133.00  less 
than  £2,000.00  as  at  present. 

80  million  taxpayers  will  have  over  6  AO  billion  more  take 
home  pay.The^'.  Pa  tri.  of  unearned  income  plus  the  S  430  billion  of 
wages    and  salaries  when  taxed  will  have  over  ^  80  billion  more  take 
home. 

The  S  400  billion  of  unreported  and  tax  avoided  income  is 
concentrated  mostly  in  the  over  50      tax  bracketed  individuals  which 
if  collected  would  add  over  S  50  billion  to  3«S.  and  seme  S  200 
billion  more  in  income  taxes,  effectively  wiping  out  the  tax  loss  by 
the  increase  of  the  S.S.  fund  from  S  120  billion  to  over  &  300  billion 
Since  this  tax  goes  directly  into  the  economy  by  the  individuals  who 
receive  the  benefits  .with  very  little  graft  or  corruption,  the  tax  is 
not  regressive  as  everyone  has  led  you  to  believe.  The  workers  who 
have  paid  the  bulk  of  the  tax  in  the  past  will  benefit  through  a 
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$  180  billion  dollar  increase  in  spendable  money. 

Medicare  benefits  can  be  increased  to  cover  all  medical  costs 
and  90  $  of  the  paper  work  that  leads  to  fraud  can  be  eliminated  by- 
issuing  %  500.00  cash  books  to  every  one  covered  by  medicare.  The 
first  book  to  be  free.  The  second  and  third  books  vrt.ll  cost  the 
user  %  300.00  each  as  needed.  After  the  third  book  the  user  shall 
talk  with  the  S.S.  administrator  and  decide  whether  the  medical  costs 
are  catastrophic  and  more  aid  is  needed. 

By  having  the  first  $  500.00  free  the  patient  will  seek  the 
lowest  cost  medical  services    and  he  will  see  exactly  what  the  doctor 
charges. Since  payment  is  made  direct, there  is  very  little  paperwork. 

%  60  billion  Of  the  amount  collected  can  be  vested  at  5  "/»  ^-/W 
interest  will  increase  to  &  1.0  tri.  in  II  years. This  vested fifan  be 
used  to  pay  off  the  Federal  debt  of  %  1.0  tri.  which  when  fully  paid 
off  will  save  at  least  $  40  billion  a  year  of  debt  service.  This  can 
ONLY  be  done  with  a  balanced  budget  with  no  deficit  spending. 

Just  think  what  would  happen  to  interest  rates  when  all  those 
bankers,  tax  avoiders  and  mostly  rich  people  had  a  trillion  dollars 
to  lend  and  no  one  to  lend  it  to. 

TEE  NEXT  STEP  is  to  stop  INFLATION.  Inflation  is  caused  by  a 
lack  of  spendable  after  tax  money  by  the  95/->  of  the  people  whose 
everyday  spending  for  the  basic  necessities  of  life  are  the  corner 
stone  of  our  economy.  They  are  confronted  in  the  past  ten  years  by 
artificially  created  shortages  of  housing,  food,  energy,  medical 
costs, higher  tax:es,more  crime, more  fraud,  less  employment,  etc. 

There  is  no  law  of  supply  and  demand  today.  Shere  is  no  such 
a  thing  as  free  enterprise  anymore.  Governments  and  businesses  both 
operate  on  deficit  spending  whereby  the  consumer  pays  for  all  the 
taxes  and  investment  expenses  of  all  companies  at  no  expense  to  the 
stockholders. ./hen  banker  Euml  in  1942  decided  that  all  workers  pay 
tax:es  weekly,  the  same  principle  should  have  been  applied  to  all 
revenue  raising  and  spending  bureaus  of  all  the  Federal,  State  and 
Local  Governments  plus  every  business  and  industry  to  go  on  a  pay 
as  you  go  basis  financed  by  the  corporations  profits.  There  would  be 
no  deductions  for  interest,  depreciation  or  other  tax  loopholes  that 
the  consumer  pays  for  now  in  higher  prices  for  all  goods  &  services. 

The  Stock  I'arket  gambling  that  occurs  with  borrowed  money  can 
be  effectively  stopped.  There  is  no  reason  why  in  the  past  several 
years  there  has  been  a  $  500  billion  loss  in  stock  prices  plus  a 
couple  of  0  200  billion  valleys  when  during  the  course  of  a  year  less 
than  30  %  of  all  stocks  listed  are  traded,mostly  by  the  insiders  and 
money  managers. 

The  two  bureaus  most  responsible  for  inflation  were  both 
unconstitutionally  created  in  I9l3,the  I.E.S.  and  the  F.R.B.  The  one 
limits  the  individuals  access  to  money  and  the  I.R.S.  taxes  it  away. 
Only  15  %  of  the  population  voted  in  1912  and  less  than  7  %  voted 
for  pres.  Wilson.  Over  60  %  of  the  voters  were  disenfranchised.  Women 
had  no  vote,  Indians  could  not,  poll  taxes  and  other  restrictions 
eliminated  others. 

Congress  is  empowered  to  raise  money.  NOT  the  I.R.S.  with  the 
many  rules  and  regulations  that  benefit  only  the  rich.  Congress  made 
these  monsters  and  Congress  is  extending  their  tentacles.  You,  voters^ 
can  vote  out  of  office  those  Congressmen  who  are  shafting  you. 

The  F.R.B.  is  a  tool  of  the  bankers  and  protects  them.  THE 
t>olicy  malting  decisions  are  dictated  by  the  12  regional  offices  whose 
officers  are  selected  by  the  bankers  who  in  turn  dictate  to  the  Boarde 

The  $4.5  tri.  of  public  and  private  debt  at  only  15  > 
interest  will  cost  the  borrowers  $  675  billion  in  interest.  Yet  the 
interest  and  dividends  paid  to  depositors  ana  stockholders  amounted 
to  &  270  billion  of  the  personal  income  in  19 80. 
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Banks  are  really  fleecing  the  public.  Their  priorities  are  set 
to  benefit  corporations    and  the  insiders  in  control  who  use  the 
depositors  money  for  their  own  speculative  enterprises  to  make  money 
with  your  money  and  the  small  profits  of  supply  side  enterprises  are 
shunted  aside  in  favor  of  tax  avoiding  loopholes  of  big  business  dealsy 

With  all  taxes  amounting  to  close  to  a  trillion  dollars  and 
interest  costs  of  $  675  billion,  these  two  items  are  over    $  200  bil. 
more  than  the  wages  and  salaries  of  all  the  workers  at  &  1.4  trillion* 
The  loan  priorities  of  the  bankers  have  to  be  channeled. to  supply 
side  businesses  and  their  power  to  manipulate  the  economy  lessened. 

Next  we  need  to  lower  taxes.  I  propose  that  you  create  a  new 
$  3  billion  dollar  bureau  of  whistleblowers  and  time  study  engineers 
to  evaluate  all  bureaus  and  all  employees  to  determine  if  the  tax 
payers  are  getting  full  value  for  their  tax  dollars.  They  can  start 
with  the  over  $  2  million  office  budget  of  a  #  60K  a  year  Congressmen 

Next  we  need  full  employment.  Get  rid  of  the  10  million  or  so 
illegal  aliens  who  work  at.  substandard  wages.  Heavily  fine  every  one 
who  hires  these  illegals f^All  who  are  now  on  welfare  cr  U.I.  on  a 
workfare  basis.  Respect  for  law  and  order  and  the  work  ethic  to  be 
substituted  for  the  notion  that  Uncle  Sucker  has  to  take  care  of  me„ 

Workers  and  small  businessmen  made  this  country  great.  Their 
sacrifices  in  wars  saved  this  country  time  and  again  only  to  see  big 
conglomerates  export  their  jobs  to  low  wage  states  and  countries  for 
bigger  profits  for  stockholders.  We  should  let  Chrysler  fold, for  even 
today  one  cjuarter  of  their  output  is  made  overseas.  BUILD  AMERICAN  BY 
AMERICANS  FOR  AMERICANS.  CAPITALISM  FOR  THE  AMERICAN  CITIZEN. 

If  no  work  is  available  for  those  on  welfare,  let  them  go  to 
school  30  hours  a  week  or  do  nothing  for  30  hours.  There  will  be  jobs 
for  all  if  the  ensuing  actions  are  taken.Move  the  welfare  people  out 
of  the  cities  (  as  well  as  criminals  )  and  put  them  to  work  raising 
food, creating  timberland,  raising  the  water  table  and  stopping  floods 
by  building  reservoirs,  irrigation  projects  to  stop  soil  erosion.  End 
the  rape  of  the  land  by  greedy  corporations  for  present  day  profits. 

Three  million  people  could  work  building  affordable  homes  with 
5  %  mortgages o The  ingredients  that  go  into  a  house, sand, gravel, wood 
and  metals  are  not  oeing  used  to  provide  housing  for  the  needy. 

Three  million  barrels  of  oil  a  day  can  be  saved  by  making  fuel 
priorities  in  this  order, #  I. Solar  #2. Wind  #3. Water  7r4.Less  use  of 
fossil  fuels  #5. Ho  nuclear  energy  including  bombs. 

Defense  spending  is  a  waste  of  the  taxpayers  money.  If  we  can 
send  a  satellite  a  billion  miles  in  space  with  only  a  12  mile  error, 
surely  we  can  devise  a  radar  or  TV  controlled  cheap  rocket  to  sink  or 
destroy  tanks,  subs, or  ships.  Once  the  next  nuclear  bOTbis__jM^e_d^ay 
be  the  end  of  the  world  as  we  know  it.  Our  f o r ei gnt'lfhoula  be  changed  ' 
so  that  we  help  other  nations  with  tools  and  technology  and  not  money 
and  instruments  of  war. 

Food  and  medical  costs  have  to  be  reduced. 

The  Courts  are  eroding  the  rights  of  law  abiding  citizens. We 
have  no  courts  of  lav/,  only  courts  for  lawyers.  Courts  should  be  free 
to  all  citizens  with  a  valid  complaint  against  any  official. 

Socialism  is  not  the  answer.  Communism  is  worse.  Capitalism  for 
all  and  not  for  the  few  who  control  the  money  and  .lobs.  Workers  can 
not  fight  the  system  .They  can  change  it  with  their  free  vote.We  are 
worse  off  today  than  we  were  200  years  ago  when  we  revolted. Let 
these  hearings  start  a  new  peaceful  devolution. 

Reducing  unemployment  I  )i  adds  &  25  billion  to  the  economy. 

Reducing  interest  rates  I  %  adds  \?  45    "        to  the  economy. 
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Reducing  unemployment  --  ShipvALL  illegal  aliens.  Heavily  fine  all 
who  hire  them,  especially  rich  people  who  pay  slnve  wares.  There  is  an 
awful  lot  of  tax  money  lost  because  of  cash  payments  to  workers  plus 
fraud  when  workers  are  on  welfare,  U.I.,  food  and  rent  supplements, 
and  other  government  subsidies. 

Allocate  &  30  billion  dollars  to  build  I  million  smaller  energy 
efficient  homes  to  sell  for  y  35  K.  at  %  interest.  Smaller  apt. units 
in  multi  family  buildings.  Eliminate  the  luxury  homes  and  gas  eating 
autos  that  use  up  energy.  Let  the  Unions  put  up  another  y  30  billion 
from  their  pension  funds  for  one  million  more  homes, putting  3  million 
people  to  work. 

Zoning  laws  should  be  changed  nationwide  to  specify  exactly  how  many 
persons  occupy  each  unit.  Lnergy  guzzlers  built  100  years  ago  with 
high  ceilings  and  big  rooms  should  be  recycled  to  smaller  units. They 
are  the  main  reason  why  people  double  up  to  save  housing  costs  and 
create  crime  and  vandalism  which  in  turn  leads  to  arson  for  the 
insurance. Housing,  roads,  businesses  and  industries  should  be  grouped 
in  such  a  way  that  mass  transportation  can  move  people  quickly  and 
that  the  farmlands  are  not  des troyed.Food  will  be  the  greatest  weapon* 

There  can  be  enough  work  in  the  private  sector  to  hire  all  on  U.I., 
welfare  and  the  hard  core  jobless  if  the  conglomerates  quit  shipping 
out  jobs  and  factories  to  make  more  profits.  The  small  businesses 
that  were  the  bulwark  of  our  economy  need  to  be  rescued.  Those  idle 
in  the  cities  $  overcrowded  and  criminals  )  should  be  removed  from 
their  turf  to  work  on  farms  raising  food  and  cotton, reforestation, 
stopping  soil  erosion  by  flood  control  and  irrigation, bus  drivers 
for  mass  transportation, auto  mechanics , hospital  work,  day  care  for 
children  so  the  mothers  can  work,  teachers  for  the  illiterate, etc. 
We  need  less  Chiefs  and  more  Indians. Let  the  profiteers  bite  the 
bullet  for  a  few  years.  There  is  no  quality  built  into  any  product 
sold  today  either  in  hard  or  soft  goods. 

The  ingredients  that  go  into  a  house  (  sand, gravel, wood  and  minerals) 
are  in  plentiful  supply  but  in  control  of  a  few  big  corporations  who 
create  shortages  to  make  quicker  profits  and  ravaging  the  land  so 
that  future  generations- will  be  deprived  of  natural  resources  that 
took  millions  of  years  to  be  formed. The  people  should  insist  that 
land  and  housing  speculation  be  eliminated. 

Remove  the  tax- credits  and  loopholes  of  U.S.  organizations  that 
export  jobs  in  order  to  use  cheap  foreign  labor  to  maice  products 
sold  in  the  states. 

Make  shipping  lines  register  their  craft  in  the  U.S.  to  employ 
American  workers. Get  rid  of  the  racketeers  in  the  Unions .Control 
those  few  powerful  Unions  that  get  above  normal  wage  increases  to 
the  detriment  of  the  other  90  %  of  the  work  force.  England  is  a 
prime  example. 

Make  the  minimum  wage  a  livable  wage  by  either  raising  the  wage 
or  storming  inflation 

STOPPING  INFLATION    —     Inflation  is  caused  by  less  spendable  money 
in  the  hands  of  the  95  %  of  the  people  who  contribute  most  to  the 
economy. The  only  profitable  investment  today  is  money.. .hy  should 
money  managers  invest  in  V?  -,o  mortgage  loans  when  they  get  20  > 
else  where. In  today's  economy  this  95  p  group  receives  less  than  50  c,o 
of  the  G.N. P. which/ translates  to  a  twice  as  big  an  increase  when  we 
have  Io  £  inflation.  Plus  the  fact  that  the  workers  go  into  higher 
tax  brackets, higher  prices  for  goods, higher  interest  rates,  etc. 

borne  officials  were  talking  of  going  back  on  the  gold  standard. 
A  metal  that  sits  in  vaults  and  is  of  very  little  use  there.  There 
is  another  more  valuable  equity  product  in  this  country  that  could 
help  solve  the  problems  of  the  Federal  debt, high  interest  and 
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inflation.  That  is  the  over  one  trillion  of  dead  equity  that  people 
have  struggled  most  of  their  lives  to  build  up  in  buying  a  hone  only 
to  see  their  dreams  of  carefree    old  age  riddled  by  higher  taxes  and 
inflation.  Let  the  treasury  dept.  print  '$  1.0  trillion  dollars  to  be 
used  to  pay  off  the  Federal  debt, paying  the  homeowners  5  )°  tax  free 
on  their  equity  which  would  also  result  in  a      40  billion  saving  on 
the  v  90  billion  debt  service  and  also  would  give  the  money  managers 
who  own  most  of  the  Federal  debt  one  trillion  dollars  to  lend  and  no 
one  to  lend  it  to  .  There  is  also  a  third  way  to  retire  this  debt. 
Make  money  speculation  expensive. 

INCOME  TAXES  —  Eliminate  the  tax  loopholes  and  shelters  that  are  a 
windfall  to  the  rich  who  can  itemize  where  most  workers  can't. Stop 
corporate  borrowing  (  it  is  not  investing  or  free  enterprise  )  because 
the  consumer  pays  for  this  debt  service  of  %  150  billion  or  more  a 
year.  These  so  called  investments  should  be  paid  from  profits  on  a 
pay  as  you  go  basis  or  by  assessing  the  stockholders  in  the  year  the 
investment  is  made. 

Thus  a  $  5  billion  bond  will  cost  consumers  over  $  20  billion  in 
debt  service  during  the  life  of  the  bond. Plus  the  fact  that  these 
consumer  paid  debts  leave  less  money  to  be  spent  on  supply  side  goods* 

The  2  pence  widow's  mite  if  compounded  at  4/i  interest  till  today 
would  require  all  the  money  in  the  world  today  to  pay  the  debt  in 
full  for  83,00  3,036,546,599,863,752  years. 

Give  the  individual  taxpayer  the  same  deductions  on  homes,  travel, 
meals, taxes, repairs  as  corporations  get  or  eliminate  these  fully  both 
from  the  individual  AND  the  corporations. 

It  is  double  and  triple  taxation  on  income  taxes  when  individuals 
can  not  deduct  Federal  taxes, excise  taxes,  gas  taxes, losses  to  crime, 
insurance  and  ahost  of  other  exclusions  that  are  available  to  big 
business  with  their  high  priced  lawyers  and  accountants . Their  fees 
are  also  paid  by  the  individuals. 

The  I.E.S.  should  be  restructured  so  that  the  only  items  to-  be 
listed  would  be  #  I.  How  much  of  my  OWN  money  did  I  invest  #  2.  V/HA.T 
were  my  expenses  to  make  a  profit.  #  3.  How  much  borrowed  money  is  use0 
to  increase  business.  Debt  service  on  corporate  loans  should  be 
eliminated  as  an  expense.  7>  4-. Hake  the  rate  of  return  on  equity  be 
geared  on  the  original  equity  of  the  stockholders  and  not  on  the 
built  up  equity  paid  for  by  the  consumers  through  the  years,  jf  5.  Cut 
out  depreciation, tax  credits, tax  loopholes  and  other  paper  transaction^ 
that  lower  taxes.  Ex. — Redskins, Eagles, Eiggs, Summit  Kill  Apts.  ir  6  Ler 
the  employers  pay  for  employees  cost  of  commuting  to  work. They  would 
quickly  devise  a  mass  transportation  system  that  would  save  at  least 
THKEE  MILLION  BA REELS  OF  OIL  A  DAY.  Trucks  can  be  piggybacked  on  rails, 
ir  7. Peoples  homes  should  be  considered  as  an  investment  and  the  same 
tax  write  offs  given  the  owner  as  are  given  to  business. Assessors  are 
depriving  homeowners  of  billions  of  dollars  illegally  assessed  on  the 
cash  value  vs.  market  value.  They  are  also  denying  legal  depreciation 
on  older  homes  that  can  not  be  rehabilitated  at  today's  prices.  Ex. 
D.G.  ,N.Y.  ,Clev. , Chicago  etc.  w  8. Pass  a  nationwide  Prop.  13  type  lav/ 
that  all  owner  occupied  homes  containing  no  rented  rooms  or  used  for 
business  shall  be  assessed  at  I  )'o  of  market  value  and  NOT  ON  THE  OVER 
INFLATED  CASH  VALUE  which  developers  created  by  land  and  housing 
speculators  that  stifled  the  building  of  affordable  housing  to  make 
more  profits  on  land  value  appreciation  and  rezoning  and  up zoning. 

The  F.E.B. should  be  phased  out. The  banks  and  other  lending  agencies 
that  they  favor  should  have  their  holding  companies  dissolved  because 
the  depositor's  money  is  being  used  to  make  more  money  for  the  banks 
through  acquisitions, mergers, direct  involvement, gambling,  low  rate 
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loans  or  free  overdrafts  to  insiders  and  many  other  abuses  that  stop 
the  real  economy  from  growing  and  coupled  with  the  deficit  spending 
of  all  the  taxpayers  monies  is  the  major  cause  of  the  current  spiral 
of  double    digit  inflation. 

Because  the  95  %  of  the  people  that  spend  nearly  all  their  incomes 
in  the  marketplace  have  only  $?  1.6  trillion  pretax  dollars  of  an 
estimated  $  3.2  trillion  G.N. P.,  one  can  readily  see  that  the  5  %  of 
money  managers  and  wheeler  dealers  contribute  very  little  to  the 
economy  and  that  their  so  called  investments  are  made  for  profits 
and  not  to  better  the  lives  of  the  other  95  %• 

BUREAUS  TO  ELIMINATE  Oh  REDUCE  PO./ER  **-  Eliminate  the  C.F.T.C. 
It  encourages  speculation  and  drives  up  prices. 

Eliminate  the  S.E.O.  and  ALL  the  Stock  Exchanges  and  money  dealers 
whose  trans cactions  contribute  nothing  to  the  economy. Have  a  joint 
stock  exchange  staffed  by  each  corporation  that  would  buy  end  sell 
only  it!s  own  securities  on  a  100  %  cash  ba sis. Extend  to  3  years  the 
time  to  give  assets  a  long  term  capital  gain  or  loss.  Short  term 
gains  or  losses  to  be  taxed  as  ordinary  income. Penalize  tax  straddles* 
Control  the  gambling  that  causes  major  shifts  in  the  market. 

Reduce  the  power  of  the  F.C.C.  that  sells  the  free  air  that  belongs 
to  all  the  people  to  the  highest  bidder. The  entire  media  spectrum  is 
concentrated  in  the  hands  of  a  few  giant  corporations  that  corrupt 
the  free  speech  and  dissent  of  the  citizen's  First  Amendments  Rights. 
Liebling  said,  "  Freedom  of  the  Press  belongs  to  the  man  who  owns  one^ 
In  1976,  the  Post  allotted  over  50  pages  to  the  Patti  Hearst  trial 
and  less  than  3  pages  to  all  the  Congressional  candidates  in  the 
richest  County  in  the  U.S.  There  is  no  equal  access  to  dissent  in 
any  part  of  the  media  when  editors  censor  what  only  they  regard  as 
newsworthy  or  not. 

Reduce  the  power  of  the  F.E.C.  Make  public  financing  of  all 
all  elections  a  must. -lake  public  initiative  nationwide  to  control 
the  excesses  of  our  lawmakers.  Give  challengers  the  same  free 
publication  and  mailing  rights  as  the  incumbents  get.  Make  free 
media  exposure  to  certain  candidates  and  not  all  be  taken  as  a 
campaign  contribution.Access  should  not  be  predicated  on  how  much 
a  candidate  spends  on  paid  advertising  or  the  kingmaking  role  that 
some  200  years  ago  led  to  the  Declaration  of  Independence. 

Eliminate  any  and  all  agencies  that  channel  money  to  the  people 
through  the  banks  (  H.U.D.,  F.H.A.  ,G.N.M.A. ,  F.N.M.A.,  etc.  )  who 
always  make  money  through  peoples  miseries.  S.S.  pays  an  average  of 
&  3,200.00  to  the  nanaicapped  while  the  H.O.C.  pays  renters  ^3 > 300.00 
under  sec.  8.  in  Mont.  Co. 

Reduce  the  power  of  the  Dept.  of  Defense  that  has  spent  trillions 
of  dollars  of  taxoavers  money  only  to  have  90  ;-i  of  the  foreign 
nation's  peoples  yelling  "  YANKEE  GO  HOME  "  "  DEATH  TO  AMERICA  » 
etc. etc.  and  constant  vituperation  in  the  U.N.  Although  Sen. McCarthy 
used  the  wrong  methods, his  premise  of  Russian  Imperialism  and  .Vorld" 
domination  was  100  c/0  correct. The  B.O.D.  should  propagandize  that  food 
will  be  the  greatest  weapon  of  the  future  and  that  Nuclear  .Var  could 
be  the  Armageddon  that  will  ruin  the  world. Let  American  servicemen 
police  the  U.S.  instead  of  the  rest  of  the  free  world  whose  economies 
are  in  much  better  shape  than  ours,  thanks  to  the  taxpayers  here. 

Cheap  radar  or  T.V.  controlled  rockets  can  destroy  the  most  costly 
ships, subs, tanks, planes  and  other  war  materiel  that  is  rushing  to  a 
ma.ior  confrontation  to  the  tune  of  $  550  billions  a  year. The  people 
of'  the  V/orld  who  bear  the  brunt  of  the  devastation  caused  by  war 
should  learn  that  the  most  precious  asset  they  have  is  life  itself 
and  that  they  can  live  in  a  v/orld  not  ravaged  by  wars. Peace  has  never 
been  attained  through  wars  but  can'  oe  had  by  universal  agreements. 
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Sec.  of  the  Interior  arid  all  the  Depts.  under  it  should  be  concerned 
that  the  natural  resources  of  the  './orld  that  took  millions  of  years  to 
form  are  being  destroyed  in  a  few  hundred  years  for  profits  that  will 
deny  future  generations  their  access  to  the  natural  resources  that  are 
being  so  swiftly  destroyed. Those  now  living  will  see  many  of  them  gone* 

The  State  Dept.  should  be  headed  by  three  hard  liners  who  would 
keep  office  regardless  of  who  is  President.  Every^tfe  have  a  new  Sec. 
the  Russian  career  foreign  policy  men  really  rack  up  our  amateurish 
attempts  at  foreign  policy. 

The  D.O.E. should  establish  a  policy  nationwide  that  funding  of 
schools  from  property  taxes  is  unfair  to  the  poorer  districts. Teach 
the  four  RTs,the  last  one  to  be  respect  for  law  and  order. Discipline 
in  the  class  to  be  the  parent's  obligation. V/hy  should  taxpayer's 
cash  be  spent  to  turn  out  illiterates  ? 

Scrap  the  Unemployment  Bureau  as  it  noT,y  exists  and  replace  it  with  a 
policy  that  will  channel  the  .jobless  and  welfare  people  to  workfare. 
Let  welfare  mothers  take  care  of  other  children  so  those  others  will 
get  a  .job. Let  them  put  in  30  hours  a  week  learning  a  skill  or  improving 
their  ecucation.il/VKL  the  children's  absentee  fathers  pay  for  the  fun 
that  conceived  these  children.  Extend  this  support  factor  St      i  a  to 
the  parents, grandparents , brothers  and  sisters  on  both  sides  of  the 
family. If  a  jobless  person  has  no  chance  for  reemployment  in  his  line 
of  work,  make  him  take  any  other  available  job  even  if  it  is  below 
his  dignity. The  private  sector  has  to  create  more  job  opportuni ties. 

The  Anti-trust  Bureau  should  be  scrapped„In  the  past  JO  years  they 
have  killed  the  tTom-and  Pop  stores, neighborhood  service  stations  as  we 
knew  them  are  gone, individual  tradesmen  are.  all  swallowed  up  by  the 
big  fish  as  the  smaller  companies  cannot  compete. 

The  Courts  should  be  free  to  all  citizen  as  they  are  to  criminals 
and  Corporations  whose  huge  lawyer  fees  are  paid  by  the  individual 
taxpayers  by  higher  prices  for  articles  they  produce. Citizens  who 
protest  against  elected  and  appointed  officials  and  their  underlings 
should  have  free  lawyers'.;- and  Court  costs  when  these  officials,  hide 
under  sovereign  immunity.! lore  women  and  minorities  and  lay  persons 
should  become  judges  and  there  should  be  no  lifetime  appointments. 

Make  the  Constitution  with  its  Bill  of  Fights  (  the  greatest  words 
ever  written  )  work  for  100  %  of  cur  citizens  instead  of  the  5  yo  who 
have  twisted  it  to  suit  their  own  ideas. 

Islamic  laws  punish  criminals  by  cutting  off  their  hands. we  should 
identify  criminals  by  tattoo  marks  on  their  foreheads. All  rights 
except  the  right  to  a  fair  trial  should  be  taken  from  a  person  when  , 
he  commits  a  crime. A  person  ticketed  for  speeding  has  less  rights 
than  a  criminal  accused  of  murder. V/itness es  in  trials  whose  lives  are 
in  jeopardy  by  testifying  should  remain  anonymous  and  disguised. 

Nationwide  gun  control  can  be  achieved  by  registering  all  weapons. 
Jail  sentence  for  unregistered  guns.  I  Ian  da  to  ry  jail  sentences  for 
the  owner  in  accidental  cases  and  harsher  sentences  for  weapons  use^ 
in  criminal  activity. 

Legalize  all  drags  to  stop  the  corruption  and  crime  connected  with 
the  present  setup. I.Iarajuana  would  become  a  cash  crop  for  our  farmers 
and  the  drug  dealers  would  go  out  of  business,  firug  and  alcohol  users 
to  have  A.  &  D.  on  their  drivers  license.  Use  a  persons  S.S.  number 
on  all  their  records  to  reduce  paperwork. Get  reckless  drivers  off 
the  road. 

Hake  election  aa.y  a  legal  holiday. Fine  all  who  do  not  cast  a  ballot* 
Cut  down  on  all  the  paperwork  that  is  strangling  business  and  the 

citizens  to  justify  bureaucratic  budgets. 

Eliminate  pension  plans  that  promote  double  and  triple  dipping  that 

pays  more  than  one  made  as  a  woncer^ 
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The  entire  U.S.  should  be  restructured  to  make  agriculture  the 
weapon  of  the  future. Fodge-podge  zoning  and  lav/s  that  benefit  land 
speculation  should  be  set  aside  in  favor  of  a  policy  that  will  stop 
the  urban  sprawl  that  is  ruining  the  farmland, stop  the  energy  drain, 
stop  the  soil  erosion, stop  the  draining  of  the  water  table, stop  the 
loss  of  our  forests  and  minerals, stop  air  pollution, etc. etc. 

Conglomerates  already  own  over  ?50  million  acres  of  the  choicest 
forest,  mineral  and  agricultural  land  and  do  not  hesitate  to  despoil 
nature  in  their  quest  for  higher  profits. 

These  changes  can  easily  be  implemented  by  one  word  -  VOTE  -.The 
i        voters  are  the  government  and  you  are  the  servants.  But  you  have 
1        changed  the  system  where  you  are  the  masters  and  the.  voters  are  the 
servants. As  in  Russia  we  have  the  Freedom  to  vote  but  as  in  ^Russia, 
WE  HAVx,  UU  -FREEDOM  OF  CHOICE. 

Mr.  Pickle.  Now,  Mr.  Waldo,  you  are  the  next  gentleman. 

STATEMENT  OF  HARRY  WALDO,  METAIRIE,  LA. 

Mr.  Waldo.  Yes,  sir. 

Mr.  Chairman,  if  you  do  not  have  with  you  a  copy  of  my  state- 
ment, I  would  like  to  hand  you  a  copy.  I  have  an  extra  copy  here, 
and  I  will  be  referring  to  a  couple  of  graphs. 

Mr.  Pickle.  I  do  have  a  copy  of  it  in  front  of  me,  now. 

Mr.  Waldo.  I  will  go  ahead,  then. 

Basically  I  would  like  to  summarize  this  briefly  into:  What  is  the 
problem?  Where  do  we  stand  now?  And  what  is  the  solution? 

THE  PROBLEM 

FICA  stands  for  Federal  Insurance  Compensation  Act.  Please 
note  the  word  ' 'insurance."  The  majority  of  Americans  are  led  to 
believe  that  this  is  an  insurance  program,  and  not  a  welfare  pro- 
gram. 

The  difference  is,  a  welfare  program  is  one  where  the  Govern- 
ment taxes  one  group  of  people  today,  and  within  a  very  short 
period  of  time  gives  that  money  to  another  group  of  people.  Insur- 
ance is  different. 

If  you  take  out  a  retirement  policy  with  a  private  insurance 
company,  the  insurance  company  uses  your  money  over  the  years 
to  earn  more  money,  so  that  they  can  pay  each  person  considerably 
more  dollars  on  retirement  than  the  dollars  they  put  into  the 
system. 

A  brief  personal  example:  When  I  was  18  years  old,  I  took  out 
my  first  $5,000  life  insurance  policy  with  the  premiums  payable 
over  20  years.  I  paid  total  premiums  of  $3,320.  The  insurance 
company  has  been  paying  me  dividends  on  my  policy,  so  that  my 
net  cost  on  that  $5,000  policy  today  is  about  $1,500.  If  I  live  to  a 
normal  age,  my  net  cost  will  be  minus  dollars,  but  my  beneficiaries 
will  receive  the  $5,000  on  my  death. 

FICA  started  out  to  be  an  insurance  program,  although  an  en- 
forced one.  If  you  will  take  a  look  at  the  very  last  page,  which  is 
identified  as  "C2"  in  the  upper  right,  the  very  last  page,  the  bottom 
left  shows  that  in  1947  the  FICA  system  had  enough  reserves  to 
pay  benefits  for  17.5  years  without  taking  in  another  dollar  of 
income. 

Now  several  years  ago  the  Federal  Government  passed  a  law 
called  the  Employees'  Retirement  Income  Security  Act,  or  ERISA. 
The  Federal  Government  required  by  this  act  that  all  private  re- 
tirement plans  be  funded  on  an  actuarially  sound  basis.  The  social 
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security  system  is  the  biggest  retirement  program  in  the  world,  but 
it  is  exempt  from  the  funding  requirements  of  this  act. 

WHERE  DO  WE  STAND  NOW? 

In  1981,  the  total  contribution  required  by  the  employer  and  the 
employee  is  13.3  percent  of  $29,700,  a  maximum  contribution  of 
$3,950.  This  is  a  24-percent  increase  over  just  last  year. 

Under  the  law,  the  rate  increases  up  to  a  maximum  of  14.3 
percent  in  1986.  Although  not  established  by  law,  the  official  Fed- 
eral estimate  projects  that  this  will  apply  to  $42,600  of  maximum 
income  by  1987.  This  means  that  by  1987  the  contribution  will 
exceed  $6,000  maximum  per  person. 

I  would  like  to  refer  you,  if  I  may,  to  the  yellow  sheet  identified 
as  "attachment  A,"  a  few  sheets  farther  back.  Prior  to  1949,  the 
maximum  contribution  was  $60  per  year  per  person.  Attachment  A 
is  a  chart  showing  the  maximum  contribution  per  individual  from 
1949  through  1981,  and  then  projected  through  1987.  I  think  that  is 
a  rather  graphic  chart. 

The  next  thing  I  would  like  to  do  is  take  a  look  at  this  from  the 
standpoint  of  a  young  person.  I  happen  to  have  seven  children  from 
18  to  28  years  of  age,  and  it  kind  of  affects  them. 

Let  us  take  a  look  at  the  red  chart — and  I  made  certain  assump- 
tions. No.  1,  just  to  consider  this  in  a  manner  we  can  understand, 
let  us  make  the  assumption — whether  it  is  realistic  or  not — that  we 
can  have  zero  inflation  starting  now,  just  so  that  we  can  compre- 
hend the  dollars. 

Second,  let  us  say  that  that  young  person  went  to  work  at  age  21 
in  the  year  1980  at  a  salary  of  $12,000  a  year  and  receives  a  10- 
percent  increase  per  year  until  the  maximum  of  $42,600  per  year  is 
reached. 

Third,  that  the  FICA  rate  and  maximum  earnings  never  in- 
creased after  1987. 

Fourth,  let  us  assume  that  the  person  could  take  his  own  contri- 
bution and  his  employer's  contribution  and  put  it  into  something 
which  would  return  him  8  percent  interest  compounded  annually. 

Last,  let  us  assume  that  the  tax  law  allowed  him  to  treat  this 
similar  to  an  IRA  such  that  the  interest  income  is  not  taxable  to 
him  until  he  retires  at  age  65  and  starts  drawing  the  money  out  of 
the  fund. 

Now  if  you  look  at  the  bottom  of  that  attachment  B,  it  would 
show  that  that  young  person  today  by  the  time  he  is  65  would  have 
accumulated  over  $1,400,000.  At  8  percent  interest,  he  would  have 
j  an  annual  income  of  over  $113,000  a  year,  without  ever  touching 
the  principal. 

I  ask  you,  Mr.  Chairman,  do  you  believe  that  the  younger  gen- 
eration is  going  to  continue  to  support  the  social  security  system 
much  longer  if  it  is  not  properly  funded? 

NOW  THE  SOLUTION 

This  is  fairly  painful.  There  is  no  easy,  painless  solution.  The 
system  has  been  cancerous  for  between  10  and  20  years.  The  cancer 
is  widespread,  and  major  surgery  is  required. 
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However,  the  alternative  is:  That  within  1  to  4  years,  the  cancer 
will  be  terminal.  The  system  may  still  be  alive  for  quite  awhile,  but 
it  will  be  inoperable.  The  six-point  recommendations,  Mr.  Chair- 
man, are: 

First,  the  old  age  retirement  program  must  be  separated  from 
medicare  and  medicaid  in  the  general  budget  and  moved  under  the 
jurisdiction  of  a  quasi-government  operation.  It  must  be  required  to 
meet  the  same  funding  requirements  that  the  Federal  Government 
imposes  on  private  retirement  programs. 

Second,  that  all  benefits  must  be  frozen  at  the  present  dollar 
value — and  this  is  tough — frozen  at  the  present  dollar  value  until 
the  fund  is  actuarially  sound  and  meets  the  funding  requirements. 

Third,  that  the  retirement  age  be  increased  from  65  to  66  over 
the  next  4  years.  After  those  4  years,  another  evaluation  should  be 
made  to  see  if  it  must  be  increased  further. 

Fourth,  the  working  people  of  America — be  they  17  or  65 — must 
accept  the  FICA  contributions  up  to  the  present  planned  level  in 
1987. 

Fifth,  that  a  blue  ribbon  governing  committee  must  be  formed  to 
oversee  the  proper  funding  and  the  investment  of  the  funds  built 
up  in  the  system  to  meet  the  obligations  of  the  system.  Members  of 
the  governing  committee  must  be  selected  from  people  nominated 
by  such  organizations  as  the  American  Banking  Association,  the 
National  Organization  of  Investment  Counselors,  the  life  insurance 
industry,  et  cetera.  In  other  words,  people  who  are  accustomed  to 
running  a  funded  retirement  program. 

Sixth,  gentlemen,  all  Congressmen  and  their  staffs  must  be 
placed  under  the  social  security  system;  and  that  they  would  not  be 
entitled  to  any  other  Government  retirement  program  unless  they 
have  already  served  long  enough  to  have  vested  rights.  This  would 
also  apply  to  all  appointed  Federal  employees,  all  career  Federal 
employees  GS-15  and  above,  and  to  all  newly  hired  Federal  em- 
ployees. 

When  the  finances  of  the  system  are  on  a  sound  funded  basis  as 
declared  by  the  governing  committee,  then  the  governing  commit- 
tee would  advise  the  government  of  any  excess  or  surplus  funds. 
The  Congress  could  then  decide — and  I  have  given  three  examples: 
One,  increase  the  benefits  within  the  limits  given  them  by  the 
governing  committee;  two,  decrease  the  social  security  contribu- 
tions within  limits  specified  by  the  governing  committee;  or  three, 
declare  dividends  to  the  people  contributing  to  the  system  similar 
to  the  way  a  regular  insurance  company  declares  dividends. 

Last,  I  would  like  to  say  one  more  thing. 

WHAT  NOT  TO  DO 

The  cost  of  the  program  must  be  highly  visible  to  those  partici- 
pating in  the  program.  At  present,  only  50  percent  of  the  cost  is 
visible  to  the  average  American.  Any  temptation  to  support  the 
system  through  general  revenues  or  other  methods  where  the  cost 
is  not  highly  visible  would  be  a  betrayal  of  the  responsibilities  of 
Congress  to  the  American  people. 

Thank  you,  Mr.  Chairman,  and  Mr.  Archer. 

[The  prepared  statement  follows:] 
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Statement  of  Harry  Waldo,  Metairie,  La. 

Dear  Chairman  Pickle  and  members  of  the  subcommittee,  in  the  brief  minutes 
allowed  to  me,  I  will  attempt  to  present:  (A)  The  Problem;  (B)  Where  Do  We  Stand 
Now;  (C)  The  Solution. 

THE  PROBLEM 

F.I.C.A.  stands  for  Federal  Insurance  Compensation  Act.  Please  note  the  word 
"insurance".  The  majority  of  Americans  have  been  led  to  believe  that  this  is  an 
insurance  program,  and  not  a  Welfare  Program. 

A  Welfare  Program  is  one  where  Government  taxes  one  group  of  people  and 
within  a  short  period  of  time  gives  money  to  another  group  of  people. 

When  a  person  takes  out  a  retirement  policy  through  an  insurance  company,  the 
insurance  company  uses  that  person's  money  over  the  years  to  earn  more  money,  so 
that  on  an  actuarial  average  they  can  pay  each  person  considerably  more  dollars  on 
retirement  than  the  person  put  into  the  system. 

As  an  example,  at  age  18  I  took  out  a  $5,000.00  life  insurance  policy,  premium 
payable  over  20  years.  The  total  premiums  paid  were  $3,320.00.  The  insurance 
company  has  been  paying  me  dividends  so  that  my  net  cost  to  date  is  about 
$1,500.00.  If  I  live  to  a  ripe  old  age,  my  net  cost  will  be  minus  dollars,  but  the 
$5,000.00  will  be  paid  to  my  beneficiaries  on  my  death. 

F.I.C.A.  started  out  as  an  insurance  program,  although  an  enforced  one.  Attach- 
ment "C",  page  2,  shows  that  in  1947  the  Social  Security  Trust  Fund  had  a  reserve 
equal  fo  17  V2  years  according  to  the  Department  of  Health,  Education  and  Welfare. 

Several  years  ago,  the  Federal  Government  passed  a  law  called  the  Employees' 
Retirement  Income  Security  Act  (ERISA).  The  Federal  Government  required  by  this 
act  that  all  private  retirement  plans  be  funded  on  an  actuarially  sound  basis.  The 
Social  Security  System  is  the  biggest  retirement  program  in  the  world,  but  it  is 
exempt  from  the  funding  requirements  of  this  act. 

WHERE  DO  WE  STAND  NOW 

In  1981,  the  total  contribution  required  by  the  employer  and  the  employee  is  13.3 
percent  on  $29,700.00  income,  a  total  contribution  of  $3,950.00.  This  is  a  24  percent 
increase  in  a  single  year. 

Under  the  law,  the  rate  increases  up  to  a  maximum  of  14.3  percent  beginning  in 
1986.  Although  not  established  by  law,  the  official  federal  estimate  projects  that  this 
will  apply  to  $42,600.00  of  income  by  1987.  This  means  by  1987  the  contribution  will 
reach  $6,092.00  maximum  per  employed  individual. 

Prior  to  1949,  the  maximum  contribution  was  $60.00  per  year  per  person.  Attach- 
ment "A"  is  a  chart  showing  the  maximum  contribution  per  individual  from  1949 
through  1981,  and  the  projected  amount  through  1987. 

Let  us  take  a  look  at  this  from  the  standpoint  of  a  person  who  began  work  at  age 
21  in  the  year  1980  at  a  sarlary  of  $12,000.00  per  year.  To  illustrate  the  point,  let  us 
assume: 

(1)  That  he/she  receivces  a  10  percent  pay  increase  each  year  until  he  reaches  the 
maximum  taxable  salary  of  $42,600.00. 

(2)  That  we  have  zero  inflation. 

(3)  That  the  F.I.C.A.  rate  and  maximum  earnings  never  increase  after  1987. 

(4)  That  he  could  take  his  own  contribution  and  his  employer's  contribution,  and 
would  put  it  into  something  which  returns  him  8  percent  compounded  annually. 

(5)  That  tax  law  treats  this  similar  to  an  I.R.A.,  such  that  the  interest  income  is 
not  taxable  to  him  until  he  retires  at  age  65  and  starts  drawing  the  money  out  of 
the  fund. 

Attachment  "B"  shows  that  at  age  65  he  would  have  accumulated  $1,413,236.30. 
At  8  percent  interest,  he  would  have  an  annual  income  of  $113,058.90,  without  ever 
touching  the  principal. 

Do  you  believe  that  the  younger  generation  is  going  to  continue  to  support  the 
Social  Security  System  much  longer  if  it  is  not  properly  funded? 

THE  SOLUTION 

The  solution  is  fairly  painful.  The  System  has  been  cancerous  for  between  10  and 
20  years,  the  cancer  is  widespread,  and  major  surgery  is  required.  The  alternative  is 
that  within  one  to  four  years,  the  cancer  will  be  terminal.  The  System  will  still  be 
alive  at  that  time,  but  it  will  be  inoperable. 

(1)  The  Old  Age  Retirement  Program  must  be  separated  from  Medicare  and 
moved  under  the  jurisdiction  of  a  Quasi-Government  operation.  It  must  be  required 
to  meet  the  same  funding  requirements  that  the  Federal  Government  imposes  on 
private  retirement  programs. 
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(2)  All  benefits  must  be  frozen  at  the  present  dollar  value  until  the  fund  is 
actuarially  sound  and  meets  the  funding  requirements. 

(3)  The  retirement  age  must  be  increased  from  65  to  66  over  the  next  four  years. 
After  the  four  years,  an  evaluation  would  be  made  to  see  if  it  must  be  increased 
further. 

(4)  The  working  people  of  American  must  accept  the  increases  in  F.I.C.A.  taxes  up 
to  the  present  planned  level. 

(5)  A  Blue  Ribbon  Governing  Committee  must  be  formed  to  oversee  the  proper 
funding  and  the  investment  of  the  funds  built-up  in  the  System  to  meet  the 
obligations  of  the  System.  Members  of  the  Governing  Committee  must  be  selected 
from  people  nominated  by  such  organizations  as  the  American  Banking  Association, 
the  National  Organization  of  Investment  Counselors,  the  Life  Insurance  Industry, 
etc. 

(6)  All  Congressmen  and  their  staffs  must  be  placed  under  the  Social  Security 
System,  and  they  would  not  be  entitled  to  any  other  government  retirement  pro- 
gram unless  they  have  already  served  long  enough  to  have  vested  rights.  This  would 
also  apply  to  all  appointed  federal  employees,  all  career  federal  employees  GS-15 
and  above,  and  all  newly  hired  federal  employees. 

When  the  finances  of  the  System  are  on  a  sound  funded  basis,  as  declared  by  the 
Governing  Committee,  then  the  Governing  Committee  would  advise  the  Govern- 
ment of  any  excess  or  surplus  funds.  The  Congress  could  then  decide  (1)  to  increase 
the  benefits  within  the  limits  given  them  by  the  Governing  Committee,  (2)  decrease 
the  Social  Security  taxes  within  limits  specified  by  the  Governing  Committee,  or  (3) 
declare  dividends  to  the  people  contributing  to  the  System,  similar  to  the  way  an 
insurance  company  declares  dividends. 

What  not  to  do — The  cost  of  the  program  must  be  highly  visible  to  those  partici- 
pating in  the  program.  At  present  only  50  percent  of  the  cost  is  visible  to  the 
average  person.  Any  temptation  to  support  the  System  through  general  revenues  or 
other  methods  where  the  cost  is  not  highly  visible  would  be  a  betrayal  of  the 
responsibilities  of  Congress  to  the  American  people. 
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•PECIAL  REPORT  I 


SOCIAL  SECURITY 

Promising  Too  Much  to  Too  Many? 

Without  some  strong  medicine.  Social  Security  is  headed  for 
trouble.  Already,  it's  Jiving  from  hand  to  mouth,  may  soon  he 
in  the  red.  Officials  in  the  know  are  the  ones  most  concerned. 


It  was  a  program,  begun  in  the  Depression  of  the  1930s, 
designed  to  help  tide  the  elderly  through  their  retirement 
years.  From  that  modest  start,  Social  Security  has  swollen — 
almost  unnoticed  by  the  general  public — into  something 
quite  different. 

In  the  course  of  change,  it  has  grown  into  a  giant  that, 
unless  restrained,  threatens  to  run  out  of  control. 

Benefits  have  skyrocketed — and  are  still  on  the  rise. 

Along  the  way,  new  ones  have  been  added. 

Taxes  to  pay  for  all  kinds  of  benefits  have  soared — and  the 
end  is  nowhere  in  sight. 

One  out  of  every  7  Americans  gets  cash  every  month  from 
Social  Security.  Within  a  decade,  1  out  of  6  will  be  watching 
the  mails  for  a  monthly  check  from  Washington.  What 


worries  people  familiar  with  the  system 
is  this: 

In  just  a  few  years,  if  inflation  is  not 
slowed  considerably,  Social  Security  may 
well  be  running  in  the  red — paying  out 
each  month  more  than  it  takes  in. 

By  1990,  just  16  years  from  now,  the 
system  will  be  running  a  deficit  of  about 
20  billion  dollars  a  year,  by  official 
estimate. 

It  is  such  prospects  as  these  that  are 
raising  all  kinds  of  questions:  Is  Social 
Security  promising  too  much  to  too 
many?  How  safe  are  people's  pensions? 
Unless  something  is  done,  can  the  sys- 
tem survive  as  it  exists  today? 

Concern  has  become  widespread.  In 
Congress,  talk  of  reform  is  beginning — 
and  seems  certain  to  grow.  Other  experts,  in  and.  out  of 
Government,  are  worried,  too.  ^ 

The  search  is  on  for  a  way  to  reform— and  save — Social 
Security.  *  :. . 


INFLATION  AND  THE  BIRTH  RATE 

'  The  problem,  in  a  nutshell:  Social  Security  is  growing  at 
such  an  explosive  rate  that,  as  things  stand  now,  there  won'*: 
be  enough  money  collected  in  the  future  to  pay  off  all  the 
benefits  people  have  been  promised. 

Lately,  Congress  has  liberalized  benefits  so  rapidly  that  all 
the  fat  has  been  wrung  out  of  the  trust  funds  set  up  to 
provide  reserves  to  help  finance  the  system. 


AHEAD:  RED  INK  FOR  SOCIAL  SECURITY 

$68.fBJ£, 
$68.7  BILi ' 

The  Old-Age,  Survivors  and  Disability  Funds  -  Mf 


BY  1990,  as 

outgo  rises  faster 
than  income: 
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Ahead,  two  major  problems  threaten  the  system:  inflation 
and  the  declining  birth  rate  in  the  U.  S. 

The  way  Social  Security  now  operates,  benefits — and  the 
taxes  to  finance  them — will  automatically  rise  with  inflation 
and  rising  wages.  The  catch  is  that  benefits  will  increase 
faster  than  taxes  on  wages  to  foot  the  bill.  That  20-billion- 
dollar  deficit  forecast  for  1990  will  grow  even  bigger  in"  later 
years.  To  compound  the  problem,  the  shrinking  birth  rate 
is  knocking  into  a  cocked  hat  all  the  long-range  forecasts  of 
how  many  people  will  be  paying  taxes  and  collecting 
benefits. 

Now  the  experts,  looking  ahead,  say  that,  relatively,  more 
and  more  oldsters  will  be  depending  on  fewer  and  fewer 
workers  to  finance  retirement  and  other  benefits. 

Increasingly,  the  question  is  asked:  How  long  will  workers 
be  willing  to  shoulder  a  growing  tax  burden  to  support  the 
retired,  disabled  and  their  dependents  and  survivors? 

The  prospect  is  that  future  benefits  may  have  to  be  scaled 
back — or  income  flowing  into  the  Social  Security  funds 
boosted  through  higher  taxes. 

Either  alternative  would  be  politically  painful,  but  the 
political  facts  of  life  make  one  thing  clear:  Social  Security  as 
an  institution  is  here  to  stay. 


HOW  SOCIAL  SECURITY  HAS  CHANGED 

To  understand  how  the  system  came  to  the  fix  it's  in, 
consider  how  Social  Security  has  changed — almost  beyond 
recognition — over  the  years. 

Social  Security  was  created  by  law  in  1935,  and  a  special 
tax  on  payrolls  was  levied.  Collections  began  in  1937  and 
the  first  pensions  were  delayed  until  1940,  permitting  a 
reserve  to  be  built  up. 

The  starting  tax  was  2  per  cent — 1  per  cent  each  on 
employer  and  worker — on  the  first  $3,000  of  income.  The 
tax  now  has  moved  to  11.7  per  cent — 5.85  per  cent  each  on 
employer  and  employe — on  $13,200  of  annual  income. 

Pressures  of  all  kinds — social,  economic,  political — have 
escalated  benefits  to  levels  that  were  undreamed  of  in  1940, 


SHRINKING  RESERVES,  TOO 

Total  iisu  ts  in  Social  Security  trust  fumh  at  the  atari  vf 
each  year  belmc  were  biz  euouuh  -  before  neu:  tax  retemtes 
cainciii^o^Hitnicnrfils^u^^^  ycrioHs  of  time:  ^^^^ 

1957:  g*jgP|  3  years,  1  month 
1965:       1  year,  2  months 
1974  (est.)  g  9  months 
BY  1976  (est.)  ■  8  months 


'  WHAT-  ALLiTHIS  MEANS  is  that,  if  the  Social 
."^Security  ^system'-  is  not;  to  collapse,  benefit  in-, 
^c'reases  •  in^the"  future  Jmust  be  scaled '  back  or 
J%  taxes \to:"finance  'the  system  must  be  raised — 
^either  through,  a  higher  payroll  tax  or  by  dipping 
,V/'Mito"^enefarrevenues  of  the  U.S.  Treasury.  , 

'Wa       •l^/  V  "i   -.   O  ,        ■  "  ■ 
v.  Sourc*:  U.S.  Daot  ol  Health.  Education  and  Welfare 


FOUR  DECADES 
OF  INCREDIBLE  GROWTH 

On  Aug.  14,  1935,  President.  Franklin  Roosevelt 
signed  into  law  the  Social  Security  Act,  setting  up 
a  federal  system  of  old-age  benefits  for  retired 
workers.  It  covered  workers  in  commerce  and 
industry  and  promised  benefits  to  retired  workers 
when  they  turned  65. 

Since  then  the  scope  of  coverage  and  type  of 
benefits  has  mushroomed. 

The  major  changes— 

1939:  Social  Security  became  a  family  plan,  not 
just  one  for  retired  workers.  Wives  65  and  over 
were  made  eligible  to  collect  retirement  benefits. 
Benefits  were  added  for  dependents  and  survivors 
of  covered  workers — such  as  widowed  mothers, 
children  under  18  years  of  age,  dependent  parents 
65  and  over. 

1950:  Coverage  was  expanded  to  regularly  em- 
ployed farm  and  domestic  workers  and  nonfarm 
self-employed  except  for  professional  people. 
Coverage  also  was  made  available  on  a  voluntary 
basis  to  many  State  and  local-government  employes 
and  workers  in  nonprofit  corporations. 

New  benefits:  Dependents'  pensions  for  wives 
under  65  caring  for  an  eligible  child,  for  husbands 
of  female  retirees  and  for  divorced' mothers. 
1954:  Farm  operators  and  self-employed  profes- 
sionals except  for  lawyers  and  doctors  were  added 
to  the  list  of  those  covered,  as  well  as  ministers  on 
a  voluntary  basis.  t 
1 956:  Coverage  was  extended  to  military  person- 
nel, the  balance  of  professional  self-employed,  with 
the  exception  of  doctors,  and  to  firemen  and 
policemen  on  a  voluntary  basis. 

As  for  benefits:  New  system  of  insurance  for 
totally  and  permanently  disabled  workers  after  age 
50.  The  age  at  which  women  workers,  widows  and 
wives  of  retired  workers  can  collect  benefits  is 
reduced  to  62— with  reduced  benefits. 
1958:  Benefits  provided  for  dependents  of  dis- 
abled workers. 

1960:  Disability  benefits  available  to  workers  of 
any  age,  not  just  over  50.  Coverage  was  extended 
to  Americans  working  in  the  U.S.  for  foreign 
governments  or  international  organizations. 
1961:  Male  workers  became  eligible  for  retire- 
ment benefits  as  early  as  age  62,  with  reduced 
benefits.  So  did  dependent  husbands,  widowers  and 
parents. 

1 966:  New  system  of  medicare  enacted  for  people 
over  65  providing  hospital  insurance  and,  on  a 
voluntary  basis,  insurance  for  other  doctors'  bills. 

Coverage  extended  to  self-employed  doctors. 
Full-time  students  aged  18  to  21  became  eligible 
for  survivor  or  dependent  benefits.  People  aged  72 
or  over  who  did  not  work  long  enough  under  Social 
Security  to  qualify  became  eligible  for  benefits 
anywuy. 

1972:  Disabled  workers  under  age  65  made  eli- 
gible for  medicare. 
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Mr.  Pickle.  For  my  information,  Mr.  Jackson,  you  are  appearing 
here  as  an  individual? 
Mr.  Jackson.  Yes,  sir. 
Mr.  Pickle.  What  is  your  business? 
Mr.  Jackson.  I  am  a  CPA. 

Mr.  Pickle.  And  Mr.  Waldo,  what  is  your  business? 

Mr.  Waldo.  I  have  had  three.  I  have  been  through  three  careers. 
My  original  education  was  in  accounting.  I  worked  for  a  company 
from  the  time  I  was  18  as  a  billing  clerk  until  the  time  I  left  them 
9  years  later  as  internal  auditor.  I  am  a  past  president  of  the  New 
Orleans  Chapter  of  the  Institute  of  Internal  Auditors. 

I  went  to  work  for  IBM.  I  worked  for  IBM  for  16  years.  The 
majority  of  that  time  was  spent  as  a  Federal  marketing  representa- 
tive, representing  IBM  to  Federal  agencies  in  and  around  the  New 
Orleans  area. 

When  my  father  died  in  late  1970,  he  and  my  brother  had  a 
small  business  known  as  Waldo  Brothers.  When  my  father  died,  I 
went  into  business  with  my  brother.  We  are  manufacturers'  repre- 
sentatives. 

I  still  do  the  accounting  and  tax  work  for  my  business  and  a  few 
other  people. 

Mr.  Pickle.  Obviously  both  of  you  gentlemen  have  actuarial 
experience.  That  is  obviously  shown  in  the  recommendations  you 
have  made. 

I  found  your  statements  very  interesting.  It  is  uncertain  to  me 
what  the  disposition  of  the  committee  might  want  to  take  on  your 
approaches,  but  both  of  you  in  effect  would  want  to  see  an  actuar- 
ial system  based  on  insurance  adopted  more  than  the  present 
system. 

While  I  might  not  agree  with  all  the  approaches,  I  must  say  that 
you  have  given  us  some  very  good  testimony.  It  is  very  well 
thought-out  testimony.  I  think  I  will  agree  with  you  that  social 
security  has  promised  too  much.  One  of  you  have  indicated  it  may 
have  promised  too  much. 

Mr.  Waldo.  Yes,  sir. 

Mr.  Pickle.  A  person  who  can  get  social  security,  or  get  disabil- 
ity, or  survivor's  benefits,  or  student  benefits,  medicare,  can  poten- 
tially receive  tens  of  thousands  of  dollars  if  a  certain  combination 
were  to  happen  to  him,  way  above  what  he  would  get  out  of  any 
insurance  program.  Now  that  is  a  compassionate  thing  for  a  gov- 
ernment to  do,  but  I  think  that  in  the  process  we  have  also  offered 
to  the  individual  that  he  may  expect  too  much. 

I  think  we  have  to  be  careful  of  that  as  we  try  to  protect  the 
system,  assuming  that  we  will  take  action  on  this.  But  we  may  be 
guilty  of  perhaps  overpromising  at  times.  I  think  you  make  a  good 
point. 

But  I  also  want  to  say  to  you  that  we  have  never  adopted  an 
insurance  program.  This  is  not  an  insurance,  per  se,  program.  I  do 
not  think  that  would  ever  be  workable.  And  yet,  some  of  your 
suggestions  here  are  worthy  of  consideration,  and  we  will  look  into 
it  further. 

I  am  going  to  recognize  Mr.  Archer,  because  one  of  the  witnesses 
is  from  your  city,  and  you  may  want  to  say  a  few  words. 
Mr.  Archer.  Thank  you,  Mr.  Chairman. 
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I  want  to  compliment  all  three  of  you  gentlemen  for  taking  your 
own  personal  time  to  come  and  testify  before  us  today. 

I  particularly  want  to  welcome  Davis  Jackson  to  our  committee.  I 
have  known  him  since  he  was  a  young  boy,  and  he  is  a  great 
American. 

Davis,  I  want  to  compliment  you  for  your  own  personal  time  that 
I  know  you  have  spent  in  developing  this  proposal  and  presenting 
it  to  us.  You  have  put  an  awful  lot  of  thought  into  it.  And  whereas 
you  and  I  have  discussed  this  quite  a  bit  in  general,  I  have  never 
really  had  an  opportunity  to  go  into  many  of  the  specifics  with  you, 
and  I  intend  to  see  that  the  staff  examines  this  very  carefully. 

I  want  to  thank  you  very  much  for  coming  all  the  way  from 
Houston  at  your  own  expense  in  coming  to  testify  before  us. 

Mr.  Jackson.  Thank  you. 

Mr.  Waldo.  Mr.  Chairman,  could  I  ask  a  question? 
Mr.  Pickle.  I  beg  your  pardon? 

Mr.  Waldo.  Could  I  ask  a  question  when  you  gentlemen  are 
finished? 
Mr.  Pickle.  Yes. 

Mr.  Waldo.  You  made  the  point  that  social  security  is  not  insur- 
ance. If  it  is  not  insurance,  what  is  it? 

Mr.  Pickle.  It  is  a  social  insurance.  It  is  insurance,  but  not  a 
strict  annuity  program. 

Mr.  Waldo.  To  me,  sir,  with  all  due  respect,  if  I  may,  if  it  is  not 
insurance — and  I  have  heard  this,  sir,  over  the  last  10  years,  be- 
cause for  10  or  12  years  I  have  been  addressing  my  Congressmen 
and  so  forth,  and  I  have  had  the  responses  all  the  way  back  to  Hale 
Boggs,  and  several  others,  that  it  does  not  need  to  meet  the  re- 
quirements of  a  normal  insurance  program  because  you  always 
have  a  force  of  new  workers  coming  into  the  system  to  take  care  of 
the  older  ones. 

With  all  due  respect,  sir,  I  think  any  reasonable  acknowledge- 
ment of  the  dynamics  of  the  system  as  it  exists  today  tells  us  that 
the  new  people  coming  in  over  the  next  20,  30,  or  40  years,  and  the 
number  of  people  retiring  on  social  security  do  not  work  out  on  a 
pay-as-you-go  basis. 

Mr.  Pickle.  We  hope  that  during  the  considerations  of  this  meas- 
ure in  the  immediate  weeks  and  months  ahead  that  we  can  make 
some  basic  changes  that  will  guarantee  a  better  financial  stability 
to  the  program  than  we  have  had  in  the  past. 

That  is  the  challenge  to  this  committee.  We  do  not  know  wheth- 
er we  can  correct  what  has  gone  on  in  the  past.  We  know  that  we 
do  not  want  to  just  repeat  a  continuation  of  what  has  gone  on — 
that  is,  just  hope  that  we  can  keep  raising  the  rate  and  the  base — . 
because  eventually  that  will  come  to  a  saturation  point.  We  may  be 
close  to  it,  now. 

Mr.  Waldo.  Yes,  sir. 

Mr.  Pickle.  So  we  are  looking  for  means  over  and  above  the 
present  practices  to  have  more  security  to  the  program.  I  hope  we 
do  not  lose  that  aspect  of  the  program  that  is  insurance.  To  the 
extent  that  you  and  I  would  argue  about  it,  it  might  be  debatable. 
But  if  we  did  not  keep  the  system  we  have  now,  then  we  do  go  to 
either  a  strict  insurance  program  of  some  kind,  or  we  go  to  general 
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revenue.  And  the  worst  thing  that  could  happen  and  that  we 
should  not  do  is  to  go  to  general  revenue. 
Mr.  Waldo.  Yes,  sir. 

Mr.  Pickle.  I  do  not  think  we  will  do  that.  There  might  be  some 
possible  exception  of  taking  a  portion  of  the  HI  benefit,  but  so  far 
as  taking  funds  from  the  General  Treasury  to  pay  the  basic  bene- 
fits, I  do  not  think  this  Congress  is  going  to  do  that. 

So  we  want  to  keep  it  as  near  to  the  insurance  principle  as  we 
can.  Admittedly  it  is  not  what  you  have  recommended,  and  I 
cannot  say  that  down  the  line  we  might  not  have  a  strict  insurance 
program.  It  would  kind  of  be  difficult  for  it  to  work,  but  at  least 
you  have  given  us  something  to  think  about  and  you  have  given  us 
a  program. 

I  think  you  have  outlined  some  good  points.  I  appreciate  it.  I  am 
not  arguing  the  matter  with  you.  I  am  just  saying  that  we  have  got 
our  present  program,  and  our  challenge  right  now  is  to  get  it  in 
order,  rather  than  to  set  up  a  new  system.  But  we  are  not  unmind- 
ful or  blinded  for  any  other  proposals;  so  your  testmony  is  very 
helpful  to  us. 

Mr.  Waldo.  Mr.  Chairman,  you  agree,  then,  I  gather  from  what 
you  have  said,  that  you  would  agree  that  the  solution  has  to  be  a 
long-term  solution,  not  one  that  is  going  to  put  you  back  here  2 
more  years  from  now  with  the  same  problem? 

Mr.  Pickle.  Yes. 

Mr.  Waldo.  And  I  

Mr.  Pickle.  We  are  hoping  that  we  can  make  some  changes  that 
would  be  long-range.  By  long-range,  I  would  say  at  least  25  years. 
We  used  to  think  we  could  correct  it  for  50  and  75  years,  but  so 
many  variables  enter  into  our  formulas  that  I  am  looking  at  a  little 
more  practically  what  is  long  term.  To  me,  long  term  is  20  to  25 
years. 

If  we  just  did  what  we  did  to  get  through  the  next  year  or  two, 
that  would  be  wrong  because  the  problem  would  still  be  with  us. 

Mr.  Waldo.  I  only  make  the  point,  sir,  that  if  it  is  taken  care  of 
for  the  next  20  or  25  years,  then  it  is  very  hazy  or  a  low  probability 
that  it  is  taken  care  of  beyond  that.  Sir,  I  have  children  from  18  to 
28,  and  none  of  them  are  going  to  receive  any  benefits  in  25  years. 
I  do  not  know  about  you,  but  I  will  ask  you  again— Well,  I  think  I 
have  said  enough. 

Mr.  Pickle.  Well,  if  I  thought  we  could  come  up  with  a  program 
that  would  solve  this  question  for  the  next  50  years,  I  would  get 
very  interested. 

Mr.  Waldo.  Sir,  this  is  why  I  feel  so  strongly  that  it  needs  to  be 
funded  like  an  insurance  program,  sir.  Then  it  is  almost  in  perpe- 
tuity. 

Mr.  Pickle.  If  we  do  that,  then  I  think  a  lot  of  the  things  that 
are  carried  on  in  social  security  would  have  to  be  handled  through 
the  General  Treasury,  and  this  would  constitute  a  problem  almost 
as  big  as  what  we  do  with  social  security. 

So  I  do  not  know  that  I  got  to  the  total  answer  with  you,  but  I 
think  that  our  immediate  challenge  in  this  committee  is  to  try  to 
assure  the  solvency  of  the  program  from  an  immediate  standpoint, 
and  hope  that  we  can  put  into  action  a  formula,  or  a  set  of 
formulas  that  will  take  care  of  the  program  for  at  least  25  years. 
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Mr.  Archer,  did  you  have  another  comment? 

Mr.  Archer.  Mr.  Chairman,  with  your  indulgence,  I  would 
simply  say  that  25  years  is  not  enough  for  me.  I  think  we  have  got 
to  look  much  further  out  than  that,  and  hopefully  be  able  to  assure 
the  people  who  are  in  existence  today  that  they  have  reason  to  find 
credibility  in  the  program. 

So  we  are  not  totally  in  agreement  in  this  committee  as  to  what 
we  are  going  to  do.  There  is  going  to  be  a  lot  of  tough  debate,  and  a 
lot  of  difficult  discussion  before  we  decide  what  we  are  going  to  do. 

But  the  one  thing  we  are  agreed  to,  which  I  compliment  every 
member  of  the  subcommittee  for,  is  that  we  are  determined  that 
we  are  not  going  to  sweep  it  under  the  rug  any  longer;  that  we  are 
going  to  try  to  face  up  to  these  problems  and  make  some  pretty 
darned  tough  political  decisions  in  this  Congress. 

I,  for  one,  think  that  if  we  do  not  take  advantages  of  the  pres- 
sures that  are  on  us  now  and  make  some  very  dramatic  changes  in 
the  program,  that  we  are  going  to  miss  a  tremendous  opportunity. 
It  is  tough  when  you  are  dealing  in  a  democracy  and  you  do  not 
have  authoritarian  rule  to  bring  everybody  together  on  some  final 
solution,  but  that  is  what  we  have  got  to  do. 

I,  for  one,  would  like  to  see  a  move,  as  much  as  possible,  toward 
an  insurance  concept.  I  frankly  do  not  think  it  is  politically  possi- 
ble to  go  completely  to  an  insurance  concept.  But  I  would  like  to 
see  more  and  more  of  the  aspects  of  what  I  would  call  welfare 
taken  out  of  the  system.  And  if  they  do  have  to  be  financed  out  of 
the  general  fund,  all  right;  but  let  us  not  pay  out  all  of  these 
moneys  as  a  matter  of  right  when  they  do  not  relate  to  the  premi- 
ums or  taxes  paid  in. 

So  that  is  just  my  comment  on  my  sentiments  and  the  direction  I 
will  be  coming  from,  but  we  appreciate  your  input  and  we  thank 
all  of  you  for  giving  us  your  testimony. 

Mr.  Pickle.  The  Chair  would  like  to  make  it  plain  that  when  he 
said  he  was  thinking  in  terms  of  long  range  of  20  to  25  years,  I  am 
making  that  in  the  context  of  a  decision  for  taking  care  of  the 
immediate  problem  for  only  1  or  2  years  to  get  over  the  present 
hump. 

I  want  to  go  beyond  that.  I  think  what  we  can  do  will  go  beyond 
the  20  to  25  years  and  have  an  even  longer  range  effect.  So  I  am 
not  saying  that  I  want  to  take  it  just  to  that  point.  I  agree  with  Mr. 
Archer  that  we  ought  to  go  further,  if  we  can.  But  I  do  not  want  to 
try  just  to  settle  the  problem  through  1982  or  1983.  That  would  be 
a  mistake. 

Well,  again  we  thank  you  very  much,  all  three  of  you  gentlemen, 
for  your  testimony. 

The  committee  will  stand  adjourned  until  Wednesday  afternoon 
at  2  o'clock. 

[Whereupon,  at  4:40  p.m.,  the  hearing  was  adjourned.] 
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[The  following  was  submitted  for  the  record:] 

Statement  of  Hon.  Barbara  A.  Mikulski,  a  Representative  in  Congress 
From  the  State  of  Maryland 

Mr.  Chairman,  I  am  pleased  to  have  the  opportunity  to  submit  my  testimony  on 
the  issue  of  Social  Security  financing  and  the  impact  which  proposed  changes  in 
Social  Security  benefits  will  have  on  the  increasing  population  of  elderly  women. 

I  believe  that  proposals  to  reduce  Social  Security  expenditures  by  cutting  certain 
benefits  ignore  the  real  economic  need  of  many  elderly  women — for  example,  the 
elimination  of  the  minimum  benefit  and  the  elimination  of  the  student  benefit, 
which  will  further  exacerbate  the  precarious  economic  status  of  the  majority  of 
older  women  in  this  country. 

ELIMINATION  OF  MINIMUM  BENEFIT 

The  alleged  purpose  of  eliminating  this  benefit  is  to  eliminate  the  "windfalls" 
paid  to  people  who  receive  a  private  pension  in  addition  to  the  minimum  benefit. 
However,  the  statistics  reveal  that  85  percent  of  those  persons  receiving  the  mini- 
mum benefit  rely  heavily  on  it  because  their  private  pension  is  so  meager.  For 
example,  many  of  these  persons  are  retired  schoolteachers,  the  majority  of  them 
women,  who  never  made  much  money  in  the  first  place  as  they  educated  our  young. 
The  average  benefit  received  by  teachers  in  1979  was  $5,016,  which  is  $1,077  below 
the  Bureau  of  Labor  Statistics  "lowest  budget"  for  cost  of  goods  and  services  in 
urban  areas.  These  people  had  counted  on  the  minimum  benefit  as  they  planned  for 
retirement.  To  change  the  minimum  benefit  system  so  abruptly  would  be  an 
unconscionable  breach  of  faith  with  these  older  people. 

Furthermore,  75  percent  of  the  people  who  will  lose  Social  Security  minimum 
benefits  under  the  proposed  cuts  are  women,  many  of  whom  are  unmarried  or  part- 
time  workers  or  domestics.  Retirement  income  statistics  reveal  that  unmarried 
women  over  65  receiving  Social  Security  have  a  median  income  of  $3,280;  of  these, 
36  percent  are  below  poverty  level.  The  discrimination  women  face  in  the  job 
market  bears  bitter  fruit  in  the  private  pension  systems;  today,  men  receive  an 
average  monthly  retirement  income  of  $339,  compared  to  an  average  monthly 
retirement  income  of  only  $230  for  women.  Many  women  have  no  pension  income  at 
all;  sixty  per  cent  of  female  Social  Security  beneficiaries  depend  on  Social  Security 
as  their  sole  source  of  income. 

What  will  happen  to  these  women  if  and  when  the  minimum  benefit  is  eliminat- 
ed? They  may  apply  for  SSI,  food  stamps  and  low-income  energy  assistance  pro- 
grams. Or  they  may  appear  on  the  doorsteps  of  our  churches  and  synagogues  for 
charitable  relief.  Or  they  may  just  die  quiet,  like  ladies,  without  bothering  anyone. 

I  do  not  believe  for  one  moment  that  cutting  the  minimum  benefit  will  save  us 
money.  In  fact,  David  Stockman,  in  his  oral  testimony  before  this  Subcommittee  on 
March  13,  1981,  stated  that  the  Federal  government  would  have  to  hire  between 
6,000  and  9,000  people  for  one  year  to  work  full-time  to  identify  the  elderly  people 
who  are  receiving  the  minimum  benefit  "windfalls"  so  that  the  government  can 
take  them  away.  The  cost  of  this  layer  of  bureaucracy  defeats  the  purpose  of  the 
proposed  cut. 

ELIMINATION  OF  STUDENT  BENEFITS 

The  elimination  of  student  Social  Security  benefits  will  place  a  burden  primarily 
on  families  headed  by  women,  most  of  whom  are  widows,  the  remainder  caring  for 
disabled  husbands. 

Many  families  have  already  counted  on  these  students  benefits  to  tide  their 
youngsters  in  college  over  in  times  of  crisis  due  to  death  or  disability.  Again,  the 
eliminate  these  benefits  so  abruptly  would  be  a  serious  breach  of  faith  between  the 
people  and  their  government. 

A  widow's  Social  Security  benefits  are  tied  to  the  age  of  her  youngest  child. 
Currently,  when  the  youngest  child  reaches  age  18,  her  mother's  benefits  cease. 
Since  the  average  woman's  youngest  child  enters  first  grade  when  she  is  around  35, 
that  child  would  enter  college  when  the  mother  is  47.  A  47-year-old  woman  who  has 
never  worked  outside  the  home  is  not  exactly  given  the  red-carpet  treatment  by 
prospective  employers.  And  if  she  herself  should  become  disabled  before  she  is  fifty, 
she  cannot  receive  spousal  disability  benefits. 

Eliminating  the  student  benefits  is  anti-family  policy.  It  hurts  those  families  who 
have  not  been  clever  enough  to  keep  the  wage-earning  parent  alive  and  well.  In  the 
long  run,  money  spent  to  enable  young  people  to  further  their  education  is  money 
well  spent.  I  am  adamantly  opposed  to  the  short-sighted  and  thoughtless  proposed 
cuts  in  Social  Security  student  benefits. 
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In  summary,  I  believe  that  we  must  look  at  long-term  policy  formation.  To 
improve  women's  treatment  by  the  Social  Security  system  will,  I  believe,  prove  to  be 
cost-effective  in  the  long  run.  To  refinance  the  system  on  the  backs  of  elderly 
women  is  unconscionable.  It  will  do  more  to  encourage  women  to  abandon  their 
traditional  roles  as  homemakers,  wives  and  mothers  than  all  the  feminist  rhetoric 
in  the  world  has  been  able  to  accomplish.  It  reduces  the  choices  and  options  which 
every  woman  should  have,  and  therefore  it  is  terrible  social  policy. 


Statement  of  Kenneth  T.  Blaylock,  National  President,  American 
Federation  of  Government  Employees 

Mr.  Chairman  and  Members  of  the  Committee,  on  behalf  of  the  700,000  Federal 
employees  who  are  represented  by  the  American  Federation  of  Government  Em- 
ployees (AFGE),  I  wish  to  express  my  appreciation  for  the  opportunity  to  present 
the  views  of  our  union  on  alternative  methods  of  financing  the  Social  Security 
System. 

The  task  before  the  members  of  this  Committee  is  not  an  enviable  one,  and  I 
would  like  to  commend  the  Members  for  facing  this  issue  squarely — early  in  this 
legislative  session — so  that  equitable  alternatives  to  the  System's  financing  prob- 
lems can  be  formulated  before  the  Trust  Funds'  shortfalls  are  aggrevated  to  the 
point  of  total  collapse. 

In  1977,  when  this  Committee  enacted  the  last  major  piece  of  Social  Security 
Financing  legislation  (Public  Law  95-216),  it  mandated  immediate  Social  Security 
coverage  for  all  Federal,  state  and  local  government  employees.  That  proposal  was 
modified  when  the  full  House  of  Representatives  voted,  instead,  to  institute  a  two- 
year  study  of  the  universal  coverage  issue.  The  results  of  that  study  were  issued  in  a 
report  entitled,  The  Desirability  and  Feasibility  of  Social  Security  for  Employees  of 
Federal,  State  and  Local  Governments  and  Private,  Nonprofit  Organizations,  and 
transmitted  to  this  Committee  in  March  of  last  year. 

The  Report  concluded,  as  did  this  Committee  in  1977,  that  universal  coverage  is 
"desirable"  although  that  conclusion  was  not  supported  by  the  facts  presented  in 
the  Report. 

This  Committee  has  recently  heard  the  testimony  of  two  organizations  with  which 
AFGE  is  affiliated— The  Fund  for  Assuring  an  Independent  Retirement  (FAIR),  and 
the  Public  Employee  Department,  AFL-CIO — questioning  the  "feasibility"  of  univer- 
sal coverage  and  any  beneficial  impact  it  might  have  on  the  financial  soundness — 
present  and  future — of  the  Social  Security  System.  We  support  the  position  of  those  \ 
groups:  Universal  coverage  is  not  a  beneficial  alternative  to  either  the  short-or-long  |. 
term  financing  problems  of  the  Social  Security  System. 

If  state  and  local  government  employees  were  excluded  from  coverage — and  we 
understand  that  a  number  of  legal  questions  involving  states'  rights  and  the  Consti- 
tutionally mandated  separation  of  powers  would  have  to  be  resolved  before  they 
could  be  covered — the  extension  of  Social  Security  coverage  to  Federal  employees 
would  be  of  no  significant  financial  value  to  the  System.  It  would,  in  fact,  be  f 
detrimental  to  the  System. 

For  example,  using  the  assumption  of  a  $60  billion  annual  Federal  civilian  payroll  [ 
and  an  expenditure  requirement  of  4  percent  of  payroll  to  finance  the  additional 
benefits  for  these  employees,  extending  Social  Security  eligibility  to  Federal  employ- 
ees would  cost  the  system  an  additional  $2.4  billion  each  year.  The  Social  Security 
Trust  Funds,  which  are  already  straining  to  meet  their  present  obligations,  can  ill- 
afford  to  subsidize  an  additional  2  million  beneficiaries  in  the  long-run. 

If  Social  Security  coverage  were  mandated  only  for  new  Federal  employees,  cur- 
rent entitlements  would  be  "grandfathered"  out  of  any  integrated  system,  and 
would  continue  to  be  funded  by  the  Civil  Service  Retirement  (CSR)  Trust  Funds. 
This  would  negate  the  possibility  of  transferring  the  assets  in  CSR  Trust  Funds  to 
the  Social  Security  Trust  Funds.  In  addition,  given  the  currently-projected  growth 
rates  in  Federal  civilian  employment,  it  will  take  20  to  25  years  for  future  Federal 
employees  covered  by  Social  Security  to  become  significantly  large  enough  in  num- 
bers to  make  meaningful  contributions  to  the  Fund.  By  that  time,  the  initial  group 
of  enrollees  would  be  liabilities,  assuming  the  actuarial  structure  of  the  Social 
Security  System  remains  as  it  is. 

Universal  coverage  would  impose  an  additional  penalty  on  the  government — 
beyond  the  increased  benefit  payout  levels — in  the  form  of  lost  tax  revenues.  Little 
note  has  been  given  by  this  Committee  or  any  other  body  that  has  recommended 
universal  coverage  of  the  contribution  which  Federal  annuitants  make  to  Federal 
and  state  treasuries,  each  year,  in  the  form  of  personal  income  taxes. 

As  this  Committee  is  aware,  under  current  law,  once  a  Federal  annuitant  has 
recovered  the  amount  of  his  or  her  own  contributions  to  the  Social  Security  Retire- 
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ment  Fund,  subsequent  annuity  benefits  are  fully  taxable,  at  every  level  of  govern- 
ment. On  this  basis,  in  fiscal  year  1979,  Federal  annuitants  returned  an  estimated 
$1.26  billion  to  the  Federal  treasury  in  income  taxes. 

I  believe  that  the  significance  of  this  figure  is  the  primary  reason  that  Civil 
Service  Retirement  benefits  have  not  been  accorded  the  same  tax-free  status  as 
Social  Security  benefits.  If  Civil  Service  annuities  (taxable)  were  replaced  by  the 
minimum  retirement  subsidies  provided  under  Social  Security  (non-taxable),  Federal 
and  state  governments  would  lose  a  significant  source  of  much  needed  revenue. 

AFGE  believes  that  the  calls  for  mandatory  coverage  are  being  agitated  by  a 
small  group  of  legislators  who  have  been  unwilling  or  unable  to  find  more  equitable 
and  creative  solutions  to  the  System's  financial  difficulties.  The  American  public 
has  every  right  to  expect  that  the  Congress  will  keep  faith  with  them  and  guarantee 
that  their  benefits  acquired  under  the  Social  Security  System  will  be  there  when 
they  need  them.  Yet,  Congress'  failure  to  take  definitive  action  on  Social  Security 
financing  has  shaken  the  public's  faith  in  the  Social  Security  System.  The  time  has 
come  when  Congress  can  no  longer  postpone  the  necessity  of  what  the  Social 
Security  System  really  requires — true  reform. 

THERE  ARE  ALTERNATIVES  TO  THE  FINANCING  PROBLEMS 

The  Social  Security  System  was,  at  its  inception,  intended  solely  to  provide  a 
minimum  retirement  subsidy  for  American  workers  who  lacked  pension  coverage 
through  their  working  years.  Since  its  beginning,  however,  Congress  has  expanded 
the  benefit  categories  far  beyond  the  original  scope  of  the  program  without  the 
provision  of  adequate  financing  for  these  benefits.  The  system  now  provides  benefits 
for  dependents,  survivors,  the  disabled,  the  medically  indigent,  and  others.  Yet,  the 
major  source  of  funding  these  non-retirement  programs,  remains  the  payroll  tax 
(FICA);  a  tax  originally  intended  to  finance  the  worker's  retirement  subsidy. 

The  funding  crisis  the  System  now  faces  is  the  result  of  this  deficient  model  of 
financing  benefits,  because,  neither  the  payroll  (FICA)  taxes  nor  the  Trust  Funds' 
investment  income  is  sufficient  to  meet  the  increasing  costs  of  benefits  provided. 

Rather  than  increasing  the  burden  of  the  regressive  payroll  tax,  or  reducing  or 
eliminating  benefits  so  necessary  to  the  elderly  and  disadvantaged,  Congress  should 
begin  to  address  the  idea  of  restructuring  the  Social  Security  System,  whereby  the 
retirement  components  are  funded  fully,  as  are  the  "social  insurance"  aspects. 

We  would  recommend  that  the  retirement  subsidies  provided  by  the  System  be 
funded  on  a  pay-as-you-go  system.  Under  this  model,  each  generation  of  workers  and 
their  employers  would  contribute  to  a  soundly  funded  system  over  their  working 
lifetime  and  assure  adequate  financing  for  their  benefits  when  they  reach  retire- 
ment age. 

Those  additional  benefits  which  the  System  provides — the  "social  insurance" 
benefits,  should  be  refinanced  through  alternative  methods,  since  the  present  fund- 
ing mechanisms  are  failing  to  adequately  meet  their  costs. 

The  alternative  sources  of  revenue  available  to  the  Trust  Funds  are  numerous 
and  include  general  fund  financing — total  or  partial — which  would  negate  the  need 
for  additional  increases  in  the  regressive  FICA  tax.  Another  alternative  would  be 
defrayal  of  a  percentage  of  the  recently  enacted  windfall  profits  tax  to  the  Social 
Security  System. 

In  conclusion,  Mr.  Chairman,  we  would  again  recommend  that  the  Committee 
consider  revamping  the  Social  Security  System  to  provide  for  separate  financing  for 
the  retirement  components  and  the  Social  insurance  components.  As  I  mentioned  at 
the  outset,  this  Committee  is  facing  difficult  choices,  but  we  believe  that  innovative 
and  definitive  action  by  this  Committee  to  restore  financial  stability  to  the  Social 
Security  System  will  go  a  long  way  toward  restoring  the  public  faith  in  the  System. 


Statement  of  Jeff  R.  Hart,  Executive  Director,  Association  of  Private 
Pension  &  Welfare  Plans,  Inc. 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is  Jeff  R.  Hart,  and  I 
am  the  Executive  Director  of  the  nonprofit  Association  of  Private  Pension  &  Wel- 
fare Plans,  Inc.  (APPWP).  I  submit  this  statement  to  you  today  on  behalf  of  the 
membership  of  APPWP. 

The  APPWP  is  a  national  association  dedicated  to  the  survival  and  growth  of  the 
private  employee  benefits  and  compensation  field.  The  APPWP  represents  one  of 
the  largest  industries  in  the  world,  with  over  500  firms  composing  its  basic  member- 
ship. The  Association  is  representative  of  the  entire  private  benefits  system  of  this 
Nation.  We  are  comprised  of  a  broad  spectrum  of  active  and  concerned  employers — 
from  some  of  the  very  largest  through  to  many  of  the  smallest.  Our  employer 
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membership  is  matched  by  an  equal  number  of  the  Nation's  leading  actuarial  and 
benefit  professionals — from  insurance  companies,  banks,  law  firms,  accounting 
firms,  investment  firms,  and  actuarial  consulting  firms. 

APPWP's  composition  is  reflective  of  its  focus  on  the  broad,  benefits  funding  and 
delivery  policies  of  this  Nation.  We  are  firm  in  contending  that  the  best  interests  of 
our  Nation's  citizens  are  served  when  these  national  policies  reinforce  the  diversi- 
fied and  balanced  sharing  of  the  benefits  load  among  the  Social  Security  system,  the 
employer-sponsored  private  system,  and  the  savings,  contributions  and  investments  1 
of  the  individual  citizen.  It  is  within  this  context  that  APPWP  submit  this  state- 
ment on  Social  Security  financing  issues  to  this  Subcommittee. 

The  APPWP  has  and  continues  to  support  the  Social  Security  program  in  its 
primary  role  of  providing  a  basic  floor  of  maintenance  and  health  care  to  retired 
and  disabled  workers  and  their  families.  We  consider  it  imperative  to  the  enduring 
balance  of  the  Nation's  benefit  delivery  systems  that  the  financing  of  the  Social 
Security  program  continue  to  be  supported  through  separate  payroll  tax  contribu- 
tions, paid  equally  by  employers  and  employees.  General  revenue  financing  must  be 
avoided. 

The  short-term  financing  problems  of  the  system  are  clear.  The  funding  aspects  of 
the  1977  Amendments  to  the  Social  Security  Act  have  been  rapidly  overtaken  by 
the  unanticipated  combination  of  high  inflation  and  unemployment,  with  prices 
increasing  more  rapidly  than  wages.  Within  the  framework  of  economic  and  demo- 
graphic factors  known  today,  it  is  imperative  that  the  97th  Congress  act  in  an 
aggressive,  bipartisan  manner  to  enact  a  sound  plan  for  the  long-term  financing  of 
the  system,  while  providing  for  adequate  funding  in  an  appropriate  manner  for  the 
immediate  short  term. 

Currently,  it  appears  that  the  effect  of  Public  Law  96-403,  which  permits  the 
shifting  of  tax  receipts  in  1980  and  1981  from  the  Federal  Disability  Insurance  Trust 
Fund  (DI)  to  the  Federal  Old-Age  and  Survivors  Insurance  Trust  Fund  (OASI),  will 
enable  the  system  to  avoid  any  cash  flow  problems  for  either  of  these  funds  through 
1981.  However,  the  "fund  ratio"  (fund  balance  at  the  beginning  of  the  year  as  a 
percentage  of  outgo  in  that  year)  for  these  two  funds  combined  is  now  estimated  to 
be  only  10  percent  in  1982,  less  than  4  percent  in  1983,  and  a  negative  3  percent  in 
1984.  This  combined  fund  ratio  must  be  at  least  10  percent  to  assure  full  and  timely 
benefit  payments. 

By  the  end  of  1982  under  current  estimates,  OASI  will  have  a  decreasing  balance 
of  less  than  $2  billion,  against  monthly  payments  of  some  $12  billion,  which  means 
currently  that  OASI  will  experience  funding  shortfalls  during  1982.  Even  with  the 
OASI  tax  increase  secheduled  for  1985,  the  negative  cash  flow  for  OASI  during  1985 
will  be  about  $22  billion.  In  contrast,  both  the  DI  Trust  Fund  and  Federal  Hospital 
Insurance  Trust  Fund  (HI)  balances  will  increase  after  1981.  However,  even  if  all 
three  funds  are  taken  in  combination,  the  net  shortfall  in  1982  will  be  about  $6 
billion,  rising  to  $11  billion  in  1983  and  $16  billion  in  1985.  The  tax-rate  increase 
scheduled  for  1985  would  succeed  only  in  bringing  the  negative  cash  flow  to  around 
$6  billion  annually. 

As  I  have  stated,  the  APPWP  opposes  the  use  of  general  revenues  as  a  means  of 
"solving"  the  short-term  funding  problems  just  outlined.  We  strongly  disfavor  this 
alternative  as  it  is  not,  in  fact,  a  solution — it  would  serve  as  little  more  than  an 
expedient  to  defer  briefly  the  building  pressures  on  the  system  while  obfuscating  for 
the  public  the  full,  direct  costs  of  the  program  under  its  current  construction. 

The  membership  of  the  Association  does  believe  there  are  appropriate  steps  that 
can  be  taken  to  help  alleviate  short-term  financing  problems. 

First,  there  is  the  pressing  and  continuing  need  for  the  reallocation  of  rates,  with 
more  scheduled  receipts  dedicated  to  the  OASI  Trust  Fund  and  less  to  the  HI  Trust 
Fund,  with  reinforcement  from  interfund  borrowing  among  the  trust  funds.  The 
APPWP  endorses  the  use  of  these  financing  mechanisms  and  encourages  Congress 
to  ensure  their  timely  application. 

Secondly,  we  consider  it  essential  that  selective  modification  of  Social  Security  • 
benefits  be  enacted.  We  are  clear  in  our  endorsement  of  the  basic,  or  core,  benefits 
originally  intended  within  the  concept  of  the  Social  Security  system.  However,  the 
Congress  must  act  now  to  eliminate  or  reduce  some  of  the  ancillary  benefit-  cur- 
rently scheduled  for  delivery  under  the  system.  If  such  action  is  not  taken,  it  is  not 
reasonable  to  contend  that  essential  "lifeline"  benefits  can  be  continued  for  the 
Nation's  current  populace,  much  less  for  those  generations  yet  unborn. 

As  an  example,  one  ancillary  cost  which  should  be  phased  out  is  the  student 
benefit.  Currently,  one  in  ten  full-time  students  is  a  Social  Security  beneficiary,  and 
by  1985  it  is  estimated  that  nearly  one  million  students  will  be  drawing  benefits  at 
an  annual  cost  of  some  $1.9  billion.  We  generally  endorse  the  Administration's 
proposed  changes  in  this  area,  which  would  save  $700  million  in  1982,  rising  to  $1.7 
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billion  in  1985.  Social  Security  is  an  inequitable  system  for  dispensing  aid  to  educa- 
tion, duplicating  in  part  the  congressional  enlargements  of  other  types  of  student 
assistance,  and  directing  the  lowest  levels  of  aid  to  the  neediest  students. 

Further,  we  recommend  the  elimination  of  the  Social  Security  minimum  payment 
for  future  recipients.  Currently  frozen  at  $122  per  month,  the  minimum  benefit 
payment  was  originally  intended,  in  part,  to  provide  increased  benefit  levels  for 
those  who  otherwise  would  have  earned  low  benefits,  due  to  very  limited  employ- 
ment under  Social  Security  coverage.  Current  Social  Security  construction,  however, 
will  potentially  entitle  many  recipients  of  retirement  income  under  other  programs 
to  receive  the  minimum  payment.  The  elimination  of  this  payment  would  generate 
savings  of  about  $1  billion.  We  emphasize  that  APPWP  is  not  advocating  the 
withholding  of  benefits  from  the  most  needy.  We  recommend  that  this  category  of 
recipient  be  compensated  for  the  elimination  of  the  minimum  benefit  by  payments 
from  the  Supplemental  Security  Income  (SSI)  program  implemented  in  1974.  We 
consider  it  appropriate  that  a  means-tested  program  such  as  SSI  provide  a  minimal 
"safety  net"  of  benefits  for  those  with  work  histories  that  qualify  for  minimal  or  no 
benefits.  SSI  should  be  distinct  from  OASDI,  however,  with  SSI  payments  coordinat- 
ed with  any  OASDI  benefits  actually  earned. 

The  APPWP  also  favors  the  tightening  of  eligibility  requirements  for  disability 
payments  under  the  Dl  and  SSI  programs  along  the  general  lines  proposed  by  the 
Administration.  The  Association  endorses  the  DI  program,  and  supports  proposals  to 
strengthen  the  eligibility  and  benefit  provisions  which  encourage  able  recipients  to 
return  to  gainful  employment  under  appropriate  conditions. 

Various  benefit  modifications,  designed  to  return  emphasis  to  the  sounder  funding 
of  core  benefits,  will  result  in  steadily  increased  savings.  And  fund  reallocations  will 
dampen  short-term  exigencies.  However,  they  are  not  by  themselves  adequate  solu- 
tions to  the  program's  difficulties.  Benefits  no  longer  can  be  permitted  to  increase  as 
rapidly  as  they  have  under  current  provisions.  The  Association  recognizes  the 
general  need  to  correlate  benefits  to  inflation.  However,  we  support  proposals  to 
modify  the  1972  "automatic  adjustment"  provisions,  which  tied  benefit  adjustments 
to  the  Consumer  Price  Index  (CPI).  During  periods  when  wages  do  not  keep  pace 
with  inflation,  the  current  indexing  formula  places  increasing  and  inequitable 
strains  on  Social  Security  financing.  In  the  face  of  a  declining  rate  of  national 
productivity  growth,  it  is  inequitable,  as  well  as  inflationary,  to  increase  the  stand- 
ard of  living  for  nonworkers  as  the  workforce  standard  is  in  decline.  We  urge  the 
Congress,  therefore,  to  enact  other,  more  appropriate  measures  for  increasing  bene- 
fits in  lieu  of  the  current  CPI  formula. 

In  addition  to  altering  automatic  adjustment  provisions,  the  APPWP  recommends 
that  the  Congress  consider  provisions  that  would  require  governmental  units,  that 
have  elected  to  participate  in  Social  Security,  to  continue  to  remain  covered.  The 
potential  disruption  of  random  elections  and  withdrawals  should  be  avoided. 

In  focusing  today  on  shorter-term  means  for  addressing  funding  shortfalls,  with- 
out resorting  to  the  expedient  of  general  revenues,  the  Association  cannot  ignore 
the  responsibility  of  the  Congress  to  address  the  ominous  longer-term  pressures 
confronting  the  Social  Security  program. 

While  many  of  the  economic  uncertainities  of  the  future  will  always  call  for 
legislative  caution  in  terms  of  Social  Security,  the  demographic  certainties  facing 
this  transfer  program  dictate  early  action  by  this  Congress  on  long-term  funding 
realities. 

For  the  longer  term,  there  is  firm  actuarial  evidence  that  financial  strains  on  the 
program  can  be  significantly  eased  by  raising  the  age  to  68  at  which  full  benefits 
are  paid  and  Medicare  eligibility  begins.  We  urge  the  Congress  to  enact  legislation 
now  that  will  gradually  raise  the  "normal"  retirement  age  in  future  years. 

As  this  Nation  looks  to  the  future,  the  Congress  must  address  itself  to  alleviating 
inadequate  perceptions  of  the  Social  Security  program.  Today,  OASDI  projections 
are  placed  before  the  public  across  a  25-year  planning  horizon.  This  must  be  ex- 
tended to  a  75-year  span.  We  have  the  actuarial  capability  to  do  so  with  workable 
certainty — and  it  must  be  done  if  this  Nation,  in  a  larger  sense,  is  to  grasp  the 
poten+ial  for  generational  conflict  that  is  before  us.  HI  Trust  Fund  projections  set 
befoie  the  public  run  but  for  a  few  years.  Here,  too,  sounder  national  perception 
across  a  significantly  lengthened  timespan  is  a  necessity.  While  we  tend  to  focus  on 
the  severe  financial  burdens  on  OASDI  programs  in  the  "out  years",  it  is  known 
today  that  the  Supplementary  Medical  Insurance  program  holds  the  potential  for 
equal  burdens,  while  the  HI  Trust  Fund  faces  potential  financial  difficulties  that 
are  double  those  of  the  OASDI  programs. 

The  membership  of  APPWP  commends  this  Subcommittee  for  acting  on  this 
timely  issue,  and  we  thank  you  for  the  opportunity  to  submit  this  statement.  We 
understand  fully  the  political  courage  that  will  be  required  by  each  member  of  this 
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Subcommittee  in  taking  effective  action,  and  we  stand  ready  to  assist  and  support 
you  as  you  move  forward  on  this  issue. 

In  closing,  I  want  to  stress  the  important  economic  relationship  between  the 
Nation's  private  and  public  benefits  delivery  systems.  I  quote  the  National  Commis- 
sion on  Social  Security: 

"Lastly,  from  its  original  role  of  providing  a  basic  floor  of  protection  to  be 
supplemented  by  employer,  union,  and  individual  plans,  Social  Security  has  as- 
sumed an  increasingly  dominant  role  in  income  maintenance  programming.  There 
is  more  involved  here  than  the  philosophical  public  versus  the  private  debate,  even 
though  that  discussion  is  essential.  An  important  virtue  of  private  programs  is  that 
pre-funding  of  benefits  creates  capital.  As  private  plans  and  savings  accrue  obliga- 
tions to  future  retirees,  equivalent  assets  are  generated  to  be  invested  in  job  cre- 
ation and  productivity  improvement  that  will  help  provide  the  goods  and  services 
for  those  future  retirees.  The  trend  away  from  private  plans,  which  create  capital, 
to  pay-as-you-go  public  financing,  as  in  Social  Security,  which  does  not  create 
capital,  reduces  the  funds  available  to  fuel  the  economic  system  in  the  future." 

Thank  you. 


State  of  California — Board  of  Administration, 

Public  Employees'  Retirement  System, 

Sacramento,  Calif.,  February  20,  1981. 

Hon.  J.  J.  Pickle, 

Chairman,  Subcommittee  on  Social  Security,  Committee  on  Ways  and  Means,  House 
of  Representatives,  Washington,  D.C. 
Dear  Congressman  Pickle:  We  note  with  considerable  interest  the  continuation 
of  hearings  on  Social  Security  financing  issues  scheduled  by  the  Subcommittee  on 
Social  Security  on  February  17,  18,  and  19,  1981,  and  subsequent  dates  yet  to  be 
determined.  As  indicated  in  the  Subcommittee's  announcement,  the  hearings  will 
concentrate  on  changes  needed  to  ensure  the  economic  stability  of  the  Social  Secu- 
rity Trust  Funds. 

As  the  designated  administrative  agency  for  the  California  Section  218  compact, 
the  Board  of  Administration  of  the  California  Public  Employees'  Retirement  System 
is  on  record  in  opposition  to  any  proposal  to  mandate  coverage  of  State  and  local 
government  employees.  This  includes  mandating  coverage  as  a  short-term  solution 
to  Social  Security  financing  problems. 

Mandatory  coverage  of  public  employees  has  been  the  subject  of  much  study  and 
debate  during  these  past  few  years.  The  Universal  Social  Security  Coverage  Study 
Group  filed  its  report  with  the  President  and  both  houses  of  Congress  in  March  of 
1980  after  two  years  of  study  of  this  issue.  In  discussing  the  effects  of  mandatory 
coverage  on  the  Social  Security  program,  the  Study  Group  notes  in  its  report  that  if 
all  currently  exempted  workers  were  covered  at  once,  new  Social  Security  revenues 
would  substantially  exceed  disbursements  for  the  first  years.  The  report  also  indi- 
cates the  Social  Security  Administration  estimates  that  in  the  long  run  mandatory 
coverage  would  make  possible  a  reduction  of  0.5  percent  in  the  Social  Security  tax 
rates  paid  on  total  covered  payroll. 

In  considering  possible  changes  needed  to  ensure  the  economic  stability  of  the 
trust  funds,  the  mandatory  extension  of  coverage  to  all  non-covered  employees  may 
appear  as  an  attractive  alternative  to  your  Subcommittee.  With  respect  to  coverage 
of  State  and  local  government  employees,  however,  the  Study  Group  points  out  that 
the  likely  costs  of  requiring  Social  Security  coverage  are  considerable. 

The  State  of  California  and  many  local  jurisdictions  have  long  established  govern- 
ment pension  plans  covering  their  employees.  The  State  and  2,540  political  subdivi- 
sions also  provide  Social  Security  coverage  to  their  employees  through  voluntary 
agreements  with  the  Federal  Government.  The  mandatory  extension  of  coverage  to 
non-covered  governmental  entities  could  seriously  jeopardize  the  employer's  ability 
to  fund  existing  retirement  plans.  In  these  times  of  fiscal  constraint  at  all  levels  of 
government,  imposing  new  costs  could  threaten  the  very  existence  of  some  local 
jurisdictions  or,  at  the  least,  the  funding  of  some  services. 

To  summarize,  we  are  emphatically  opposed  to  mandatory  Social  Security  cover- 
age, and  particularly  as  a  device  to  cure  Social  Security  financing  ills  at  the  expense 
of  State  and  local  governments. 

I  ask  that  this  statement  be  included  as  part  of  the  hearing  record.  Thank  you. 
Very  truly  yours, 

Carl  J.  Blechinger, 

Executive  Officer. 


989 

Eagle  Forum, 
Huntingdon  Valley,  Pa.,  March  15,  1981. 

Mr.  John  J.  Salmon, 

Chief  Counsel,  Committee  on  Ways  and  Means, 
Washington,  D.C.: 

The  following  is  my  testimony  in  opposition  to  the  Women's  Lib  proposal  to  rip  off 
the  Housewife: 

Since  1975  feminist  Congresswomen  Bella  Abzug,  Barbara  Jordan  and  Martha 
Griffiths  have  each  submitted  to  Congress,  proposals  to  abolish  widows  and  retire- 
ment Social  Security  benefits  which  the  full  time  homemaker  has  received  since 
1940.  An  alternative  proposal  from  the  same  source  is  to  tax  the  husband  of  the 
housewife  double,  as  if  she  were  his  paid  servant.  The  rationale  ironically,  is  that 
this  extra  burden  on  the  traditional  one-earner  family  would  give  the  lowly  house- 
wife "new  dignity". 

Let  it  be  noted  that  the  liberated  ladies  who  put  forth  these  demeaning  sugges- 
tions need  not  depend  upon  Social  Security  benefits  but  will  collect  hefty  pensions 
funded  by  our  taxpaying  husbands  and  children. 

They  are  "entitled"  to  them  by  reason  of  their  "service"  to  the  American  people! 
The  dubious  service  of  promoting  the  goals  of  their  small,  noisy,  powerful  minority. 

May  we  point  out  that  the  original  purpose  of  conferring  Social  Security  benefits 
upon  the  homemaker  was  in  recognition  of  her  worth,  her  contribution  to  Society? 

The  stay  at  home  wife/mother  is  always  on  hand  to  guide  and  counsel  her 
children  so  they  will  grow  up  to  be  law-abiding  productive  adults. 

She  is  not  competing  for  part-time  jobs  with  students  or  with  wives  who  must 
earn  extra  money.  Nor  is  the  competing  for  full-time  jobs  with  unmarried  persons 
and  heads  of  households. 

Before  this  Committee  considers  the  adoption  of  any  proposal  to  impoverish  40 
million  or  so  homemakers  we  suggest  they  consult  with  the  fem-libbers  as  to  where 
jobs  can  be  found  for  all  of  them.  And  for  all  the  young  wives  of  the  future  whose 
husbands  will  be  no  better  able  to  afford  double  payroll  deductions  than  ours. 

For  a  decade  those  champions  of  American  Womanhood  have  crusaded  for  one 
social  program  after  another  in  the  name  of  compassion  for  poor  women.  They  have 
certainly  proved  the  sincerity  of  their  compassion  through  a  relentless  effort  to 
force  all  women  to  be  self  supporting.  Having  failed  to  accomplish  this  through 
ratification  of  the  federal  Equal  Rights  Amendment  they  hope  to  achieve  it  by 
wiping  out  widows  and  retirement  benefits. 

We  quite  recognize  the  need  of  the  administration  to  cut  the  federal  budget. 
Therefore  we  urge  you  to  do  the  Nation  a  great  favor  that  will  save  us  many 
millions — Abolish  the  entire  feminist  Bureaucracy. 

Just  for  once  Mr.  Salmon,  let  the  stalwart  men  in  our  government  take  their 
courage  in  both  hands  and  say  'NO'  to  the  women  libbers.  Just  for  once,  stand  up 
for  the  housewife  or  in  a  few  years  time  the  current  tax  revolt  will  look  like  child's 
play. 

Maria  Nolan. 


Federally  Employed  Women, 
Washington,  D.C.,  March  2b,  1981. 

Hon.  J.  J.  Pickle, 

Chairman,  Social  Security  Subcommittee, 
House  of  Representatives,  Washington  D.C. 

Dear  Chairman  Pickle:  The  membership  of  Federally  Employed  Women  (FEW) 
have  expressed  deep  concern  about  the  present  dilemma  facing  the  Social  Security 
system.  In  your  recommendations  on  the  financing  of  Social  Security,  FEW  urges 
you  to  caution  the  Congress  to  avoid  short-sighted  financial  solutions  which  may 
cause  unintended  hardships  to  those  facing  retirement.  Crises  similar  to  the  one 
now  facing  Social  Security  have  moved  the  Congress  to  pass  unjust  measures  in  the 
heat  of  debate  with  little  appreciation  for  the  impact  in  human  terms. 

I  refer  in  particular  to  the  Social  Security  Spouse/ Survivor  Offset  (Sec.  334  of 
Public  Law  95-216)  enacted  December  20,  1977.  It  is  this  issue  to  which  I  address 
your  attention  and  request  that  this  letter  be  submitted  for  the  record. 

As  you  know,  this  public  pension  offset  was  enacted  by  the  Congress  as  part  of  the 
Social  Security  amendments  of  1977.  It  reduces  $1  of  Social  Security  spouse  or 
survivor  benefits  for  every  $1  of  primary  (earned)  public  retirement  income.  Public 
retirement  income  was  defined  as  any  retirement  benefit  from  federal,  state,  or 
local  government  employment  not  covered  by  Social  Security.  Thus,  individuals  who 
have  worked  for  the  government,  and  receive  an  annuity  based  on  that  employ- 
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ment,  may  lose  all  or  a  portion  of  Social  Security  spouse  or  survivor  benefits  to 
which  they  might  otherwise  be  entitled  as  a  result  of  their  spouse's  work  under 
Social  Security  employment. 

The  amendment  was  a  Congressional  response  to  the  Supreme  Court's  decision  in 
Califano  v.  Goldfarb,  430  U.S.  199,  in  March  of  1977.  The  Court  held  that  widowers 
were  entitled  to  Social  Security  benefits  on  the  same  basis  as  widows.  Before  this, 
widowers  had  to  prove  "dependency"  to  be  eligible  for  benefits,  proving  that  they 
received  more  than  half  of  their  support  from  their  wives. 

In  an  attempt  to  avoid  a  "run"  on  Social  Security  by  public  employees,  Congress 
passed  the  public  pension  offset.  The  rationale  offered  was  that  this  was  comparable 
with  the  Social  Security  dual  entitlement  rule  which  applied  when  both  spouses 
work  under  covered  employment.  This  law  went  into  effect  immediately  for  men 
and  a  grace  period  of  five  years  was  provided  for  women.  Women  and  dependent 
husbands  who  retire  or  are  eligible  to  retire  by  December  1982  can  still  claim 
spouses  benefits. 

I  would  like  to  point  out,  however,  that  these  two  offsets  are  not  comparable  and 
highlight  the  hardship  this  law  will  impose,  particularly  on  women.  First,  there  was 
no  recognition  that  public  pensions  are  fully  taxable  and  Social  Security  is  not. 
Second,  the  offset  applies  to  public  employees  but  not  to  employees  of  nonprofit 
organizations  and  other  exempt  categories. 

The  delay  of  5  years  in  the  effective  date  is  rapidly  approaching.  Those  who  will 
be  hurt  most  are  the  thousands  of  women  in  their  late  forties  and  fifties  who  are  too 
young  to  make  the  1982  cutoff  date,  but  not  young  enough  to  plan  for  an  adequate 
retirement  alternative.  Many  of  these  women  are  low  earners,  with  intermittent 
work  records  due  to  child  rearing  and  family  responsibilities.  Thus,  they  will  have  a 
small  retirement  annuity  in  their  own  right.  The  bulk  of  these  women  truly  need 
the  spouses  benefits  which  they  have  been  counting  on  all  their  lives  in  order  to 
retire  with  dignity  and  self-sufficiency. 

Now,  they  are  being  told  that  the  rules  have  been  changed  in  the  middle  of  the 
game  (for  some,  near  the  end  of  the  game)  and  they  will  have  to  cope  with  one  leg  of 
their  retirement  income  cut  off. 

We  have  received  countless  calls  and  letters  from  our  members  about  this  prob- 
lem. Many  of  these  women  feel  they  have  been  discriminated  against  because  they 
work  for  the  government  while  those  who  work  in  other  noncovered  jobs  and  those 
who  have  accrued  private  pensions  have  not  been  targeted  for  such  cuts.  Many  feel 
that  a  contract  between  themselves  and  the  government  has  been  broken;  that  they 
will  be  denied  the  benefits  they  have  been  promised. 

Many  covered  workers  feel  cheated,  having  contributed  to  Social  Security  all 
these  years  in  expectation  that  their  spouses  would  receive  a  benefit,  only  to  find 
out  now  that  they  will  be  shortchanged. 

At  its  worst,  there  is  no  provision  in  this  law  for  the  so-called  "safety  net"  to 
protect  low  income  persons  from  slipping  below  the  poverty  line.  For  example  an 
individual  whose  public  pension  and  Social  Security  benefit  were  each  $2000,  would 
have  enough  difficulty  surviving  on  $4000.  But  with  the  offset,  this  individual  would 
have  one  benefit  offset  from  the  other  and  be  entitled  to  only  $2000. 

I  would  like  to  add  that  integration  of  the  Civil  Service  Retirement  System  and 
Social  Security  should  not  be  considered  a  credible  solution  to  this  or  other  financ- 
ing problems.  FEW  has  gone  on  record  in  opposition  to  Universal  Social  Security 
and  is  very  active  in  the  FAIR  (Fund  for  Assuring  an  Independent  Retirement) 
coalition  which  has  testified  before  your  subcommittee.  FAIR  is  also  supportive  of 
repeal  of  the  spouses  offset.  We  believe  that  we  should  approach  problems  of  the 
CSRS  on  a  case  by  case  basis  within  the  autonomy  of  its  own  independent  frame- 
work, rather  than  through  merger  with  Social  Security.  Therefore,  it  is  imperative 
that  we  aggressively  address  equity  and  adequacy  issues  within  our  own  system. 

I  realize  how  difficult  it  is  to  ask  your  committee  to  consider  deferring  a  "savings" 
such  as  this  offset  in  such  a  cost  cutting  political  climate.  I  also  realize  the  magni- 
tude of  this  committee's  responsibility  in  keeping  the  Social  Security  system  finan- 
cially sound  and  viable.  On  the  other  hand,  this  committee  has  an  equally  grave 
responsibility  to  Americans  who  have  a  vested  interest  in  the  fairness,  honesty  and 
consistency  of  the  system  upon  which  they  have  banked  their  retirement. 

Therefore,  I  ask  that  you  recommend  either  a  full  repeal  of  Sec.  334  of  Public  Law 
95-216,  or  at  the  very  least,  an  extended  delay  of  the  implementation  date  of 
December,  1982. 

Thank  you  for  the  opportunity  to  submit  our  comments.  As  a  national  organiza- 
tion with  members  in  44  states,  FEW  is  a  reliable  resource  for  your  subcommittee 
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on  issues  affecting  women  in  the  Federal  government.  We  look  forward  to  continued 
cooperation. 

Sincerely, 

Marylouise  Uhlig, 

National  President. 


Seabrook,  Md.,  March  30,  1981. 

Hon.  J.  J.  Pickle, 

Chairman,  Subcommittee  on  Social  Security, 
House  of  Representatives,  Washington  D.C. 

Dear  Sir:  I  regret  my  inability  to  testify  in  person,  as  scheduled,  but  the  death  of 
my  sister  in  Florida  required  substantial  changes  in  my  planned  activities.  My 
cancellation  was  promptly  communicated  to  your  staff. 

I  strongly  urge  the  Congress  to  compel  President  Reagan  to  keep  his  promise  to 
the  American  people  that  those  who  rely  on  Social  Security  had  nothing  to  fear 
with  his  election  to  the  presidency.  Such  assurances  were  conveyed  in  his  debate 
with  President  Carter.  I  speak  on  behalf  of  thousands  of  Americans  at,  or  near, 
their  60th  birthday  who  have  planned  their  retirement  income  with  inclusion  of  the 
$122  per  month.  To  change  the  rules  in  the  9th  inning  of  the  ball  game  frustrates 
our  older  citizens  and  leaves  them  with  the  feeling  that  growing  old  involves  fearful 
financial  risks.  Such  fears  are  exacerbated  by  the  inconstancy  of  the  United  States 
Government  itself  and  its  programs. 

To  destroy  the  minimum  social  security  payment  would  directly  discriminate 
against  those  of  us  who  earned  social  security  entitlement  in  the  1930's  and  1940's 
when  wages  were  cheap  but  our  contribution  at  that  time  was  in  high  priced 
dollars.  The  minimum  payments  now  are  in  cheap  dollars  but  do  help  some,  though 
not  nearly  enough,  to  compensate  for  the  great  disparity  which  now  exist  in  the 
dollar  value. 

The  elimination  of  the  minimum  social  security  will  also  be  unfair  to  the  WWII 
draftee  who  was  taken  away  from  the  relatively  higher  factory  wage  and  forced  to 
serve  four  years  at  $21  per  month.  Those  who  evaded  the  draft  earned  enough  to 
receive  social  security  above  the  minimum  but  those  who  spent  4  years  in  military 
service  now  rely  most  heavily  on  the  minimum  payment. 

I'm  chairman  of  the  pay  and  benefits  committee  of  the  Federal  Bar  Association 
and  also  active  in  numerous  other  organizations  and  I  assure  you  that  there  is  great 
concern  and  anxiety  abroad  in  the  country  today  over  the  assault  by  the  Reagan 
Administration  on  the  security  of  our  older  Americans. 
Sincerely, 

V.  W.  Hickman. 


Statement  of  Martin  A.  Larson,  Tax  Policy  Consultant,  Liberty  Lobby 

i.  introduction 

I  am  Martin  A.  Larson,  Tax  Policy  Consultant  of  Liberty  Lobby.  I  appreciate  this 
opportunity  to  submit  for  the  record  the  views  of  Liberty  Lobby's  30,000-member 
Board  of  Policy,  as  well  as  approximately  a  million  readers  of  our  weekly  newspa- 
per, The  Spotlight. 

I  consider  myself  a  constitutionalist  in  the  tradition  of  our  Founding  Fathers,  and 
especially  the  greatest  of  them,  Thomas  Jefferson.  Over  and  over,  he  declared  that 
the  General  Government  should  never  embark  on,  or  appropriate  money  for,  any 
activities  or  programs  except  those  specifically  mandated  to  it  in  the  Constitution. 
And  I  believe  firmly  with  him  that  whenever  the  federal  government  goes  beyond 
its  constitutional  authority,  the  result  is  likely  to  be  nothing  less  than  a  national 
disaster. 

Nowhere  has  Jefferson's  judgment  proved  more  correct  than  in  regard  to  the 
Social  Security  administration  inaugurated  in  1936  and  now  threatening  irreparable 
injury  to  our  nation.  Surely,  those  who  are  responsible  for  what  now  impends  must 
be  considered  subverters  of  what  our  Founding  Fathers  established.  They  warned 
over  and  over  that  it  is  the  nature  of  all  central  governments  to  become  tyrannies; 
and  that  the  methods  used  to  accomplish  this  purpose  consist  in  creating  huge 
debts,  levying  onerous  taxes,  and  developing  overgrown  bureaucracies.  Could  these 
men  know  what  is  now  and  has  been  happening  during  the  last  40  years,  they 
would  surely  turn  over  in  their  graves. 
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II.  THE  UNECONOMIC  NATURE  OF  SOCIAL  SECURITY  AND  OUR  FEDERAL  INCOME 

TAXATION 

One  of  the  strongest  arguments  against  the  present  system  of  Social  Security  and 
federal  income  taxation  is  their  extremely  uneconomic  nature;  for,  since  they  are 
imposed  at  the  point  of  production,  they  constitute  a  built-in  element  of  original  cost 
and  therefore  increase  the  price  of  all  goods  and  services  to  the  ultimate  consumers. 
Thus,  the  producer-consumer  pays  the  tax  twice;  actually,  he  does  so  three  times, 
for  all  costs  double  as  they  escalate  while  going  through  the  channels  of  production 
and  distribution. 

Note  what  happens  when  a  contractor  with  one  employee  performs  a  job  for 
$1,000  in  1981: 


Amount  received   $1,000.00 


Wages  to  employee   400.00 

Received  by  contractor   600.00 


Taxes  paid: 

6.7  percent  social  security  and  20  percent  income  taxes  withheld 

from  employee   106.80 

Employer's  contribution  for  employee   26.80 

Employer's  self-employment  tax   55.80 

Employer's  25  percent  income  tax   150.00 


Total  taxes   339.40 


Net  remaining  for  producers   660.60 


Those  who  do  all  the  work,  therefore,  retain  $660.60,  while  the  federal  govern- 
ment alone  takes  $339.40.  If  a  5  percent  general  transactions  tax  were  to  replace  the 
income  and  SS  taxes,  the  workers  would  receive  the  entire  amount,  less  $50.00. 
Thus  the  contractor  could  do  the  job  for  a  little  more  than  $700,  instead  of  $1,000, 
and  have  the  same  net  income,  with  a  savings  of  nearly  $300  for  the  man  for  whom 
the  work  is  done.  Actually,  the  contractor  could  do  the  job  for  less  than  $500.00, 
because  everything  he  would  then  purchase  would  cost  him  30  percent  less. 

IH.  SOME  OVERALL  ADVANTAGES  OF  ABOLISHING  SOCIAL  SECURITY  AND  PRESENT 
FEDERAL  INCOME  TAXES 

In  1975,  the  Gross  National  Product  was  $1,516.3  billion;  expenditures  for  person- 
al consumption,  $996.9  billion;  and  individual  savings,  $80.4  billion  (1976  Statistical 
Abstract,  p.  398).  In  addition,  federal  outlays  totaled  $373.5  billion  in  1976,  making  a 
total  of  $1,370.4  billion  (ib.,  p.  232).  On  this  alone,  a  5  percent  transactions  tax  would 
produce  about  $65  billion;  and  if  this  were  extended  to  all  commercial  trading, 
would  exceed  $100  billion. 

Since  employers  contributed  about  $42  billion  to  the  Social  Security  fund  in  1977, 
we  know  that  this  tax  increases  the  ultimate  cost  of  goods  and  services  by  approxi- 
mately $90  billion.  We  estimate  that  the  total  cost  of  Social  Security,  personal  and 
corporation  income  taxes,  which  were  $267  billion  at  the  source,  actually  cost  the 
producer-consumers  well  in  excess  of  $600  billion. 

Should  these  costs  be  eliminated,  American  manufacturers,  now  virtually  ex- 
cluded from  world-markets  and  to  a  large  extent  even  from  the  domestic,  would 
again  become  competitive;  and  we  would  have  a  favorable  balance  of  international 
payments,  a  stable  dollar,  and  a  solid  currency.  We  could  also  witness  the  end  of 
inflation.  The  government  could  reduce  its  cost  of  operation  by  about  one-third 
simply  by  abolishing  its  own  inflation-producing  taxes. 

We  believe  that  all  federal  taxes  imposed  upon  production  and  earned  income 
should  be  abolished,  since  these  create  increased  costs  to  consumers  far  in  excess  of 
the  revenues  produced  for  the  national  government.  The  only  non-inflationary 
income  taxes  that  could  be  levied  would  have  to  be  on  large,  unearned  personal 
incomes  or  on  the  business  revenues  of  non-productive  corporations,  such  as 
churches,  foundations,  and  a  great  variety  of  so-called  charities. 

IV.  A  COSTLY  AND  FADING  SYSTEM 

The  federal  Social  Security  system,  which  began  as  a  purring  kitten,  has,  like  so 
many  other  government  programs,  become  a  ravenous  tiger,  terribly  oppressive 
upon  producers,  and  especially  the  younger  workers  trying  to  raise  families  and 
support  themselves.  In  the  beginning,  it  took  only  $30  a  year,  or  2  percent  of  the 
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first  $1,500  earned  by  an  employee;  it  did  not  cover  domestics,  farm  workers,  the 
self-employed,  and  various  other  categories.  Since,  for  some  years,  little  was  paid 
out,  the  administration  simply  appropriated  the  surplus,  spent  it  for  unrelated 
purposes,  and  gave  the  Agency  IOU's  in  the  form  of  government  bonds.  In  1975, 
such  diversions — or  thefts — totaled  $48,153  million. 

Milton  Friedman  and  other  scholars  have  pointed  out  the  extreme  inequities  of 
the  present  system.  Its  potential  debt  is  now  computed  in  the  trillions  of  dollars; 
even  the  Treasury  bonds  held  by  the  System  could  cover  its  payout  for  only  a  few 
months.  It  should  no  longer  be  a  question  of  whether  it  will  be  abolished;  debate 
should  now  focus  on  its  termination  and  what  will  replace  it. 

In  the  meantime,  significant  straws  are  in  the  wind.  Federal  employees  have 
never  been  enmeshed  in  this  swindle;  and,  since  other  government  entities  may 
choose  to  withdraw,  they  are  now  leaving,  one  after  another.  Mayor  Beame  of  New 
York  announced  in  March,  1976,  that  those  under  his  administration  would  do  so, 
which  portended  an  annual  reduction  of  $400  million  in  SS  income;  322  local 
governmental  units  quit  the  system  between  1959  and  1975;  another  232,  with 
454,000  employees,  have  served  notice  of  intent  to  withdraw.  Los  Angeles,  with 
60,000,  found  that  a  program  which  now  costs  $77.4  million  a  year  can  be  replaced 
by  a  private  system  providing  the  same  benefits  for  $22  million  (Arizona  Republic, 
June  5,  1976).  As  other  cities,  as  well  as  states  and  counties,  follow  suit,  the  collapse 
of  the  federal  program  will  certainly  accelerate. 

At  present,  the  Social  Security  bureaucrats  seem  desperately  worried  over  these 
withdrawals  because  of  the  immediate  reduction  in  income.  On  the  contrary,  the 
government  should  be  delighted  whenever  anyone  establishes  his  own  variant  re- 
tirement plan  because  he  thus  reduces  the  potential  debt  of  future  generations  of 
contributors  or  taxpayers. 

I  am  here  today  to  offer  you  a  way  out  of  the  terrible  dilemma  into  which  the 
federal  government  has  become  involved;  I  am  here  to  tell  you  how  to  provide  a 
better  life  in  retirement  for  future  generations  without  costing  the  government  or 
the  taxpayers  so  much  as  a  single  dime. 

When  Social  Security  entered  its  40th  anniversary  in- 1976,  its  bloom  had  faded. 
Without  liquid  assets,  it  had  30,413,000  beneficiaries  in  1974  who  received  average 
monthly  payments  of  $188.  The  System  disbursed  $53,183  million  and  collected 
$51,700  million  from  about  75  million  contributors  (1975  SA,  p.  874).  Since  its 
administrative  expenditures  rose  to  $2,125,987,000  in  1975  (Budget  234),  it  was 
running  a  deficit  of  more  than  $4  billion,  which,  under  present  trends,  is  expected  to 
reach  $8.6  billion  in  1981.  Since  there  is  neither  funding  nor  vesting,  it  is  in  no 
sense  insurance,  but  only  a  costly  and  bizarre  system  of  welfare,  which  reduces 
retirees  to  pawns  of  the  federal  bureaucracy;  if  the  average  beneficiary  has  an 
expectancy  of  15  years,  the  Agency  owes  them  alone  well  over  $2  trillion,  a  debt  to 
be  paid  by  the  next  generations.  In  1936-37,  the  maximum  employee-employer 
contributions  were  $60;  in  1978,  these  will  be  about  $2,000;  and,  as  the  recipients 
increase  in  number  and  the  producers,  because  of  the  falling  birth-rate,  decline,  the 
levy  will  have  to  be  increased  sharply  even  without  further  inflation;  and  if  this 
depreciation  of  the  currency  continues  during  the  coming  years,  the  burden  will 
become  simply  intolerable  upon  the  younger  and  producing  generations.  Professor 
Schuettinger  states  in  his  book  Saving  Social  Security  that  by  1984  the  payout  may 
reach  $250  billions;  and  that  by  1990  the  tax  will  reach  $4,140,  and  in  the  year  2011 
not  less  than  $13,410.  The  National  Taxpayers  Union  of  Washington,  D.C.,  issued  a 
statement  in  1975  stating  that  the  obligations  of  the  federal  government  as  of  June 
30,  1974,  had  already  risen  to  $5,077,000,000,000  and  that  these  would  rise  to  $9 
trillion  in  1980.  The  Heritage  Foundation  estimated  the  true  national  debt  in  1975 
at  more  than  $6  trillion,  including  $2.6  trillion  for  the  Social  Security  obligations 
alone  (Arizona  Republic,  April  3,  1976).  These  sums  far  exceed  the  value  of  all 
existing  property  in  the  U.S. 

V.  THE  PRINCIPAL  DEFECTS  IN  THE  PRESENT  SYSTEM 

We  should  note  that  26  percent  of  all  persons  beginning  work  at  age  22  will  die 
before  65  and  therefore  receive  nothing  in  return  for  the  billions  they  invest.  The 
System  is  as  eccentric  as  it  is  inequitable;  for  example,  we  knew  a  spinster  who 
contrived  a  small  job  at  the  age  of  63,  earned  $306  in  18  months,  contributed  $6  to 
the  fund,  and  eventually  drew  more  than  $10,000  in  benefits.  On  the  other  hand,  we 
knew  a  merchant  who  had  accumulated  an  estate  of  $465,000  during  40  years  of 
intensive  labor,  during  which  he  paid  $207,000  in  personal  and  corporate  income 
taxes.  Since,  at  65,  he  wished  to  move  to  another  state,  he  dissolved  his  personally 
owned  corporation  at  a  cost  of  $62,500  in  income  taxes.  Since  he  had  paid  both  ends 
of  his  SS,  his  contributions  had  totaled  many  thousands  of  dollars.  He  had  hoped  to 
enjoy  a  dozen  years  of  travel  and  relaxation;  but  the  economic  struggle  had  taken 
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its  toll  and  he  died  of  a  heart  attack  after  receiving  one  SS  check.  In  spite  of  a  well- 
drawn  will  disposing  of  his  $400,000  estate,  by  the  time  the  lawyers,  the  probate 
court,  the  state  inheritance  and  the  federal  tax  men  were  through,  almost  one- 
fourth  of  his  accumulations  had  vanished. 

Shortly  after  the  estate  was  settled,  the  widow  also  died.  And  now  the  whole  grim 
tragedy  of  lawyers,  probate  courts,  inheritance  taxes,  and  estate  levies  went  into 
high  gear — but  with  much  more  devastating  results:  the  federals  snatched  $82,000; 
the  lawyers,  the  state  tax  men,  and  the  courts,  after  consuming  two  or  three  years 
to  settle  her  affairs,  left  a  residue  of  $138,000  of  the  $672,000  the  man  had  saved 
before  federal  taxes;  more  than  half  a  million  appropriated  by  strangers  and  para- 
sites! 

VI.  THE  NEED  FOR  A  STABLE  CURRENCY 

It  is  of  the  greatest  importance  that  a  stable  currency  be  established  and  main- 
tained, something  for  which  Congress  is  entirely  responsible.  Whether  this  will  be 
accomplished  by  budgetary  restraint,  by  a  return  to  the  specie  standard,  or  by  some 
other  means,  this  must  be  achieved  if  we  are  to  preserve  the  integrity  of  contracts 
and  the  value  of  savings  and  loan  certificates,  accounts  in  banks,  annuity  trusts, 
pension  funds,  and  investments  in  bonds,  stocks,  and  other  securities. 

Interest  is  one  of  the  most  potent  things  in  the  world.  American  bankers  collect 
more  than  $300  million  of  such  revenue  a  year  on  some  $2  trillion  or  more  of  credit 
created  on  their  books  out  of  nothing — a  method  legalized  by  and  under  the  Federal 
Reserve  Act;  however,  under  the  reforms  which  we  advocate,  the  great  mass  of 
ordinary  people  and  not  the  bankers  would  become  the  national  money-lenders  and 
enjoy  the  income  from  their  own  actual  savings.  And  this  would  be  as  it  should:  as 
Jefferson  said,  no  one  should  be  permitted  to  lend  money  except  those  who  have 
money  to  lend. 

VII.  PRIVATE  PENSION  AND  PROFIT-SHARING  PLANS 

During  recent  years  and  decades,  private  pension  and  deferred  profit-sharing 
plans  have  tremendously  grown  and  expanded,  all  of  which  are  steps  in  the  right 
direction  and  a  close  study  of  which  we  recommend. 

GROWTH  OF  PRIVATE  PENSION  AND  DEFERRED  PROFIT-SHARING  PLANS1 


[In  thousands] 

1940  1960  1973 

Persons  covered                                                                 4,100  21,200  29,000 

Beneficiaries   1,780  6,130 

Contributions                                                                   $380,000  $5,490,000  $21,105,000 

Employer                                                                   250,000  4,710,000  19,390,000 

Employee                                                                  130,000  780,000  1,715,000 

Benefits                                                                         140,000  1,720,000  11,220,000 

Reserves                                                                      2,400,000  52,000,000  180,000,000 

1  Above  data  from  1975  SA  p.  293. 

GROWTH  OF  PRIVATE  NON-INSURED  PENSION  FUNDS 

[In  thousands] 

1955  1965  1973 

Assets                                                                    $16,140,000  $59,180,000  $126,530,000 

Receipts                                                                  2,710,000  9,280,000  19,670,000 

Contributions                                                              2,030,000  6,670,000  15,640,000 

Employer                                                            1,890,000  5,600,000  14,370,000 

Employee                                                              230,000  670,000  1,270,000 

From  Investment                                                            480,000  2,390,000  4,840,000 

Disbursements                                                              160,000  2,880,000  9,540,000 

Net  receipts                                                               2,240,000  6,400,000  10,130,000 
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Even  in  1967,  there  were  already  about  165,000  private  pension  and  profit-sharing 
plans.  Mr.  Willard  Wirtz,  then  Secretary  of  Labor,  declared  that  by  1980,  42  million 
persons  would  be  covered  and  their  reserves  would  reach  $225  billion.  However, 
reality  has  already  far  outrun  the  prediction:  for,  whereas  he  stated  that  contribu- 
tions and  benefits  would  rise  to  $11  and  $9  billion  respectively  at  that  date,  we  find 
that  they  had  increased  to  $21.1  and  $11.2  billion  even  in  1973. 

In  a  1973  publication,  "Characteristics  of  178,760  Plans  on  File,  Jan.  1,  1973,"  the 
U.S.  Department  of  Labor  describes  the  operation  of  welfare  and  pension  plans 
under  the  Disclosure  Act  of  1959.  Of  these,  133,897  were  welfare  programs,  43,626 
provided  retirement  benefits  only,  and  1,147  covered  both.  In  another  brochure 
dated  August,  1974,  the  Department  of  Labor  offers  the  following  statistics: 

THE  100  LARGEST  RETIREMENT  PLANS 

[in  thousands] 


1960  1966  1972 


Assets                                                                 $17,916,000       $29,881,000  $53,396,000 

Conventional  Type                                                  13,783,000        22,178,000  $42,032,000 

Profit-Sharing                                                      4,133,000         7,703,000  $11,364,000 

Contributions  '.   $5,360,000 

Employer  :   $4,284,000 

Employee   $1,042,000 

Other   $36,000 

Investment  Income   $1,883,000 

Total  Income   $7,243,000 

Total  Benefits   $3,241,000 

Conventional  Type   $2,766,000 

Profit-Sharing   $475,000 

Employees  Covered   6,949,000 

Active   5,736,000 

Retired   1,050,000 

Former  Vested   163,600 

Average  total  annual  benefit   $2,675 

All  private  noninsured  pension  pians:  Assets                               $33,140,000       $66,170,000  $117,530,000 


We  see,  therefore,  that  about  29  million  individuals — nearly  half  of  the  American 
labor  force — were  already  covered  by  some  kind  of  private  welfare,  pension,  retire- 
ment, or  profit-sharing  plan  as  early  as  1973.  Even  in  1972,  these  already  had  assets 
exceeding  $117  billion.  The  100  largest  of  these  had  combined  assets  of  $53.4  billion; 
covered  nearly  7  million  employees;  and  paid  $3,241,000,000  to  1,213,000  retirees,  an 
average  of  $2,675. 

We  have  pointed  out  on  various  occasions  that  most  of  these  pension  and  profit- 
sharing  plans  contain  serious  defects.  Although  some  of  them,  like  that  established 
by  Sears,  Roebuck  and  Co.,  are  protected  by  individual  funding,  vesting,  and  porta- 
bility, this  has  not  been  true  of  the  great  majority,  financed  largely  by  corporations 
and  used  by  them  to  control  their  employees  by  making  them  ineligible  to  any 
benefits  unless  they  continued  in  their  positions  until  retirement.  Furthermore, 
when  a  corporation  went  bankrupt,  moved  abroad,  ceased  operations  for  any  reason, 
or  dismissed  employees  shortly  before  retirement,  there  was  nothing  at  all  for  them. 
We  have  therefore  advocated  that  a  law  be  passed  requiring  that  all  pension  plans 
establish  separate  and  irrevocable  trusts  for  each  employee;  that  these  receive 
definite  annual  increments;  and  that  they  continue  intact  should  the  corporation 
cease  operations  or  should  the  beneficiary  transfer  to  other  employment. 

We  are  glad  to  report  that  after  extensive  hearings  before  the  U.S.  Senate 
Finance  Committee,  the  Employee  Retirement  Income  Security  Act  was  passed  on 
Sept.  2,  1973,  effective  in  part  on  Jan.  1,  1974,  and  in  part  at  later  dates.  This 
contains  a  number  of  provisions  for  the  partial  funding,  vesting,  and  portability  of 
benefits  in  qualifying  private  pension  plans.  These,  which  are  incorporated  into  the 
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Internal  Revenue  Code  in  Sees.  275,  402,  403,  404,  411,  413,  4971,  4972,  6058,  6688, 
6690,  and  6692,  are  all  steps  in  the  right  direction. 

VIII.  FEDERALLY  ESTABLISHED  RETIREMENT  PLANS 

In  1964,  Sec.  404(e),  known  as  the  Keogh  Provision,  was  incorporated  into  the 
Internal  Revenue  Code.  This  permitted  self-employed  persons  to  deduct  up  to  10 
percent  or  $2,500  of  otherwise  taxable  income  as  a  contribution  to  a  personal 
annuity  trust.  Effective  as  of  Jan.  1,  1974,  Public  Law  93-406  expanded  this  by 
permitting  a  15  percent  deduction,  not  to  exceed  $7,500,  for  the  same  purpose.  A 
self-employed  individual  earning  $40,000  can  therefore  reduce  his  income  tax  by 
about  $2,500  by  contributing  $6,000  annually  to  his  own  personal  trust  account. 

For  years,  we  continued  to  advocate  that  similar  trusts  be  made  available  to 
everyone;  and  effective  Jan.  1,  1975,  Public  Law  93-406  added  Sec.  219  to  the  IR 
Code,  which  provides  that  all  persons  receiving  wages  or  salaries  who  are  not 
covered  by  existing  annuity  plans  may  voluntarily  deduct  up  to  15  percent  or  $1,500 
of  otherwise  taxable  income  as  a  contribution  to  their  Individual  Retirement  Ac- 
counts (IRA).  As  in  the  Keogh  Plan,  benefits  can  begin  at  59  Vfe,  but  no  deductions 
are  permissible  after  age  70  Vz.  In  both,  the  fund  is  invoilable;  it  belongs  to  the 
donor,  and  only  the  benefits  paid  from  it  can  be  taxed  by  the  federal  government  at 
rates  applicable  when  disbursed.  The  new  section  221  provides  that  for  a  man  and 
wife  a  joint  IRA  may  be  established  permitting  exempt  contributions  up  to  $2,000. 

It  is  easy  to  establish  one's  own  Individual  Retirement  Account;  savings  and  loan 
associations,  trust  companies,  and  commercial  banks  everywhere  are  prepared  to 
handle  and  insure  them.  When  such  a  fund  is  established,  the  employee  himself  can 
make  payments  into  it;  or  the  employer,  when  so  instructed,  can  do  so  in  the  same 
manner  as  he  withholds  and  transfers  Social  Security  and  income-tax  payments  into 
governments  accounts. 

We  believe  that  during  the  next  few  years,  millions  will  alter  their  status  from 
wage-  or  salaried-personnel  into  that  of  self-employed  sub-contractors  so  that  nei- 
ther SS  contributions  nor  income  taxes  will  be  deducted  from  their  pay  and  so  that 
they  can  make  much  larger  tax-free  investments  in  their  own  retirement  trusts. 
Some  employers  will  place  their  entire  staffs  in  this  category.  So  many  may,  in  fact, 
develop  their  own  expanded  retirement  trusts  that  the  demise  of  the  SS  system  can 
occur  sooner  than  has  been  considered  possible  and  with  far  less  economic  disrup- 
tion than  could  have  been  foreseen  even  during  the  late  1960's. 

IX.  THE  UNIVERSAL  TRUST  PLAN 

All  the  above-described  plans  are  moves  in  the  right  direction  and  indicate  that  in 
due  course  the  retirement  plan  which  we  advocate  will  have  to  be  accepted.  A  first 
step  must  be  to  permit  any  person,  especially  from  among  the  self-employed,  who  so 
desires,  to  withdraw  from  Social  Security  on  condition  that  he  establish  and  main- 
tain his  own  mandatory  trust  fund  until  maturity.  The  next  step  would  then  be  to 
permit  any  person  with  an  adequate  private  pension  plan  to  do  the  same.  The 
ultimate  step  would  be  the  termination  of  SS  entirely,  in  favor  of  a  Universal  Trust 
Plan,  which  we  have  advocated  for  many  years,  and  which  we  consider  inevitable 
because  no  other  can  ever  be  just  or  equitable. 

The  following  illustrates  its  extraordinary  advantages: 

BUILDING  AN  ESTATE  UNDER  THE  UNIVERSAL  TRUST  PLAN 


With  payments  of  $125  With  payments  of  $250 

Yearsafter  Amount  P« month   Amount   ^1  

Paidi"         At  5         At  7%  **'m  At  5  At7V2 

percent  percent  percent 


15   $22,500  $33,491  $43,181  $45,000  $66,982  $86,361 

20   30,000  51,470  72,070  60,000  102,940  144,540 

25   37,500  74,519  114,593  75,000  149,038  229,182 

30   45,000  104,066  156,110  90,000  208,132  312,220 

35   52,500  141,849  212,924  105,000  283,698  425,848 

40   60,000  190,515  287,440  120,000  381,030  574,880 


No  one  need  be  amazed  at  the  foregoing  figures:  they  simply  illustrate  the 
fantastic  power  of  compound  interest.  It  can  be  shown  that  one  copper  penny 
invested  at  compound  interest  of  5  percent  at  the  beginning  of  the  Christian  era 
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would  now  comprise  a  value  equal  to  a  ball  of  gold — at  $35.00  an  ounce — larger  than 
the  planet  earth.  The  OTP  would,  in  effect,  transform  virtually  the  entire  popula- 
tion into  money-lenders  and  thus  reduce  banks  and  trust  companies  into  fiscal 
managers  for  their  benefit  at  a  reasonable  brokerage  fee  for  the  service.  In  other 
words,  should  the  banks  and  savings  and  loan  associations  lend  at  6  percent,  they 
would  perhaps  pay  their  depositors  5  percent. 

A  person  who  contributes  only  $75  a  month  or  $900  a  year  for  30  years  would 
create  an  estate  of  $93,660  under  an  interest  rate  of  7.5  percent;  in  40,  one  of 
$172,464.  However,  should  the  monthly  contributions  be  increased  to  $125,  or  $1,500 
a  year,  this  would  create  a  trust  of  $114,593  in  25  years  and  one  of  $287,440  in  40.  A 
man  going  to  work  at  22  and  retiring  at  63  could  therefore  have  an  inviolable  trust 
of  about  $300,000.  Of  course,  the  annuitant  could  retire  at  59  Vfe  or  he  could  continue 
to  build  his  trust  until  70 xh\  or  Congress  could  set  other  age  limitations. 

We  should  note  that  only  half  or  less  of  the  sums  shown  under  "Amount  Paid  In" 
are  invested  during  the  entire  periods  indicated,  since  the  corpus  grows  each  month, 
usually  with  increasing  payments  from  year  to  year.  Thus  $9,000  at  5  percent 
produces  a  total  of  $30,882  in  20  years  and  $18,000  creates  a  trust  of  $114,309  in  40. 
At  7.5  percent,  the  amounts  are  $48,048  and  $172,464. 

We  do  not,  of  course,  know  what  interest  will  be  available  in  the  future  on  such 
cumulative  trusts;  but  we  estimate  the  return  between  5  percent  and  7.5  percent. 
An  investment  of  $75.00  a  month  at  6  percent  for  30  years  will  create  a  trust  of 
about  $78,000;  one  of  $1,500  for  40  years,  about  $238,000. 

Millions  of  retirees  would  thus  become  affluent  without  taking  so  much  as  one 
thin  dime  from  the  working  and  producing  generations.  We  believe  that  many 
would  cease  work  at  the  age  of  50  of  even  earlier,  and  thus  provide  job  openings  for 
younger  people.  Others  would  continue  to  make  their  social  and  economic  contribu- 
tions until  well  into  their  70's. 

MONTHLY  ANNUITIES  AT  RETIREMENT 


By  taking  the  interest  only     By  exhausting  the  fund  at  6 


V*[m*      percent      In  15  years     In  20  years 


$20,000   $83.00  $125  $128.78  $143.29 

$40,000   208.33  312  337.56  286.58 

$100,000   416.66  625  843.90  716.45 

$200,000   833.38  1,250  1,687.80  1,432.90 

$500,000   2,083.61  3,125  4,216.50  3,582.25 


TOTAL  BENEFITS  FROM  ANNUITIES 


Total  to  be  received  with  interest  at 
From  a  40-year  6  percent 

investment   

In  15  years        In  20  years 


$20,000   $6,277.40  $30,380.40  $34,389.60 

$40,000   12,594.80  60,760.00  68,779.20 

$100,000   31,487.00  151,902.00  171,948.00 

$200,000   62,974.00  303,804.00  343,896.00 

$500,000   157,435.00  759,610.00  859,740.00 


Trusts  could,  of  course,  be  of  any  size  from  a  few  thousand  to  more  than  $1 
million.  The  beneficiary  might  choose  to  exhaust  his  corpus  during  a  period  of 
years,  or  during  his  expectancy,  in  which  case  the  payments  would  be  governed  by 
actuarial  computations.  At  7.5  percent,  a  trust  of  $100,000  would  provide  monthly 
payments  of  $625  without  reducing  the  corpus;  with  $200,000,  which  could  be 
created  in  40  years  with  monthly  payments  of  $125,  he  could  draw  $1,687.80  every 
month  for  life;  even  at  5  percent,  he  would  receive  $833.33  without  touching  the 
principal.  At  6  percent,  he  would  receive  $12,000  a  year  and  still  leave  the  $200,000 
to  his  heirs  or  charity. 

All  trusts,  of  course,  would  begin  with  small  amounts  and  grow  until  death  or 
retirement.  With  75  million  trusts  averaging  $50,000  when  the  system  we  advocate 
is  fully  operative,  they  would  total  $3.75  trillion,  which  would  be  invested  in  homes, 
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shopping  centers,  schools,  factories,  land,  office  buildings,  churches — in  fact,  every 
conceivable  asset  serving  the  community  individually  or  collectively. 

In  1974,  19,339,200  retired  workers  and  dependents  received  payments  totaling 
$34,649,800,000;  in  addition,  there  were  7,209,500  survivors  and  3,690,100  disabled 
persons,  for  whom  an  additional  $19,371,900,000  was  disbursed,  making  a  grand 
total  of  $54,021,400,000,  with  benefits  averaging  $186.74  a  month  (1975  SA  p.  290). 
Under  the  UTP,  with  $3.75  trillion  drawing  interest  at  6  percent,  $225  billion  would 
be  available  for  distribution  to  28  million  beneficiaries  without  any  cost  to  the 
taxpayers  or  for  administration.  Since  such  payments  would  then  average  $675  a 
month,  they  would  approximate  four  times  the  present  SS  benefits.  However,  if  we 
compute  these  for  retirees  alone,  they  would  average  about  $1,000.  And  what  is  at 
least  equally  important — in  fact  of  crucial  significance — this  system  would  be  fully 
funded,  vested,  solvent,  and  inviolable;  and  it  would  not  cost  the  government  or  the 
younger  generation  anything. 

The  only  requirement  under  the  UTP  would  be  that  everyone  receiving  any  kind 
of  income,  earned  or  unearned,  participate:  otherwise,  human  nature  being  what  it 
is,  the  majority  would  spend  everything  and  have  nothing  left  for  later  years.  Under 
the  UTP,  no  one  would  contribute  less  than  5  percent  or  $500,  or  more  than  15 
percent  or  $7,500.  Everyone  would  continue  to  do  so  until  a  certain  age,  perhaps  50, 
55,  or  60;  after  which  they  could  decide  to  exhaust  their  benefits  during  life- 
expectancy  or  take  smaller  sums,  leaving  a  portion  or  all  of  the  trust  corpus  for 
other  disposition  after  death. 

X.  ADVANTAGES  OF  THE  UNIVERSAL  TRUST  PLAN 

1.  It  could  and  would  put  an  end  to  fractional  reserve  banking,  since  qualifying 
banks  and  trust  companies  would  acquire  100  percent  reserves  for  all  loans.  The 
amount  of  interest  paid  by  borrowers  in  the  nation  would  not  be  increased:  the  only 
difference  would  be  that  this  money  would  be  paid  to  worker-slaves  instead  of  to 
banks  for  credit  created  out  of  nothing  on  their  books.  Banks  would  no  longer  create 
such  credit  on  the  basis  of  government  bonds  in  ratios  determined  by  the  Federal 
Reserve  Board  of  Governors.  At  present,  in  a  swindle  that  almost  defies  comprehen- 
sion, banks  obtain  federal  bonds  for  nothing,  collect  heavy  interest  on  them  from 
the  taxpayers,  and  then  use  them  to  create  loans  or  check-deposits  up  to  10  times 
the  value  of  the  bonds,  on  all  of  which  heavy  interest  is  extorted,  even  when 
guaranteed  by  solid  collateral.  Under  the  UTP,  there  could  never  again  be  any 
manipulation  of  credit  or  currency;  and  never  again  could  there  be  inflation,  defla- 
tion, panics,  or  depressions. 

2.  The  SS  system,  which  now  has  about  55,000  employees  and  costs  about  $2 
billion  for  administration  alone,  would  be  abolished;  everything  that  it  now  does  and 
much  more  would  be  performed  gladly  and  expertly  by  private  financial  institutions 
without  cost  to  depositors  or  recipients  of  pension  or  annuity  payments. 

3.  The  UTP  would  remove  the  federal  bureaucracy  forever  from  an  activity  in 
which  it  should  never  have  been  involved. 

4.  The  UTP  will  provide  ample  funds  at  reasonable  cost  for  every  conceivable  type 
of  sound  investment,  and  so  insure  the  constant  growth  and  secure  expansion  in 
every  phase  of  our  economy. 

5.  Along  with  the  termination  of  the  present  SS  system,  the  federal  income  tax 
must  also  be  abolished.  These  two  steps  alone  will  reduce  the  federal  bureaucracy 
by  some  135,000  and  its  cost  by  approximately  $4  billion.  Furthermore,  the  savings 
to  the  taxpayers  because  they  will  no  longer  have  to  pay  the  cost  of  making  income- 
tax  returns  and  fighting  the  IRS  may  be  an  additional  $3  or  $4  billion. 

6.  It  should  be  emphasized  that  the  UTP  will  contain  provisions  by  which  retirees 
can  take  much  better  care  of  dependents  and  survivors  than  is  the  case  under 
present  SS.  Anyone  who  builds  an  estate  of  $200,000  and  can  thus  draw  up  to  $1,500 
a  month  without  even  touching  the  principal  can  certainly  provide  the  best  of  care 
for  survivors.  Furthermore,  since  most  of  those  who  suffer  disability  will  already 
have  created  trusts  of  considerable  size,  they  also  will  have  enough  to  care  for  their 
own  needs. 

Of  course,  as  is  now — and  always  has  been — the  case,  there  will  be  some  who  have 
neither  assets  nor  income;  and  such  individuals  will  have  to  be  cared  for  by  private 
or  public  charity. 

7.  At  present,  the  greatest  tragedy  that  could  befall  the  SS  system  or  its  contribu- 
tors would  be  an  average  increased  longevity  of  10  or  12  years.  It  is  well  known  to 
the  actuarial  profession  that  should  a  cure  be  found  for  cancer  and  should  the 
incidence  of  heart  failure  be  drastically  reduced,  the  burden  upon  SS  would  become 
simply  intolerable  and  insupportable.  Under  the  UTP,  the  general  health  and 
lengthening  lives  of  retirees  would  be  among  the  greatest  blessings;  for  their  retire- 
ment would  cost  neither  the  government  nor  the  younger  generations  anything:  on 
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the  contrary,  the  contributions  and  the  consumer  market  supplied  by  older  people 
would  be  of  incalculable  benefit  to  the  economy  and  to  society.  Thus,  with  Brown- 
ing, we  could  declare  joyfully  that  "the  best  is  yet  to  be,  the  last  of  life,  for  which 
the  first  was  made." 

8.  Most  of  all,  the  UTP  will  create  a  totally  different  society,  one  consisting  of 
tens  of  millions  of  free,  self-reliant  individuals,  secure  in  their  economic  and  politi- 
cal lives. 

XI.  THE  TRANSFER  FROM  SS  TO  THE  UTP 

We  can  suggest  two  methods  by  which  the  transfer  from  the  present  system  to 
UTP  could  be  accomplished: 

1.  At  its  inauguration,  every  person  under  50  could  transfer  without  loss  of 
retirement  benefits  to  UTP.  Those  over  that  age  would  continue  to  pay  into  SS  and, 
upon  retirement,  receive  benefits  from  it,  but  none  from  the  UTP;  or 

2.  The  SS  system  could  be  abolished  at  once,  and  every  person  with  an  income 
could  transfer  to  the  UTP  simultaneously. 

In  either  case,  revenues  would  have  to  be  generated  for  a  few  years  to  meet  the 
obligations  to  those  already  on,  or  newcomers  to,  SS  retirement.  As  the  UTP 
progresses,  the  need  for  such  revenue  will  decline  and  eventually  disappear. 

XII.  FINANCING  THE  TRANSFER 

Should  SS  be  terminated  summarily,  additional  revenues  of  more  than  $80  billion 
would  initially  be  necessary;  however,  as  UTP  retirees  begin  to  appear,  this  sum 
will  be  reduced;  and,  in  10  or  15  years,  those  retiring  under  the  new  system  would 
predominate.  Since  the  Department  of  Health,  Education,  and  Welfare  is  spending 
more  than  $140  billion  in  fiscal  1977,  how  can  we  doubt  that  the  federal  government 
will  not  be  able  to  meet  its  obligations? 

In  the  meantime,  to  help  meet  the  debt  to  retirees,  the  government  could  obtain 
income  from  a  number  of  sources  during  a  transition  period  which  would  continue 
for  perhaps  20  or  25  years. 

1.  Until  the  majority  of  SS  retirees  pass  away,  the  government  could  mandate  a 
portion  of  the  interest  paid  on  UTP  funds  for  the  purpose  of  meeting  former 
commitments.  Since,  in  10  years,  the  trusts  would  total  about  $1  trillion  and  in  20 
about  $3  trillion,  they  could,  in  this  manner,  produce  revenues  rising  from  $10  to 
$30  billion  a  year. 

2.  Since  in  due  course  there  would  be  millions  of  trusts  averaging  perhaps  $50,000, 
the  government  could  obtain  considerable  revenue  by  imposing  a  25-percent  estate 
tax  on  them  during  the  transition  period.  Since  this  would  reduce  only  fractionally 
the  money  going  to  heirs  who  had  contributed  nothing  anyway,  they  would  not  be 
subject  to  any  actual  loss. 

3.  Simply  by  eliminating  1  million  federal  bureaucrats  together  with  the  unconsti- 
tutional programs  they  administer,  the  budget  could  be  reduced  by  at  least  $30 
billion,  even  if  this  pruning  were  limited  to  programs  and  activities  which  did  not 
exist  before  1962. 

4.  By  eliminating  the  unnecessary  or  actually  harmful  paperwork  which  has  been 
foisted  upon  American  business,  the  federal  budget  could  be  reduced  by  about  $20 
billion  and  the  cost  of  operating  business  could  be  reduced  by  about  the  same 
amount. 

5.  By  leasing  or  selling  oil  shale  lands,  the  government  could  obtain  enough 
money  to  finance  the  transfer  from  the  present  SS  system  to  the  UTP  for  several 
years. 

6.  By  selling  its  power  grid  and  other  installations  which  compete  with  the 
private  industries  of  the  nation,  the  government  could  realize  at  least  $50  or  $60 
billion  and  the  states  could  collect  about  $3  billion  annually  in  real  estate  taxes. 

7.  By  terminating  the  present  SS  program  and  abolishing  the  federal  income  tax, 
the  increased  spending  power  of  American  citizens  would  be  so  great  that  the 
revenues  from  a  general  transactions  tax  of  5  percent  would  equal  or  surpass  those 
now  obtained  from  corporation  and  personal  income  taxation  combined. 

8.  By  selling  a  portion  of  the  760,532,000  acres  owned  by  the  federal  government — 
comprising  33.5  percent  of  the  nation's  land  area — including  some  of  the  most 
valuable  forests  and  mineral  reserves,  it  could  realize  enough  to  meet  all  SS  obliga- 
tions; and,  in  private  hands,  this  wealth  could  be  placed  under  local  real-estate 
taxation. 

9.  If  the  post  office  were  sold  to  a  private  corporation,  the  government  could 
realize  about  $2  billion,  escape  annual  multibillion-dollar  deficits,  and  enable  the 
states  to  obtain  a  new  and  important  source  of  real-estate  revenue.  If  this  and  other 
federal  assets  were  sold  to  private  enterprise,  the  local  governments  would  have  a 
source  of  revenue  exceeding  what  they  now  receive  under  the  Revenue  Sharing 
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Program,  and  the  federal  government  would  be  saving  another  $10  or  $15  billion  a 
year. 

10.  If  the  federal  Social  Security  and  income  taxes  were  abolished,  the  cost  of 
operating  the  federal  government — even  at  the  present  bloated  levels — could  be 
reduced  by  at  least  $80  billion,  because  then  the  goods  and  services  which  now  cost 
$250  billion  could  be  had  for  about  $170  billion. 

XIII.  CARING  FOR  THE  UNINSURED 

As  now  and  always  in  the  past  and  the  future,  the  poor  will  forever  be  with  us, 
for  there  is  no  way  to  prevent  all  unfortunate  situations  for  which  no  one  is  to 
blame,  or  to  force  all  the  improvident  to  care  for  themselves.  There  will  ever  be 
those  who  deserve  support  but  for  whom  there  is  no  special  funding.  However,  not 
even  in  the  most  savage  societies  or  under  the  direst  circumstances  have  these  been 
without  minimal  food  and  shelter.  They  will  certainly  receive  care  in  the  United 
States,  which  is  the  most  generous  nation  in  history.  And  we  believe  that  these 
marginal  individuals  should  be  the  responsibility  of  the  states,  which  can  adminis- 
ter welfare  much  more  economically  and  efficiently  than  the  federal  government. 

In  the  meantime,  it  is  ridiculous  and  destructive  in  the  extreme  to  permit  mil- 
lions of  able-bodied  persons  who  refuse  to  work  to  live  comfortably  in  rotting  and 
corrosive  idleness  at  the  expense  of  those  who  not  only  support  themselves  but  also 
pay  the  taxes  which  support  the  parasites. 

XIV.  THE  GREAT  SOCIO-ECONOMIC  REVOLUTION 

In  summation,  we  declare  that  the  benefits  which  would  accrue  under  the  UTP 
would  be  startling  and  universal.  When  all  who  earn  money  place  a  sufficient  tax- 
free  portion  thereof  into  such  a  trust,  they  will  be  building  substantial  estates 
dedicated  inalienably  to  their  own  future  use  and  benefit.  We  would  then  have  true 
equity,  for  it  would  give  to  all  according  to  their  contributions.  Finally,  it  would 
abolish  the  need  for  massive  relief  and  welfare.  It  would,  instead,  guarantee  a  large 
and  constant  source  of  easily  collectible  revenue  for  the  Treasury. 

In  addition  to  restoring  individual  freedom  and  constitutional  government,  our 
proposal  for  replacing  the  federal  income  tax  and  the  SS  system  would  create 
unprecedented  prosperity.  Since  $160  billion  of  income  and  $80  billion  of  SS  taxes 
actually  cost  the  people  at  least  $600  billion  their  replacement  with  non-inflationary 
taxes  would  leave  nearly  $400  billion  of  additional  spending  power  in  the  hands  of 
the  people  who  would  use  it  to  build  homes,  purchase  autos,  clothing,  household 
appliances  and  furnishings,  supply  additonal  comforts,  enjoy  more  travel,  obtain 
educational  and  artistic  advantages,  and,  all  in  all,  provide  the  good  life  that 
American  ingenuity  and  industry  are  now  yearning  to  create  and  provide.  All  we 
need  is  the  removal  of  the  dead  hand  of  federal  bureaucracy  from  our  cultural  and 
economic  life. 

To  anyone  who  may  object  that  the  amount  of  interest  paid  into  trusts  will  be  a 
heavy  burden  upon  producers,  we  reply  and  again  emphasize  that  there  will  certain- 
ly be  no  greater  burden  or  payments  in  the  form  of  interest:  the  difference  will  be 
that  those  who  will  pay  will  also  be  those  who  will  receive.  Actually,  more  is  now 
paid  in  the  form  of  interest  to  bankers  and  other  parasites  for  credit  created  out  of 
nothing. 

Under  our  plan,  we  would  have  tens  of  millions  of  comfortable  and  even  affluent 
people  instead  of  a  few  hundred  super  billionaires  who  use  their  unearned  revenues 
to  dominate  all  the  legislatures  of  the  western  nations,  who  have  reduced  the 
productive  members  of  society  to  tax-  and  interest-slavery,  and  who  use  their  ill- 
gotten  wealth  to  own  and  rule  the  world. 

Thank  you  again  for  this  opportunity  to  submit  our  statement  for  the  record. 


Statement  of  Albert  T.  Pimentel,  Executive  Director,  National  Association 

of  the  Deaf 

With  the  advent  of  a  new  administration  in  Washington,  we  will  soon  be  witness- 
ing some  serious  discussion,  and  possibly  significant  changes,  in  public  policies  in  a 
number  of  areas  of  government  programs.  One  area  that  the  Reagan  Administra- 
tion has  indicated  interest  in  is  the  need  to  assure  the  future  economic  viability  of 
the  Social  Security  system. 

The  National  Association  of  the  Deaf  has  some  concerns  with  the  Supplemental 
Security  Income  (SSI)  and  with  the  Social  Security  Disability  Income  (SSDI)  pro- 
grams, both  of  which  are  administered  by  the  Social  Security  Administration. 

Both  SSI  and  SSDI  have  provided  valuable  income  support  to  many  deaf  people 
who  would  not  otherwise  have  been  able  to  obtain  an  education,  or  vocational 
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training,  and  thus  able  to  move  on  to  a  self-supporting  status  as  contributing 
members  of  society.  However,  we  believe  that  mixing  up  Social  Security  financial 
programs  with  vocational  rehabilitation  has  bred  confusion,  and,  in  some  instances, 
nurtured  value  systems  which  do  not  include  appropriate  regard  for  the  concept  of 
work  and  self-support. 

Our  specific  concern  is  that  these  systems  of  income  support  make  deaf  adults 
eligible  for  an  income  program  based  solely  on  being  deaf.  We  recognize  that  some 
deaf  people  with  additional  problems  or  limitations  do  properly  qualify  for  SSI  and 
SSDI  based  on  their  overall  circumstances.  We  also  recognize  that  the  communica- 
tion handicap  discriminates  against  some  deaf  people  in  the  area  of  people-related 
employment. 

However,  most  of  us  who  are  deaf  recognize  that  deafness  is  not  quite  a  physical 
disability  in  the  sense  of  physically  disabling  us  from  performing  physical  activities. 
Yes,  it  is  on  the  basis  of  the  "physical  disability"  of  deafness  that  we  are  seeing 
numerous  instances  of  deaf  people  in  this  country  who  have  chosen  not  to  seel 
employment  because  the  Social  Security  income  programs  will  support  them,  even 
though  they  are  quite  capable  of  supporting  themselves  through  gainful  employ- 
ment. 

Further,  SSI  has  been  broadened  to  the  extent  that  deaf  youngsters  in  elementary 
and  secondary  school  programs  are  now  able  to  draw  on  SSI  benefits.  If  a  deaf  child 
is  a  member  of  a  family  living  in  a  status  of  poverty,  we  support  the  concept  of 
financial  assistance  for  the  family.  We  do  not,  however,  approve  of  the  child's 
deafness  being  used  for  the  purpose  of  additional  income  to  a  family. 

A  government  system  that  provides  income  support  where  it  is  not  needed,  or 
where  the  amounts  of  payment  are  so  large  that  they  destroy  the  incentive  to  work, 
is  clearly  a  system  in  need  of  adjustment. 

The  NAD  will  be  working  in  the  months  ahead  to  support  a  system  that  is  clearly 
conceptualized,  and  fair  to  all  people.  We  respect  anyone's  right  to  choose  not  to 
work.  We  do  not,  however,  support  government  programs  that  make  it  possible  for 
people  who  can  work  to  choose  not  to  do  so  at  the  expense  of  other  tax-paying 
members  of  society. 


Statement  of  the  Public  Employees  Retirement  System,  State  of  Nevada 

The  Retirement  Board  of  the  Public  Employees  Retirement  System  of  the  State  of 
Nevada  is  accepting  this  opportunity  to  express  our  opposition  to  being  mandated 
under  Social  Security. 

We  have  previously  taken  steps  to  make  our  views  known  by  testifying  before  the 
Universal  Social  Security  Coverage  Study  and  the  President's  Pension  Commission. 
Mandatory  Social  Security  will  have  a  severe  impact  upon  public  employees,  public 
employers  and  the  taxpayers  of  the  State  of  Nevada. 

Our  System  was  formed  in  1947  as  a  voluntary  plan.  At  that  time,  public  employ- 
ees were  prohibited  by  the  federal  government  from  coverage  under  the  Social 
Security  System.  As  you  know,  in  later  years  the  Social  Security  Act  was  amended 
to  provide  that  public  employees  could  be  included  under  Social  Security.  However, 
Nevadans  had  already  established  an  actuarially  funded  program  which  they  felt 
exceeded  the  provisions  of  the  Social  Security  program.  Even  though  public  employ- 
ers have  never  been  required  by  law  to  cover  their  employees  under  the  Public 
Employees  Retirement  System,  today  every  public  employer  in  the  State  of  Nevada 
presently  belongs,  by  choice. 

The  benefit  package  provided  our  public  employees  greatly  exceeds  that  provided 
by  Social  Security.  For  example,  individuals  under  our  retirement  system  may 
retire  at  age  55  after  30  years  of  service,  versus  age  65  under  Social  Security,  with 
exceptions.  Also,  a  person  with  an  average  compensation  of  $12,000  and  30  years  of 
service,  under  the  Public  Employees  Retirement  System,  can  expect  a  pension  of 
$9,000  upon  retirement.  Under  Social  Security,  the  recipient  will  receive  approxi- 
mately $5,000  per  year.  An  employee  in  Nevada  with  an  average  compensation  of 
$25,000  can  expect  a  comfortable,  realistic  income  of  $18,750  per  year  upon  retire- 
ment, compared  to  approximately  $6,000  under  Social  Security. 

One  of  the  arguments  advanced  by  proponents  of  mandatory  Social  Security  are 
the  cost-of-living  increases  provided  by  that  program.  While  our  system  is  financial- 
ly unable  to  match  the  Consumer  Price  Index  increases  granted  by  Social  Security, 
we  will  provide  an  increase  in  each  of  the  next  2  years  of  from  3  percent  to  10 
rcent  depending  upon  the  number  of  years  that  the  beneficiary  has  been  receiving 
nefits.  A  similar  increase  has  been  granted  to  retired  employees  during  the 
preceding  6  years. 

Another  issue  raised  by  proponents  of  mandatory  Social  Security  regards  the 
"portability  provisions".  Our  system  allows  a  member  who  has  at  least  5  years  of 
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service  credit  to  purchase  up  to  5  years  of  out-of-state  service  credit  plus  5  years  of 
military  service  regardless  of  when  served.  The  cost  for  the  purchase  of  service  is 
usually  borne  by  the  member  purchasing  the  service  and  is  based  upon  the  average 
compensation  of  the  member  at  the  time  of  purchase  times  a  purchase  percentage. 

Both  our  public  employees  and  employers  will  be  substantially  impacted  if  we  are 
mandated  under  Social  Security.  If  universal  Social  Security  is  mandated,  our 
present  public  employees  would  be  required  to  participate  in  both  programs.  This 
will  represent  a  substantial  reduction  in  spendable  income  to  our  public  employees. 

Public  employers  will  also  sustain  a  severe  fiscal  impact.  If  our  public  employees 
are  required  to  participate  in  Social  Security,  it  will  represent  an  increase  of  about 
$44  million  to  the  payroll  cost  of  public  employers.  Even  in  normal  times  this  would 
be  devastating.  The  problem  now  becomes  compounded  because  the  State  of  Nevada 
is  suffering  the  same  economic  problems  faced  by  many  other  states  and  cities.  As  a 
result,  the  budgets  for  the  state,  as  well  as  the  other  public  entities  are  being 
drastically  reduced.  The  additional  $44  million  that  would  be  required  if  Social 
Security  is  mandated  would  require  the  reduction  of  needed  services. 

We  also  foresee  serious  legal  problems  arising  from  any  effort  to  impose  Social 
Security  on  the  states  and  their  political  subdivisions.  The  questions  of  sovereignty 
and  intergovernmental  taxation  strike  at  the  very  heart  of  our  federal  system. 
There  is  no  evidence  that  Nevada  and  its  political  subdivisions  are  in  any  way 
derelict  in  meeting  their  social  responsibility  toward  public  employees,  their  survi- 
vors or  their  beneficiaries.  To  the  contrary,  Nevada  public  employers  have  main- 
tained a  retirement  program  for  over  30  years  that  is  designed  to  encourage  public 
employment. 

In  summary,  the  Nevada  Retirement  System  has  taken  dramatic  action  during  its 
history  to  ensure  that  public  employees  are  provided  with  a  fair  and  substantial 
retirement  program.  Mandatory  Social  Security  would  undo  these  efforts  to  the 
detriment  of  the  public  employees,  public  employers  and  taxpayers.  We  recognize 
that  the  Social  Security  System  has  serious  funding  and  benefit  problems.  However, 
we  feel  that  Congress  should  not  attempt  to  resolve  these  problems  by  imposing, 
without  consent,  substantial  taxes  on  every  state  and  local  government  not  current- 
ly participating  on  a  voluntry  basis  in  the  Social  Security  program. 

We  are  interested  and  willing  to  assist  you  in  resolving  Social  Security's  problems 
provided  the  corrections  are  not  detrimental  to  the  Public  Employees  Retirement 
System,  its  members  and  the  taxpayers  of  the  State  of  Nevada. 


Statement  of  Police  Officers  and  Fire  Fighters  of  Illinois,  Joseph  B. 
Kennedy,  Chairman,  and  Francis  Murphy,  Secretary-Treasurer 

Mr.  Chairman,  my  name  is  Joseph  Kennedy,  Chairman  of  the  Police  Officers  and 
Fire  Fighters  of  Illinois,  representing  approximately  40,000  members.  I  am  also 
Recording  Secretary  and  Trustee  of  the  Policemen's  Annuity  and  Benefit  Fund  of 
Chicago  and  Vice  President  of  the  National  Conference  on  Public  Employee  Sys- 
tems. I  submit  for  consideration  (1)  a  resolution  adopted  by  the  Police  Officers  and 
Fire  Fighters  of  Illinois  Association  and  respective  groups  listed  in  the  Resolution 
and  (2)  a  statement  giving  the  basic  reasons  for  our  opposing  mandatory  coverage. 

resolution 

Whereas,  we  are  unalterably,  opposed  to  any  Federal  encroachment  on  our  retire- 
ment systems,  and  any  mandatory  requirement  to  place  the  police  officers  and  fire 
fighters  of  this  State  under  any  form  of  social  security: 

And  whereas,  we  believe  that  our  present  retirement  systems  under  State  and 
local  control  have  been  and  will  continue  to  be  in  the  best  interest  of  all  concerned:  * 

And  whereas,  the  police  officers  and  fire  fighters  by,  the  very  nature  of  their 
duties,  and  hazardous  occupations,  long  have  been  subject  to  individual  and  person- 
al types  of  work  and  performance  standards  and  pension  plans  unique  to  their 
occupation: 

Be  it  resolved,  that  the  representatives  of  all  Police  Officers  and  Firefighters 
Associations  and  respective  groups  here  represented  by  unanimous  decision  strongly 
oppose  mandatory  coverage  under  social  security  system  for  police  and  fire  officers. 

Our  funding  policy  has  evolved  over  the  years  with  the  cooperation  of  the  pro- 
ceeding named  public  and  private  groups. 

Generally,  the  funding  policy  could  be  characterized  as  a  middle  of  the  road 
approach  which  attempts  to  stabilize  the  unfunded  liabilities. 
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INCREASED  COSTS 

Mandatory  social  security  coverage  would  result  in  substantially  increased  costs 
regardless  of  the  plan  of  coordination  assuming  the  continuance  of  present  benefit 
levels. 

Increased  costs  for  such  coordination  must  of  necessity  result  as  (1)  a  part  of  the 
public  employee  pensions  costs  are  met  by  investment  income  earnings,  (2)  social 
security  coverage  would  be  more  comprehensive  for  certain  benefits  than  are  cur- 
rently provided  under  the  retirement  systems  and  (3)  our  state  constitution  will 
limit  any  reduction  in  benefits. 

Although  the  financial  impact  of  mandatory  coverage  in  the  social  security 
system  would  be  relatively  slight  according  to  A.  Haeworth  Robertson  former  chief 
actuary  of  the  Social  Security  Administration  who  said  ("In  the  long  run  .  .  .  the 
average  cost  of  the  social  security  program  would  be  affected  relatively  slightly  by 
changes  in  participation  by  persons  not  now  covered  or  for  whom  participation  is 
optional")  the  financial  impact  on  state  and  local  employees  and  taxpayers  would  be 
of  critical  importance. 

An  example  of  substantial  increased  costs  for  plans  with  social  security  coverage 
is  given  in  a  recent  survey  of  retirement  systems  by  the  National  Education  Associ- 
ation. 

This  survey  found  that  the  total  retirement  costs  for  large  public  and  teacher 
plans  with  social  security  coverage  averages  25  percent  of  salary  compared  to  an 
average  18  percent  of  salary  for  non-social  security  plans. 

Additional  costs  of  this  magnitude  for  social  security  coverage  should  be  voluntary 
assumed  by  employees  and  employers  responsible  for  their  payment. 

We  realize  that  the  additional  costs  of  social  security  coverage  depends  on  the 
method  of  coordination.  We  are  studying  the  cost  impact  on  our  systems  for  alterna- 
tive methods  of  coverage.  We  understand  the  magnitude  of  financial  impact  of 
increasing  cost  of  social  security  will  have  in  our  national  life  which  according  to 
the  actuary's  report  will  increase  from  the  1978  combined  tax  rates  for  employer  of 
12.1  percent  of  salary  to  24.0  percent  of  salary  in  the  21st  century  assuming  the 
program  is  not  modified  significantly. 

In  our  state  of  Illinois  we  have  a  Constitutional  provision  declaring  that  pensions 
are  a  contractual  right  which  cannot  be  diminished  or  impaired.  This  is  generally 
thought  to  mean  that  an  employee  once  hired  is  entitled  to  accumulate  benefits 
under  the  most  favorable  benefit  formula  for  all  service  during  his  working  career. 
Any  change  or  reduction  in  the  present  benefit  structure  to  accommodate  manda- 
tory social  security  would  cause  serious  legal  problems.  Some  coordination  may  be 
possible  for  new  employees  but  this  would  impact  the  present  employees  by  requir- 
ing resources  to  fund  their  present  liabilities  which  would  have  been  funded  by  new 
entrants. 

We  appreciate  the  opportunity  to  give  our  views  on  the  question  of  whether  social 
security  coverage  should  be  made  compulsory  for  members  of  Police  and  Fire  public 
employee  pension  plans. 

This  is  a  question  of  vital  concern  to  the  members  of  the  public  employee  retire- 
ment systems  we  represent,  which  systems  are  non-social  security  systems. 

The  relationship  of  public  employee  pension  plans  to  social  security  has  been  a 
subject  of  continuous  concern  and  study  by  the  retirement  system  members  of  our 
organization,  both  as  individual  systems  and  collectively  through  our  national  con- 
ferences, meetings  and  studies. 

VOLUNTARY  PARTICIPATION 

We  strongly  recommend  that  the  present  policy  of  voluntary  participation  in 
social  security  for  public  retirement  systems  be  continued. 

The  past  history  of  the  relationship  between  social  security  and  public  retirement 
systems  clearly  indicates  the  wisdom  of  Congress  in  making  social  security  coverage 
optional  for  governmental  employees  in  1950  and  in  the  subsequent  amending  of 
Federal  laws  to  perfect  the  relationship  in  order  to  meet  changing  needs  so  that 
both  the  social  security  system  and  public  employee  systems  could  be  perfected  and 
stengthened. 

At  the  present  time  it  has  been  estimated  that  about  70  percent  of  the  members 
of  public  plans  participate  in  the  social  security  system.  This  large  participation 
percentage  which  has  been  steadily  increasing  over  the  years,  indicates  that  volun- 
tary relationship  has  been  well  received  and  that  greater  voluntary  participation 
can  result  if  the  needs  of  each  system  can  be  more  clearly  understood  in  the  light  of 
changing  conditions  and  overall  national  social  security  pension  policy  and  cost 
considerations. 
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LOCAL  CONTROL 

Voluntary  social  security  coverage  together  with  state  regulation  of  public  em- 
ployee pension  plans  have  provided  an  orderly  coordinating  procedure  at  a  time 
determined  by  local  authorities  to  be  desirable  and  financially  feasible  thereby 
giving  strength  to  the  entire  social  security  coverage  in  our  national  life. 

In  such  manner  a  maximum  effort  may  be  made  to  control  inflation  and  other 
pension  cost  pressures  at  the  local  level  where  cost  impacts  and  plan  objectives  are 
more  clearly  understood. 

In  the  State  of  Illinois  we  have  Public  Employee  Pension  Laws  Commission  which 
determines  pension  policy.  In  Chicago  we  also  have  a  Civic  Federation  made  up  of 
business  leaders  cooperating  with  the  city  administration  and  Pension  Commission 
on  pension  policy. 

We  have  saved  tax  dollar  over  the  years  by  operating  our  retirement  plans 
outside  of  social  security. 

Our  retirement  systems  are  contributory  on  the  part  of  their  members.  The 
average  contribution  for  all  Police  and  Firemen  in  our  state  is  about  9  percent  of 
salary.  These  contributions  are  after  tax  contributions  and  are  therefore  in  the 
nature  of  employee  savings  which  result  in  reduced  pension  costs  to  the  taxpayers. 

We  understand  the  magnitude  of  these  problems  raised  by  these  costs  together 
with  costs  for  all  other  benefit  systems  necessitates  the  cooperative  effort  and 
understanding  on  the  part  of  all  federal,  state  and  local  groups  for  a  sound  solution. 

CONCLUSION 

The  present  policy  of  voluntary  participation  for  public  employee  pension  plans 
we  believe  has  served  the  diversity  principle  well.  Such  a  policy  recognizes  the 
financial  obligations  the  state  and  local  governments  have  voluntarily  assumed  for 
their  own  retirement  systems.  It  also  recognizes  and  strengthens  the  unique  politi- 
cal role  of  the  states  and  local  governments  within  our  federal  government  system 
of  checks  and  balances. 

It  is  for  these  reasons  that  we  cannot  emphasize  too  strongly  our  conviction  that 
the  continuation  for  voluntary  participation  in  social  security  will  be  in  the  public 
interest. 

MEMBER  ORGANIZATIONS 

Associated  Fire  Fighters  of  Illinois. 

Chicago  Fire  Fighters  Union  Local  No.  2  AFL-CIO. 

Chicago  Patrolman's  Association. 

Chicago  Policemen's  Annuity  and  Benefit  Fund. 

Chicago  Police  Captain's  Association. 

Chicago  Police  Crime  Fighter's. 

Chicago  Police  Lieutenant's  Association. 

Chicago  Police  Officer's  Local  No.  1975  AFL-CIO. 

Chicago  Police  Sergeant's  Association. 

Combined  Counties  Police  Association. 

Confederation  of  Police. 

Firemen's  Annuity  and  Benefit  Fund  of  Chicago. 

Fraternal  Order  of  Police. 

Illinois  Police  Association. 

Police  Pension  Protective  Association. 

Policemen's  Benevolent  and  Protective  Association  of  Illinois. 
Retired  Chicago  Police  Association. 
Retired  Firemen's  Association  of  Chicago. 


Trenton,  N.J.,  February  9,  1981. 

Representative  J.  J.  Pickle, 
House  of  Representatives, 
Washington,  D.C. 

Dear  Sir:  You  and  yours  are  always  cutting  the  lowest  levels  first.  Why  cuts  in 
the  Social  Security  cost  of  living?  The  gas,  gasoline  and  oil  prices  and  all  others 
should  also  be  cut  at  the  same  time. 

First  cuts  should  be  in:  Salaries  of  the  Pres.,  Vice  Pres.,  Congress  and  on  down 
the  line  first.  Cut  the  weeds  and  high  grass  first  not  the  roots.  If  you  can  not  live  on 
your  salaries  and  benefits  neither  can  the  people  on  the  lower  rung. 

All  other  federal  funds  are  also  drying  up.  Therefore  cut  everyone,  starting  at  the 
top.  The  top  is  draining  the  Treasury  dry  not  the  bottom.  Let's  go  round  and  round 
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instead  of  down  and  up.  Also  hold  down  the  increases  in  cost  of  living  and  raises  to 
all  government  employees  and  pensions. 

Social  Security  increases  and  payments  are  not  responsible.  Your  salaries,  pen- 
sions and  spending  contribute  to  98  percent  of  the  cost.  All  government  salaries  and 
pensions  should  be  cut  to  $200  to  $500  a  month.  This  would  quickly  solve  the  funds 
and  money  problems.  You  just  want  to  take  the  easy  way  out.  All  federal  funds  are 
drying  up.  That  is  why  the  National  debt  was  increased  by  50  billion  dollars.  Lets 
have  all  the  facts  put  into  this  hearing. 

Keeping  everyone  working  by  cutting  everyone. 
Yours  truly, 

Michael  Rusnak. 


Knoxville,  Tenn.,  March  18,  1981. 

Hon.  John  Duncan, 
House  of  Representatives, 
Washington,  D.C. 

Dear  Mr.  Duncan:  I  am  writing  this  letter  in  reference  to  President  Reagan's 
proposed  Social  Security  Bill.  I  am  particularly  concerned  with  the  part  that  discon- 
tinues benefits  to  children  18  years  of  age  and  older. 

I  feel  that  more  investigation  of  applicants  for  benefits  and  some  new  eligibility 
requirements  for  benefits  could  save  money  within  this  program  without  depriving 
needy  children  of  their  educations. 

Some  time  ago  legislation  was  passed  providing  benefits  to  stepchildren  of  de- 
ceased persons.  This  particular  policy  is  too  broad  and  should  be  amended.  A 
personal  example  of  how  a  change  in  eligibility  requirements  could  save  the  govern- 
ment money  in  this  program  will  clarify  my  point. 

In  February,  1979,  my  father  was  killed  in  an  automobile  accident  leaving  a 
minor  child,  Jeffrey  Whitaker,  age  14  years  in  my  guardianship.  My  mother  had 
been  injured  5  years  earlier  and  was  institutionalized.  At  the  time  of  my  father's 
accident  he  was  separated  though  not  legally  from  his  second  wife.  The  second  wife 
had  two  of  her  own  children  by  a  previous  marriage,  both  are  minors  and  she 
receives  child  support  from  her  ex-husband.  Because  of  her  marriage  to  my  father, 
under  the  present  social  security  guidelines,  her  two  children  were  able  to  receive 
benefits  from  my  father.  They  receive  exactly  the  same  amount  as  his  own  natural 
child  and,  also,  receive  child  support  from  their  father.  I  feel  that  this  policy  of  the 
Social  Security  Administration  should  be  revised.  This  seems  to  be  a  great  misap- 
propriation of  funds.  I'm  sure  a  great  number  of  cases  like  this  one  exist  and  other 
cases  where  people  receive  benefits  that  are  really  not  due  them. 

It  is  my  feeling  that  rather  than  excluding  people  from  receiving  benefits  they 
need  that  the  Social  Security  programs  need  to  be  restructured.  It  is  now  apparent 
that  my  brother,  Jeffrey,  will  have  to  suffer  unnecessarily  because  of  this.  I  would 
appreciate  any  comments  you  might  have  on  this  subject. 
Sincerely, 

Brenda  Sherrod. 


South  Carolina  Vocational  Rehabilitation  Department, 

Disability  Determination  Division, 

Columbia,  S.C.,  February  12,  1981. 

Hon.  J.  J.  Pickle, 

U.S.  House  of  Representatives, 

Washington,  D.C. 

Dear  Mr.  Pickle:  Thank  you  for  your  note  of  February  4,  1981  regarding  testimo- 
ny before  the  Social  Security  Sub-Committee.  As  you  will  recall,  we  have  communi- 
cated frequently  with  your  office  on  the  issue  of  the  Disability  Amendments  of  1980 
and  have  followed  with  interest  the  legislation  as  it  has  appeared  in  the  Federal 
Register.  We,  have,  of  course,  been  primarily  concerned  about  the  overall  adminis- 
tration of  the  program  and  have  felt  that  the  present  approach  by  SS  in  minimizing 
the  amount  of  federal  involvement  in  state  administration  is  the  proper  course  of 
action  in  a  partnership  such  as  this  program  represents.  There  are  two  aspects  of 
the  program  that  are  of  concern  to  us,  and  I  wanted  to  take  this  opportunity  to 
bring  them  to  the  attention  of  your  committee. 

The  first  area  of  concern  is  in  the  Beneficiary  Rehabilitation  Program.  Of  course, 
many  of  the  provisions  in  Public  Law  96-265  are  directed  toward  eliminating 
disincentives  in  the  Rehabilitation  Program;  however,  at  the  same  time  we  are 
seeing  severe  funding  cuts  in  the  Beneficiary  Rehabilitation  Program.  This  has 
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always  been  a  paradox  to  us,  since,  as  you  know,  the  Beneficiary  Rehabilitation 
Program  consistently  returns  more  to  the  economy  in  terms  of  regained  wage 
earning  capacity  than  it  costs  in  funding.  We  feel  strongly  that  this  is  a  cost 
effective  program  that  is  of  substantial  benefit  to  our  nation  not  only  from  the 
standpoint  of  rehabilitating  people  who  have  experienced  the  trauma  of  physical  or 
mental  illness,  but  also  in  terms  of  the  philosophy  of  assisting  those  individuals  in 
regaining  their  capacity  to  provide  for  themselves  and  to  become  independent  of  the 
support  of  public  programs. 

Our  other  concern  in  the  Disability  Program  is  the  general  administrative  struc- 
ture that  has  developed  over  the  last  two  years.  We  strongly  urge  you  and  your 
committee  to  continue  your  indepth  analysis  of  the  structural  changes  that  have 
taken  place,  and  to  seek  ways  of  insuring  that  the  various  levels  of  the  Social 
Security  Administration,  and  particularly  the  Disability  Program,  are  responsive  to 
the  changing  needs  of  the  program.  I  am  aware  that  you  have  received  the  report 
by  Mr.  Jack  Futterman  in  which  many  of  the  organizational  changes  are  ques- 
tioned. In  order  for  the  Disability  Porgram  (or  any  other  program  under  Social 
Security,  for  that  matter)  to  be  able  to  meet  the  mandates  of  Congress,  it  needs  to 
have  the  ability  to  administratively  meet  the  changing  needs  of  the  program.  We 
would  simply  like  to  urge  that  you  and  your  committee  satisfy  yourselves  that  the 
current  structure  has  this  flexibility  and  authority  and  allows  for  optimum  service 
to  the  public. 

Again,  we  appreciate  the  opportunity  to  provide  you  with  these  comments  and 
will  be  following  the  progress  of  your  committee  hearings  with  interest. 
Sincerely, 

Joe  S.  Dusenbury,  Commissioner. 


Wellesley  Hills,  Mass.,  March  10,  1981. 

Mr.  John  Salmon, 

Chief  Counsel,  Committee  on  Ways  and  Means, 
Longworth  House  Office  Building,  Washington,  D.C. 

Dear  Mr.  Salmon:  The  purpose  of  this  letter  is  to  respond  to  the  House  Ways  and 
Means  Social  Security  Subcommittee's  invitation  to  submit  written  statements  re- 
garding Social  Security  financing  issues  for  the  panel's  hearing  record. 

The  opinions  expressed  in  this  letter  are  my  own  and  do  not  necessarily  represent 
the  views  of  The  Wyatt  Company. 

In  1936,  a  publication  of  the  Social  Security  Board  entitled  "Security  in  Your  Old 
Age"  contained  the  following  description  of  the  system's  financing:  ".  .  .  beginning 
in  1949,  twelve  years  from  now,  you  and  your  employer  will  each  pay  3  cents  on 
each  dollar  you  earn,  up  to  $3,000  a  year.  That  is  the  most  you  will  ever  pay." 
Today,  employees  and  employers  each  pay  6.65  percent  of  each  dollar  earned  up  to 
$29,700.  In  1990,  this  rate  is  scheduled  to  increase  to  7.65  percent  of  pay,  and  if  no 
changes  are  made  to  the  current  benefit  structure  or  financing  method,  according  to 
"pessimistic"  projections  of  the  Social  Security  Administration,  the  rate  will  need  to 
be  increased  to  10.7  percent  of  pay  in  2010,  18.1  percent  of  pay  in  2030  and  22.5 
percent  in  2050  to  provide  for  the  payment  of  system  benefits.  The  magnitude  of 
these  potential  contribution  rates  generally  is  viewed  as  the  "long  term  financial 
problem"  of  Social  Security.  Member  of  Congress  and  the  Reagan  administration 
have  pledged  to  take  steps  to  alleviate  this  "problem"  and  to  ensure  both  the 
viability  and  the  financial  integrity  of  the  system. 

Most  of  the  experts  on  Social  Security  cite  Congressional  increases  in  benefits 
beyond  those  initially  intended  and  declining  birth  rates  as  the  causes  of  the 
problem,  and  most  suggestions  on  "How  to  Save  Social  Security"  or  "How  to  Keep 
Social  Security  Taxes  from  Rising"  involve  reduction  of  future  benefit  payments  or 
extension  of  the  retirement  age  so  that  potential  beneficiaries  of  the  system  remain 
taxpayers  for  longer  periods  and  benefit  recipients  for  shorter  periods  of  time. 

These  suggestions  treat  only  the  symptoms  of  the  real  cause  of  the  problem,  and 
not  the  cause  itself.  The  real  cause  of  Social  Security's  financial  problems  is  the  pay- 
as-you-go  method  used  to  finance  Social  Security  benefits.  Until  this  method  is 
changed,  attempts  to  ensure  the  adequacy  of  both  the  Social  Security  benefits 
provided  and  the  financing  of  the  system  will  be  frustrated. 

Pay-as-you-go  financing  is  generally  recognized  as  a  fiscally  irresponsible  method 
of  financing  retirement  benefits,  and  its  use  is  legally  prohibited  in  the  funding  of 
private  pension  plans.  The  operation  of  the  method,  however,  is  simple:  each  genera- 
tion of  taxpayers  promises  to  pay  for  the  preceding  generation  on  the  assumption 
that  the  next  generation  will  return  the  favor.  Unfortunately,  the  method  only 
works  well  if  successive  generations  are  of  comparable  size  of  if  successive  genera- 
tions increase  in  size  at  a  constant  rate. 
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Because  of  the  influx  of  "baby  boomers"  into  the  active  work  force  in  the  early 
1970's,  it  was  "discovered"  that  the  system's  retirement  benefits  could  be  substan- 
tially liberalized  without  attendant  increases  in  required  tax  rates.  Pay-as-you-go 
financing  provided  gratuitous  windfalls  for  people  now  collecting  benefits  without 
recognizing  the  "true"  cost  of  providing  the  same  level  of  benefits  to  those  retiring 
in  the  future.  This  has  lead  to  an  expansion  of  the  Social  Security  promise  which 
future  generations  of  taxpayers  may  not  be  able  to  support. 

The  major  disadvantages  of  pay-as-you-go  funding  are: 

There  is  an  absence  of  benefit  security.  Employees  who  make  contributions  into 
the  system  for  years  and  who  logically  feel  that  they  have  earned  certain  benefit 
rights  must  depend  on  the  benevolence  of  future  taxpayers  once  they  retire.  Thus, 
anxiety  has  replaced  the  sense  of  benefit  security  usually  associated  with  well 
financed  retirement  programs. 

Inequitable  situations  may  evolve  between  successive  generations.  This  results  in 
increased  tensions  between  the  "winners"  now  collecting  or  soon  to  collect  benefits 
and  the  "losers"  of  the  baby  boom  generation. 

A  proper  price  tag  is  not  placed  upon  benefits  provided.  Benefits  currently  being 
paid  are  under-priced  while  the  price  of  the  same  benefit  to  be  paid  to  those  retiring 
in  2030  is  over-priced. 

Benefits  promised  and  contributions  to  pay  for  promised  benefits  are  not  well 
correlated.  Financing  problems  are  often  "solved"  by  increasing  scheduled  contribu- 
tions required  by  future  taxpayers  or  by  decreasing  benefit  levels  to  be  provided  in 
the  distant  future. 

The  self  evident  solution  to  the  financing  problems  created  by  pay-as-you-go 
financing  of  Social  Security  is  to  change  the  financing  approach.  Adoption  of  an 
actuarial  funding  method  designed  so  that,  on  the  average,  each  future  entrant  into 
the  system  prefunds  his  own  retirement  benefits  and  pays  an  equal  share  toward 
the  unfunded  liability  for  benefits  already  earned  to  date  would  result  in  a  levelling 
of  the  tax  rate  for  all  current  and  future  taxpayers  to  the  system  provided  current 
taxpayers  also  paid  this  same  rate.  If  adopted,  this  method  would  provide  the 
following  benefits  to  participants  of  the  system  not  presently  enjoyed: 

Both  the  short  term  and  long  term  financing  problems  of  the  system  would  be 
eliminated. 

Each  future  generation  of  taxpayers  would  be  treated  equitably.  No  future  gen- 
eration would  be  asked  to  bear  more  than  its  share  of  the  financing  burden. 

The  benefit  security  of  future  generations  of  beneficiaries  would  be  greatly  en- 
hanced and  would  not  depend  on  onerous  contribution  levels  from  future  taxpayers. 

Investment  capital  would  be  accumulated  to  bolster  the  U.S.  savings  shortage. 

Participants  would  have  the  assurance  that  the  system  is  being  "actuarially 
funded." 

A  proper  price  tag  would  be  placed  on  existing  system  benefits  and  future  pro- 
posed changes  to  the  system  would  be  properly  priced. 
Benefits  and  contributions  would  be  well  correlated. 

There  are  those  that  argue  that  the  approach  outlined  above  is  not  "politically 
feasible"  because  the  current  tax  rate  is  already  too  high.  If  this  is  so,  how  can  we 
logically  expect  future  generations  to  pay  the  higher  tax  rates  that  we  ourselves 
cannot  afford?  In  a  recent  survey  performed  by  the  National  Commission  on  Social 
Security,  although  61  percent  of  the  nonretired  individuals  had  serious  doubts  that 
they  ever  would  receive  Social  Security  benefits  as  liberal  as  today's  benefits,  63 
percent  of  the  individuals  surveyed  said  they  would  prefer  paying  higher  taxes  to  a 
cut  in  benefits. 

There  are  also  those  that  claim  that  the  problem  can  be  solved  by  using  general 
revenues  instead  of  increasing  the  required  contribution  rates.  There  are  a  number 
of  reasons  why  this  approach  to  solving  the  financing  problem  could  spell  the  end  of 
Social  Security  as  we  know  it,  but  suffice  it  to  say  that  the  taxes  used  to  obtain 
general  revenues  would  have  to  be  increased  and  the  end  result  would  be  substan- 
tially the  same. 

Others  claim  that  we  have  no  means  to  invest  the  amounts  of  money  that  would 
accumlate  in  the  Social  Security  Trust  Funds  under  this  prefunding  approach. 
However,  one  has  but  to  look  at  the  Pension  Benefit  Guaranty  Corporation  to  see 
that  the  government  is  already  in  the  investment  business.  In  Sweden,  the  employ- 
ment-related pension  system  provides  the  largest  single  source  of  capital  for  invest- 
ment in  that  country. 

Another  argument  against  such  an  approach  is  that  the  trust  funds  will  not  be 
sufficiently  isolated  from  pressures  to  increase  benefits  as  the  trust  grows.  As 
discussed,  if  benefits  are  increased  in  the  future,  contributions  under  this  approach 
would  also  have  to  be  increased,  so,  unlike  the  current  financing  method,  fiscal 
responsibility  would  be  assured. 
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Many  others  argue  that  decreasing  the  benefits  provided  to  those  retiring  after 
the  year  2000  in  one  form  or  another  will  be  much  more  saleable  than  a  tax 
increase  and  will  accomplish  the  same  result.  This  is  not  a  prudent  long-term 
solution  and  it  contradicts  the  stated  preference  that  most  people  would  rather  pay 
higher  taxes  than  receive  smaller  benefits.  While  current  wage  replacement  benefit 
levels  provided  by  the  system  are  greater  than  they  have  ever  been,  thanks  largely 
to  the  ability  of  the  baby  boomers  to  support  such  levels,  most  experts  agree  that  by 
itself  Social  Security  falls  far  short  of  providing  adequate  retirement  income.  The 
current  levels  are  consistent  with  the  original  intent  of  the  system  to  provide  a  floor 
of  protection  and  keep  most  beneficiaries  off  the  poverty  rolls.  However,  as  a  result 
of  the  1977  amendments  to  Social  Security,  wage  replacement  levels  have  already 
been  reduced  substantially  from  current  levels,  yet  this  change  has  not  been  fully 
appreciated  by  the  public  because  the  decrease  will  only  be  fully  felt  in  the  form  of 
reduced  benefits  to  recipients  whose  benefits  commence  after  1984. 

We  are  only  fooling  ourselves  if  we  think  that  our  responsibility  toward  our 
retired  population  to  provide  a  floor  of  protection  can  be  written  off  after  they  have 
made  substantial  contributions  to  the  system.  If  future  benefits  are  decreased  now, 
the  pressures  to  increase  benefits  to  prior  levels  will  be  considerable  when  the 
future  actually  arrives. 

If  it  is  decided  that  the  general  level  of  benefits  provided  today  by  Social  Security 
is  really  too  high  and  benefits  should  be  reduced,  the  reductions  should  be  phased  in 
quickly  and  not  pushed  off  irresponsibly  into  the  distant  future,  and  the  funding 
approach  outlined  herein  should  still  be  adopted  to  prevent  future  inequities  from 
occurring. 

I  urge  the  members  of  the  Subcommittee  to  consider  the  fiscally  responsible 
alternative  to  pay-as-you-go  funding  briefly  outlined  herein  to  establish  a  viable 
means  to  pay  for  the  Social  Security  benefits  promised. 

If  you  have  any  questions  regarding  this  letter,  I  would  be  happy  to  confer  with 
any  member  of  the  Subcommittee. 
Sincerely, 

Kenneth  A.  Steiner, 
Fellow,  Society  of  Actuaries. 


Jenkintown,  Pa.,  March  16,  1981. 

Mr.  John  J.  Salmon, 

Chief  Counsel,  Committee  on  Ways  and  Means, 
Longworth,  House  Office  Building,  Washington,  D.C. 

Testimony  in  opposition  to  proposals  which  have  been  submitted  by  feminists 
regarding  changes  in  Social  Security  affecting  benefits  for  homemakers  and  widows: 

While  European  countries  pay  families  for  having  children  and  even  the  Soviet 
government  is  pleading  with  women  not  to  abort  illegitimate  babies,  the  U.S. 
Government  continues  to  bow  to  the  demands  of  the  feminists  in  making  mother- 
hood a  high-risk  occupation. 

Abortion  kills  off  approximately  one  million  potential  taxpayers  each  year.  If 
your  Committee  and  Congress  decide  to  wipe  out  Social  Security  widows  and  retire- 
ment benefits  for  housewives  you  must  surely  know  that  our  young  women  will 
have  no  choice  but  to  spend  all  their  adult  lives  in  paid  jobs  in  order  to  establish 
entitlement  to  benefits  in  their  senior  years. 

Is  the  housewife  to  be  the  sacrificial  lamb  so  that  feminist  bureaucrats  won't  have 
to  suffer  the  loss  of  funds  for  their  expensive  social  programs?  Who  is  running  this 
country  anyway? 

Everyone  in  Washington,  D.C.  whose  salary  is  paid  by  the  taxpayer  should  look 
down  the  road  into  the  very  near  future.  The  day  is  almost  here  when  the  acute 
shortage  of  taxpayers  will  result  in  the  final  collapse  of  our  economy. 

Don't  make  it  financially  impossible  for  our  young  women  to  choose  motherhood 
as  a  career.  Retain  the  homemaker  benefit  or  we'll  all  be  losers. 

Mrs.  Betty  Treacy. 
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Texas  Classroom  Teachers'  Association, 
Austin,  Tex.,  March  20,  1981. 

Representative  J.  J.  Pickle, 
Cannon  House  Office  Building, 
Washington,  D.C. 

The  Texas  Classroom  Teachers'  Association  (TCTA),  representing  28,000  teachers, 
encourages  you  and  other  members  of  the  Social  Security  Subcommittee  to  repeal 
the  "offset  provision"  contained  in  the  1977  amendments  to  the  Social  Security  Act. 
We  believe  that  the  offset  provision  is  contrary  to  the  interests  of  those  employees 
and  spouses  who  have  contributed  to  the  system  with  the  expectation  of  receiving 
full  benefits  based  on  the  amount  paid  into  the  system. 

TCTA  is  also  opposed  to  mandatory  Social  Security  coverage  of  presently  non- 
covered  State  and  local  government  employees  (including  many  Texas  teachers).  We 
appreciate  your  efforts  and  hope  you  will  give  full  consideration  to  our  concerns. 
Please  enter  this  telegram  as  part  of  the  record  of  testimony  before  the  subcommit- 
tee considering  changes  in  the  Social  Security  System. 

Rae  Juan  Markunas,  President. 
Tommy  Duck,  Executive  Director. 


Statement  of  the  United  Automobile,  Aerospace,  and  Agricultural  Imple- 
ment Workers  of  America,  Howard  Young,  Director,  Social  Security  De- 
partment 

The  UAW  repeats  and  reemphasizes  its  complete  confidence  in,  and  support  for, 
the  Social  Security  system.  Since  the  Subcommittee  has  heard  extensive  testimony 
from  many  persons  who  support  our  point  of  view,  and  has  available  to  it  many 
studies  and  papers,  this  submission  briefly  covers  matters  related  to  the  financial 
status  of  the  Social  Security  system.  Of  course,  we  will  be  happy  to  respond  to  any 
questions  about  these  comments  or  to  submit  our  views  on  other  aspects  of  Social 
Security. 

The  most  important  point  to  be  made  at  this  time  is  that,  without  any  changes  in 
the  benefit  or  total  tax  rate  provisions  of  the  present  law,  the  cash  flow  shortfall 
which  the  Trust  Funds  face  in  the  next  few  years  is  a  temporary  event.  Projected 
excesses  of  tax  receipts  over  benefits  in  the  late  1980's,  and  for  30  to  40  years 
thereafter,  would  be  more  than  enough  to  repay  any  advances  needed  during  the 
early  1980's. 

This  point  is  clearly  shown  by  the  attached  chart  1  There  is  general  consensus 
among  the  Social  Security  experts,  that  the  "intermediate"  projection  (as  shown  by 
the  solid  line  on  the  chart)  is  a  reasonable  one;  in  fact,  in  his  February  19,  1981 
testimony,  Secretary  Schweiker  stated  that  the  Administration  believes  even  more 
projections  can  be  justified.  While  the  UAW  does  not  necessarily  agree  with  that 
conclusion  (and  explicitly  does  not  support  the  policies  advocated  by  Secretary 
Schweiker),  we  firmly  believe  that  the  "intermediate"  projection  provides  a  reason- 
able guide  for  resolving  the  near  term  cash  flow  problems  of  the  Trust  Funds. 

More  specifically,  that  projection  clearly  shows  that  while  the  combined  assets  of 
the  OASDI  Trust  Funds  could  decrease  to  levels  that  are  too  low — and  in  fact  would 
be  just  about  exhausted — in  the  mid-1980's,  for  the  subsequent  25  years  taxes  are 
projected  to  be  so  much  in  excess  of  benefit  payments  that,  in  addition  to  repaying 
any  advances  that  may  be  needed  during  the  next  few  years,  those  Trust  Funds 
could  accumulate  assets  exceeding  300  percent  of  the  subsequent  year's  benefit 
payout  by  the  first  decade  of  the  21st  century.  Thereafter,  those  Trust  Funds  are 
again  expected  to  decrease,  but  would  not  reach  unacceptably  low  levels  until 
approximately  50  years  from  now.  Without  dismissing  those  longer  term  questions 
(which  are  commented  upon  further  below),  it  is  evident  that  the  near-term  problem 
can  easily  be  handled  by  inter-Fund  borrowing  plus  relatively  small  short  term 
loans  from  general  revenue  sources  or  otherwise.2 

Inter-Fund  borrowing  is  involved,  because  the  OASI  Fund  faces  more  substantial 
deficits  than  do  the  combined  assets.  However,  maintenance  of  separate  Funds 
within  the  Social  Security  system,  and  predetermined  allocations  of  the  tax  revenue, 
are  essentially  record  keeping  conveniences;  the  combined  OASDI  Funds'  experi- 
ence, which  is  the  basis  for  the  attached  chart,  is  the  proper  basis  for  evaluating  the 


1  Projected  OASDI  Trust  Fund  Assets  at  the  Beginning  of  the  Year  as  Percent  of  Expendi- 
tures during  the  Year  under  Optimistic,  Intermediate,  and  Pessimistic  Assumptions — Source: 
"Long-Range  Cost  Estimates  for  Old-Age,  Survivors  and  Disability  Insurance  System,  1980", 
Actuarial  Study  No.  83,  U.S.  Dept.  of  Health  and  Human  Services,  Social  Security  Administra- 
tion, Office  of  the  Actuary,  September  1980. 

2  As  noted  below,  general  revenue  funding  would  be  preferable  to  loans.  However,  the  point 
made  here  is  that  loans  would  be  adequate. 
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financial  health  of  the  system.  In  fact,  when  the  HI  Fund  is  included  it  is  even 
clearer  that  the  situation  is  not  one  of  great  difficulty.  As  was  pointed  out  in 
February  17,  1981  CBO  testimony,3  the  system's  cash  flow  problems  of  the  1980's 
could  be  handled  with  less  than  $10  billion  of  "outside"  borrowing  (i.e.,  in  addition 
to  transactions  between  the  OASI,  DI  and  HI  Funds)  between  1981  and  1990;  a  total 
of  $5  billion  outstanding  indebtedness  to  sources  outside  the  system  is  a  realistic 
estimate,  to  be  repaid  before  1990. 

In  short,  the  current  crisis — which  is  not  to  be  ignored — can  be  resolved  with 
minimal  impact;  which  is  not  to  say  that  nothing  else  needs  to  be  done. 

An  important  priority  is  to  relieve  wage  earners  of  the  heavy  and  regressive 
burden  imposed  by  the  payroll  tax.  As  Congress  considers  reshaping  the  President's 
tax  cut  proposals,  it  should  enact  a  refundable  income  tax  credit  equal  to  a  signifi- 
cant percentage  of  each  employee's  FICA  payments.  That  would  provide  immediate, 
equitable  and  direct  relief  to  all  taxpayers,  and  would  not  decrease  the  flow  of 
revenue  into  the  Trust  Funds.  As  noted  below,  additional  longer  term  steps  should 
be  taken  to  improve  the  equity  and  adequacy  of  Social  Security  financing,  through 
general  revenue  contributions  and  otherwise. 

On  the  other  hand,  the  President's  proposed  benefit  cutbacks — which  have  been 
advanced  as  a  way  of  solving  the  financing  problem — are  not  justified.  Without 
discussing  those  in  detail,  it  is  especially  objectionable  to  propose  cuts  in  students' 
benefits  which  would  even  apply  to  those  students  who  are  already  orphaned:  they 
were  promised  and  have  a  right  to  rely  upon  benefits  related  to  an  insured  event 
that  has  alredy  occurred;  in  many  cases,  life  insurance  and  other  arrangements — 
which  cannot  be  retroactively  revised — were  set  up  with  allowance  for  the  Social 
Security  benefits  specified  by  law.  (The  Administration  also  would  add  insult  to 
injury  by  suggesting  that  one  justification  for  cutting  students'  benefits  is  the 
availability  of  other  programs,  and  then  proposing  cuts  in  those  other  programs.) 

Similarly,  instead  of  proposing  elimination  of  the  minimum  benefit,  the  problems 
related  to  the  "windfall  benefits  to  double-dippers"  should  be  dealt  with  directly. 
Nor  can  further  changes  in  the  disability  benefits  provisions  be  justified,  so  soon 
after  the  restrictive  (and  objectionable)  cutbacks  that  were  enacted  last  year;  at 
least  those  changes  should  be  evaluated  (it  would  be  better  if  they  were  repealed) 
before  additional  ones  are  seriously  considered. 

We  also  are  appalled  by  the  inequity  implicit  in  suggestions  that  retirees'  benefits 
be  undercut  by  indexing  them  with  the  lower  of  a  wage  or  inflation  adjustment  or 
otherwise  attempting  to  provide  them  less  than  the  protection  to  which  they  are 
entitled.  Such  action  could  not  be  justified  on  its  own  merits,  and — as  already 
indicated — is  not  dictated  by  the  financial  prospects  of  the  Social  Security  system. 

With  respect  to  the  longer  term,  the  financial  status  should  be  improved  by 
phasing  in  general  revenue  contributions  which  ultimately  will  provide  one-third  of 
the  benefit  costs.  In  addition,  the  maximum  taxable  wage  base  should  increase 
beyond  the  levels  provided  by  current  law  (there  should  not  be  any  maximum  for 
determining  employer  contributions),  to  provide  additional  and  more  equitable  fi- 
nancing, and  also  to  increase  the  benefit  entitlements  which  workers  can  earn. 

In  contrast  to  these  proposals  for  additional  financing — which  we  and  many 
others  have  supported  for  many  years — there  are  retrogressive  suggestions  that  the 
retirement  age  be  increased  from  65  to  68  years.  Such  a  movement  away  from 
meeting  people's  goals  cannot  be  justified  in  terms  of  the  system's  finances  nor  in 
terms  of  individual  needs.  In  connection  with  the  latter,  some  people  have  advanced 
an  inappropriate  comparison  with  legislation  that  increased  the  age  at  which  man- 
datory retirement  could  be  imposed;  delaying  mandatory  retirement  age  increases 
the  choices  which  individuals  have  (assuming  that  they  have  a  realistic  option  to 
retire  before  that  age),  however  delaying  the  age  at  which  Social  Security  benefits 
are  available  restricts  people's  choices  since  very  few  people  can— or  will  be  able 
to — afford  to  retire  prior  to  when  they  can  collect  Social  Security  benefits. 

Furthermore,  in  terms  of  demographic  developments  and  their  overall  impact,  the 
fact  that  the  increasing  proportion  of  older  people  is  due  to  a  slowdown  in  total 
population  growth  seems  to  have  been  lost  from  sight.  If  the  number  of  working  age 
people  would  grow  as  rapidly  as  in  the  past,  the  Social  Security  system  would 
appear  to  be  better  off,  but  the  entire  nation  would  suffer — in  terms  of  social  as  well 
as  economic  impact — the  ills  of  rapid  population  growth.  The  slower  population 
growth  which  is  expected  actually  will  make  it  easier,  in  the  21st  century,  to  meet 
the  needs  of  all  people,  including  older  ones.  In  that  sense,  the  proportionately 
greater  share  of  output  which  will  go  to  older  people  is  one  of  the  consequences  of 


3  See  also  CBO  Study  "Paying  for  Social  Security:  Funding  Options  for  the  Near  Term", 
February  1981,  p.  21-22. 
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the  benefit  of  avoiding  over  population,  and  it  should  be  viewed  in  that  broader 
context. 

There  is  little  indication  that  encouraging  or  requiring  people  to  stay  in  the 
workforce  to  a  later  age  will  improve  their  situation  or  that  of  younger  workers. 
The  impact  on  total  output  is  highly  questionable,  and — based  on  prior  experience — 
is  most  likely  to  result  in  increased  unemployment  for  other  workers.  We  do  not 
share  the  pessimistic  outlook  that  our  nation's  economy  in  the  21st  century  will  be 
unable  to  permit  retirement  at  age  65  or  even  earlier,  and  we  will  strenuously 
oppose  any  move  to  delay  the  availability  of  Social  Security  benefits. 

As  stated  at  the  beginning  the  UAW  has  complete  confidence  in,  and  support  for, 
the  Social  Security  system.  The  short  term  problem  can  be  overcome  and  reasonable 
and  moderate  steps  can  significantly  improve  its  longer  term  functioning.  That 
approach  is  much  better  than  trying  to  meet  retirement  needs  through  mandatory 
private  plans,  such  as  proposed  by  the  President's  Commission  on  Pension  Policy,  or 
otherwise.  Some  people  have  based  part  of  their  support  for  such  alternatives  in 
terms  of  the  capital  generated  by  private  pension  arrangements.  However,  the 
nation's  retirement  programs  should  not  be  designed  on  the  basis  of  its  capital 
needs,  nor  vice-versa;  each  of  those  matters — retirement  arrangements  and  invest- 
ment capital — is  too  important  to  be  treated  as  a  by-product  of  the  other.  Social 
Security  provides  fully  portable,  nearly  universal  coverage  and  is  practically  the 
only  pension  plan  with  adequate  post-retirement  benefit  adjustments.  Furthermore, 
notwithstanding  the  scare  stories  which  its  detractors  encourage,  the  system  has 
greater  financial  strength  than  any  private  pension  plan. 

We  urge  the  Committee  to  continue  the  nation's  proud  tradition  of  improving  the 
Social  Security  system,  and  to  reject  proposals  that  would  reduce  its  role. 
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Chart  2c.    Projected  OASDI  Trust  Fund  Assets  at  the  Beginning  of  the  Year 
as  Percent  of  Expenditures  During  the  Year  under  Optimistic 
Intermediate,  and  Pessimistic  Assumptions  ..  ' 


*  o.  a.  covosshent  rariTDiG  office  :  i»ao 


rce:  "Lon--Rar.ge  Cost  Estimates  for  Old-Aj  e,  Survivors  and  Disability  Insurance 
System,  1980",  Actuarial  Study  No.  S3,   U.  S,  Dept.  of  Health  and  Human  Services, 
Social  Security  Administration,  Office  of  the  Actuary,  September  19S0. 
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Statement  of  Harold  M.  Voth,  M.D.,  Topeka,  Kans. 

My  name  is  Harold  M.  Voth,  M.D.  I  am  a  Senior  Psychiatrist  and  Psychoanalyst 
at  the  Menninger  Foundation,  Topeka,  Kansas. 

My  special  area  of  interest  is  the  family,  personality  development,  and  the  link- 
ages between  individual  factors  and  social  processes  and  values. 

Family  life  in  America  is  changing  rapidly  and  so  is  the  American  character  and 
many  of  our  most  cherished  values.  In  my  belief,  the  vitality  of  our  society  will 
continue  to  decline  until  family  life  becomes  more  lasting  and  durable  once  again. 

No  two  people  contribute  more  to  life  than  the  father  who  is  bread-winner  and 
the  mother  who  is  homemaker.  For  the  woman  to  do  her  work  well — that  is,  create 
children  who  will  become  sturdy  men  and  women — she  should  ideally  be  able  to 
remain  in  the  home  while  her  children  are  young. 

While  the  homemaker  female  does  not  directly  generate  income,  her  offspring 
will  do  so.  By  contrast,  children  from  broken  homes  or  those  who  receive  inadequate 
mothering  because  their  mother  is  away  are  more  likely  to  never  realize  their  full 
potential  as  contributors  to  society,  and  many  will  become  social  liabilities,  and  as 
such  be  a  drain  on  society. 

I  can  think  of  no  one  more  deserving  of  the  retirement  benefits  of  the  Social 
Security  system  than  the  mother  who  creates  the  home.  For  Society  to  provide  for 
some  degree  of  security  during  the  latter  years  of  life  is  small  reward  for  these 
women,  most  of  whom  are  generous  and  altruistic  to  the  highest  degree  and  on 
whose  good  works  the  very  existence  of  society  depends.  It  has  been  said  families 
can  exist  without  society,  but  without  families,  all  societies  are  lost.  I  believe  this  is 
true  that  our  government  should  do  all  in  its  power  to  strengthen  the  American 
family. 


Statement  of  George  M.  Waiters,  Jr.,  Sacramento,  Calif. 

PURPOSE  OF  TESTIMONY 

Budget  cuts  are  certain  and  the  Social  Security  Disability  Benefit  Program  should 
not  be  exempt  from  prudent  program  or  administrative  reorganization.  However, 
because  the  system  deals  primarily  with  survival  needs  of  a  population  with  signifi- 
cant employability  problems,  cuts  shouldn't  be  made  "across  the  board". 

This  testimony  does  not  itemize  specific  dollar  cutbacks  or  even  suggest  them. 
That  functional  input  is  best  left  to  economists.  The  testimony  asserts  that  cutting 
without  planning  will  cause  economic  chaos  and  that  cutting  with  planning  may 
restore  health  to  the  disabled  population  and  the  taxpayer.  Specific  areas  of  empha- 
sis are  suggested.  As  the  committee  members  consider  concrete  "dollar  and  cents" 
cutting  possibilities,  the  comments  presented  in  this  testimony  can  be  used  as  a 
frame  of  reference  for  decision.  Evaluate  cutback  proposals  with  an  understanding 
of  the  necessity  and  potential  (for  the  sake  of  taxpayer  and  disabled  person)  of  the 
return  to  productivity  of  disabled  people.  Evaluate  cutback  proposals  reflecting  upon 
the  transferable  job  skills  of  those  people  who  may  be  displaced  by  such  cutbacks. 
Evaluate  cutback  proposals  with  primary  attention  to  the  preservation  of  grassroots 
services  which  are  working  affectively. 

Evaluate  proposals  with  an  understanding  that  the  administration  of  disability 
and  rehabilitation  systems  in  this  country  have  not  advantaged  the  technological 
development  most  efficient  for  this  era. 

A  macroeconomic  solution  to  runaway  taxation  and  meeting  expenses  of  social 
security  protective  networking  can  only  be  achieved  by  the  personal  introspection 
and  individual  responsible  choice  of  each  committee  member. 

INTRODUCTION 

This  testimony  is  predicated  upon  the  assumption  that  significant  budget  cuts  will 
be  implemented  to  reduce  waste  and  runaway  spending  within  the  social  security 
system. 

The  scope  of  this  presentation  is  primarily  limited  to  cutbacks  possible  within  the 
Social  Security  Disability  Insurance  Benefits  Progam  and  the  Supplemental  Secu- 
rity Income  Program.  The  general  concepts  relevant  to  perpetuating  societal  change 
through  major  budget  cutbacks  should  be  approached  with  a  philosophy  and  tech- 
nology dimensionally  similar  to  that  which  I  am  proposing  for  the  area  with  which  I 
am  most  familiar — disability  benefit  systems. 

It  is  clear  that  expenditures  of  the  Social  Security  Disability  Program  are  rising 
at  a  rate  incompatible  with  the  ability  of  the  taxpayer  to  continue  to  support  them 
(Total  disability  insurance  program  expenditures  quintupled  rising  from  2  billion  in 
1967  to  9  billion  in  1975).  It  is  also  clear  that,  although  many  people  derive  essential 
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life  support  from  social  security  disability  benefits,  the  system  has  created  a  "World 
of  Misery,  Delay  and  Waste"  for  people  seeking  social  security  disability  benefits 
and  relying  on  those  benefits  to  sustain  life  and  regain  self-support  and  dignity. 

Since  the  inception  of  the  Social  Security  Disability  Insurance  Program,  changes 
have  been  made  on  a  regular  and  consistent  basis  to  incrementally  increase  the 
breadth  and  scope  of  the  health  and  safety  net  for  disability  beneficiaries  while 
simultaneously  incrementally  increasing  the  tax  base  rate  necessary  to  pay  for 
programmatic  change.  That  method  of  change  has  attempted  to  improve  the  plight 
of  the  disabled  person  with  the  assumption  that  an  improvement  must  be  paid  for 
by  the  long-run  continued  incremental  payments  of  the  taxpayer.  The  physically  or 
mentally  impaired  person  has  remained  totally  disabled  and  the  overburdened 
taxpayer  is  incrementally  becoming  totally  disabled  by  economic  oppression. 

A  pendulum  relationship  has  been  set  up  between  support  of  the  disabled  popula- 
tion and  economic  survival  of  the  taxpayers.  It  is  clear  that  common  sense  and  the 
thrust  of  the  Reagan  administration  demand  that  the  pendulum  swing  no  further  in 
the  direction  of  increased  taxation.  Yet,  if  the  pendulum  is  allowed  to  swing  back,  it 
is  likely  to  destroy  an  already  bare  essential  health  and  income  network  of  protec- 
tion for  the  disabled. 

CHANGE  MUST  OCCUR — HOW? 

Change  which  will  benefit  both  the  taxpayer  and  disabled  person  is  possible  only  , 
with  a  redefinition  of  the  concepts  of  disability  benefits  and  with  systematic  and 
comprehensive  transformation  of  the  bureaucratic  service  delivery  system.  In  es- 
sence, the  relationship  between  the  taxpayer  and  the  disabled  person  must  change 
from  a  pendulum  of  support  relationship  to  a  relationship  which  allows  for  the 
transformation  of  disabled  people  to  a  role  of  self-determination  and  self-support. 
This  type  of  change — paradigm  change — demands  that  we  rethink  and  reformulate 
the  concept  of  disability  insurance  benefits  rather  than  merely  prune  benefit  pay- 
ments or  eliminate  specific  categories  of  factors  to  be  considered  in  a  disability  [ 
adjudication  system. 

DISABILITY  VERSUS  ABILITY  BENEFITS 

Paying  people  who  are  incapacitated  from  work  and  expected  to  be  incapacitated 
for  a  period  of  a  year  or  more  is  qualitatively  different  than  paying  people  based 
upon  a  definition  of  disability  which  equates  them  with  "inability  to  do  any  substan- 
tial gainful  activity  by  reason  of  any  medically  determinable  physical  or  mental 
impairment."  The  latter  definition  of  disability  presumes  that  disability  beneficia- 
ries suffer  from  severe  and  chronic  physical  or  mental  conditions  that  are  character- 
ized generally  by  their  progressive  nature;  that  damage  is  permanent,  continuous, 
and  increasingly  severe;  and  that  there  are  no  intervening  strategies  which  can 
reverse  this  trend  in  the  long  run.  This  assumption  is  inaccurate  but  once  the 
assumption  is  accepted,  it  influences  the  creation  of  the  stagnant  nature  of  disabil- 
ity which  it  predicts.  Not  only  are  the  return  to  work  statistics  for  social  security 
disability  beneficiaries  incredibly  low,  but  statistics  for  return  to  work  of  those 
people  who  have  unsuccessfully  attempted  to  obtain  benefits  have  also  been  incredi- 
bly low.  (About  one  in  three  disability  claimants  with  unfavorable  decisions  at 
hearings  in  1970  had  earnings  in  the  following  five  years  with  only  about  one  in  ten 
averaging  earnings  of  $3,600.00  or  more.)  In  essence,  once  a  person  is  defined  by  self 
or  the  system  as  totally  disabled,  that  person  is  unlikely  to  return  to  work  even  if 
disability  should  only  temporarily  displace  from  productive  activity.  Also,  the  very 
fact  that  disability  insurance  benefits  pay  more  than  unemployment  insurance 
benefits  conditions  beneficiaries  to  the  fact  that  they  are  worth  more  as  being 
totally  disabled  than  they  are  as  being  employed. 

The  statistics  on  maintenance  of  disability  attitude,  i.e.,  those  which  reflect  the 
continuance  of  disability  insurance  benefits,  are  incredibly  out  of  sine  with  the 
current  potential  of  disabled  people  to  rehabilitate.  In  the  last  10  years  the  sciences 
of  medical,  vocational,  and  engineering  rehabilitation  have  advanced  to  the  level 
which  no  longer  allows  us  to  assume  that  people  who  meet  or  equal  the  social 
security  disability  listing  will  remain  unable  to  engage  in  any  type  of  substantial 
gainful  work  activity.  I  am  prepared  to  show  numerous  examples  of  severe  physical 
or  mental  impairments  which  have  been  clearly  and  successfully  remediated  by 
appropriate  rehabilitation  strategies.  Such  devices  as  mini  computers  to  assist  in 
learning  strategies  for  the  mentally  retarded,  electronic  reading  devices  for  the 
blind,  robotics  development  for  the  orthopedically  handicapped,  rehabilitation  sur- 
gery therapy  for  the  supposedly  terminal  neoplastic  conditions  are  among  a  few  of 
the  strategies  which  have  been  clearly  shown  to  reverse  disability.  However,  those 
strategies  cannot  even  be  implemented  successfully  amongst  an  impaired  population 
who  is  frightened  of  losing  the  sustenance  of  day-to-day  medical  care  and  basic 
income. 
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1979  estimates  of  the  Social  Security  Administration  indicate  that  approximately 
80  percent  of  the  awarded  disability  claims  do  not  involve  consideration  of  vocation- 
al factors.  In  essence,  there  is  an  increasing  likelihood  for  disability  decisions  to  be 
made  based  upon  medical  criteria  only.  The  medical  criteria  developed  by  the 
administration  many  years  ago  have  not  been  effectively  updated  to  reflect  ad- 
vances in  medical  and  rehabilitation  technology.  Again,  disability  is  stressed,  and 
even  created,  and  potential  for  rehabilitation  improvement  and  adjustment  are 
generally  ignored.  Approximately  30  percent  of  the  disallowed  social  security  dis- 
ability cases  are  appealed.  Out  of  that  30  percent,  about  50  percent  are  reversed  at 
the  administrative  law  level.  By  far  the  largest  percentages  of  the  cases  reversed  at 
the  administrative  law  level  involve  the  consideration  of  vocational  factors  relevant 
to  ability  to  perform  work  which  exists  in  significant  number  in  the  national 
economy.  The  Social  Security  Administration  utilizes  an  inconsistent,  cumbersome, 
and  incomplete  method  of  evaluating  vocational  factors  at  different  levels  of  the 
adjudication  and  appeals  process.  Rarely  are  disability  claimants  given  appropriate 
feedback  relevant  to  their  ability  to  actually  match  up  with  specific  obtainable  jobs. 
Even  in  the  case  of  disability  denials,  clients  go  through  the  process  of  disability 
adjudication  while  learning  virtually  nothing  about  their  productivity  and  relevant 
ability  for  self-sufficiency. 

For  the  impairment  related  benefit  system  to  have  an  overall  positive  effect  on 
the  economy,  those  systems  must  be  based  upon  a  philosophy  of  transformation 
towards  ability  rather  than  compensation  for  disability.  Compensation  for  disability 
creates  stagnation  and  uncontrollable  dependency  of  the  disabled  population  upon 
the  nondisabled  working  population.  Changes  within  the  current  definition  of  dis- 
ability will  assist  greatly  in  allowing  the  disabled  population  to  see  themselves  as 
potentially  able. 

1.  For  the  first  5  year  after  the  onset  of  a  disabling  condition  which  is  currently 
considered  to  be  one  which  prevents  substantial  gainful  work  activity,  impaired 
individuals  ought  to  be  paid  benefits  based  upon  the  assumption  that  their  impair- 
ment is  temporarily  totally  disabling.  This  operational  definition  should  be  applied 
to  people  with  physical  or  mental  conditions  in  spite  of  the  severity  of  their  signs 
and  symptoms.  An  intrical  part  of  the  temporary  total  disability  system  must  be  the 
attempt  to  reactualize  ability.  Rehabilitation  efforts  ought  to  be  focused  on  those 
strategies  which  will  mainstream  disabled  people  within  the  private  sector  of  com- 
petitive employment.  After  the  5-year  adjustment  period,  those  individuals  still 
unable  to  fully  or  partially  compete  in  the  labor  market  could  be  evaluated  for  a 
permanent  disability  rating.  Permanent  disability  benefits  ought  never  exceed  the 
amount  of  money  paid  under  temporary  disability  programs.  In  essence,  such  a 
system  would  create  an  incentive  for  the  disabled  individuals  to  adjust  to  disability 
and  formulate  concrete  plans  to  reactualize  abilities  in  order  to  best  provide  for 
safety,  health  and  income  maintenance. 

2.  The  disability  benefits  program  must  be  intrically  tied  with  efforts  to  stimulate 
re-entry  of  disabled  people  into  the  private  sector  of  competitive  employment.  Public 
sector  employment  stimulation  projects  for  the  disadvantaged  and  disabled  have 
been  largely  unsuccessful  in  this  country  because  public  employment  programs  have 
generally  not  been  correlated  to  the  private  market  test  of  consumer  willingness  to 
purchase  goods  and  services.  Such  a  phenomenon  has  led  to  the  need  to  continue 
public  service  programs  in  order  to  continue  what  employment  was  generated  by 
the  stimulation  from  such  programs. 

VOCATIONAL  FACTORS  IN  DISABILITY  ADJUDICATION 

Contacts  with  the  Social  Security  Administration  have  indicated  that  Congress  is 
considering  changing  the  definition  of  disability  for  social  security  purposes  so  that 
vocational  factors  are  no  longer  considered  in  the  disability  adjudication  process. 
Such  an  alteration  in  the  definition  of  disability  would  cause  nothing  but  chaos  in 
the  form  of  further  employment  stagnation.  It  has  been  well  studied  and  well 
understood  by  both  the  Social  Security  Administration  and  private  economists  and 
vocational  experts  that  the  greatest  factors  in  determining  whether  or  not  disabled 
people  return  to  competitive  employment  after  severe  disability  are  the  factors  of 
age,  education  and  prior  work  experience.  In  essence,  when  age,  education  and  prior 
work  experience  form  a  negative  profile  relevant  to  return  to  work,  disabled  people 
don't  return  to  work.  On  the  other  hand,  many  people  with  medical  diagnoses  which 
fit  well  within  the  social  security  medical  guidelines  also  have  quite  favorable 
vocational  profiles  in  terms  of  age,  education  and  work  experience.  In  essence,  it  is 
those  people  who  ought  to  be  the  target  of  rehabilitation  and  therefore  temporary 
disability  payments.  It  is  those  people  who  are  most  likely  to  re-enter  the  labor 
market  effectively  and  reduce  the  ever  increasing  percentage  of  people  in  our 
country  on  total  disability  benefits.  (Common  examples  of  this  phenomenon  are 
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former  President  Franklin  Roosevelt  and  George  Wallace,  both  of  whom  would  meet 
current  listings.)  Rather  than  eliminating  vocational  factors  in  all  cases  for  disabil- 
ity adjudication,  vocational  factors  ought  to  be  systematically  considered  in  all  cases 
for  disability  adjudication  and  for  referral  to  vocational  rehabilitation.  There  is  a 
wealth  of  available  statistical  data  to  support  these  contentions  and  I  would  be  more 
than  happy  to  supply  such  data  to  Congress  upon  request. 

COMPUTERIZATION 

Both  vocational  counseling  and  guidance  and  disability  adjudication  procedures 
are  generally  being  carried  out  through  processes  representative  of  the  pre-comput- 
er  age.  In  essence,  fields  of  disability  adjudication  and  vocational  counseling  and 
guidance  have  not  properly  incorporated  technological  uses  of  mini  computers  and 
vocational  data  banks  with  larger  computer  networks  to  make  either  appropriate 
disability  decisions  or  reaccess  appropriate  employment.  In  the  last  few  years, 
however,  the  field  of  vocational  counseling  and  guidance  has  begun  implementation 
of  computer  data  based  systems  relevant  to  the  analysis  of  job  histories  and  has 
used  this  data  to  assist  people  in  job  placement.  In  essence,  cutbacks  which  are 
made  without  cognizance  of  these  developments  will  be  grossly  inappropriate.  It 
would  be  appropriate  for  Congress  to  stimulate  the  utilization  of  individualized 
computer  networking  for  disabled  or  unemployed  people  to  help  offset  manpower 
cutbacks.  If  government  personnel  are  to  be  cut,  incentive  should  be  given  to  the 
private  sector  to  increase  technology  available  to  assist  the  unemployed  person  to 
utilize  transferable  skills  for  private  sector  employment  and  find  appropriate  educa- 
tion or  training  when  transferable  skills  are  lacking. 

SELF-SUPPORT  PLANS 

In  1973  the  original  SSI  law  and  regulations  provided  for  the  set  aside  of  income 
or  resources  of  a  disabled  individual  which  were  being  utilized  to  assist  that  person 
in  reducing  overall  dependency  upon  the  social  security  system.  Because  the  Social 
Security  Administration  has  been  oriented  towards  paying  disability  benefits  rather 
than  assisting  disabled  clients  to  remove  themselves  from  the  roles  by  actualizing 
their  abilities,  those  provisions  of  the  law  and  regulations  relevant  to  self-supported 
plans  have  never  been  systematically  implemented  through  clear  operating  policy 
on  a  national  level.  Disabled  people  with  potential  and  desire  to  remove  themselves 
from  the  social  security  roles  have  not  known  how  to  protect  their  SSI  benefits 
while  working  to  achieve  self-support.  I  have  had  personal  experience  with  several 
clients  who  attempted  to  use  self-support  plans  to  further  their  ability  to  get  off  the 
social  security  disability  roles  permanently.  Plans  submitted  through  the  proper 
procedures  to  the  administration  have  generally  met  with  incredible  delay  and 
inappropriate  action.  In  many  cases,  the  very  fabric  of  the  client's  movement 
towards  self-support  has  been  sabotaged  by  the  lack  of  appropriate  and  timely 
action  by  the  Social  Security  Administration.  Self-support  of  the  disabled  and  blind 
must  become  a  primary  program  objective  as  was  the  original  intent  of  Congress.  It 
should  be  noted  that  self-support  plan  provisions  of  the  law  are  distinct  from  those 
rehabilitation  related  provisions  of  the  law  which  allow  for  federal  funding  of  state 
sponsored  rehabilitation  programs  for  the  social  security  disability  beneficiary  and 
SSI  recipient.  Trust  fund  rehabilitation  efforts  through  state  agencies  have  been 
unsuccessful  for  reasons  primarily  outside  of  the  scope  of  rehabilitation  practice. 
(Poor  program  coordination,  disincentives  to  employment  and  incentive  to  "disabil- 
ity" are  some  causative  factors.)  Self-support  plans  provide  potential  for  removing 
disincentives  to  employment  far  more  effectively  than  does  trust  fund  funding  of 
state  rehabilitation  services.  The  1980  Social  Security  Amendments  coupled  with 
the  self-support  plan  provisions  of  the  law  do  provide  an  adequate  combination  of 
incentives  for  return  to  work  for  those  people  who  meet  the  requirements  for  SSI 
benefits.  Because  self-support  of  the  disabled  and  blind  has  not  been  an  operational 
priority  of  social  security  in  spite  of  legislative  intent,  Congress  should  clearly 
reassert  that  priority  to  the  administration. 

The  operational  definition  of  disability  for  the  Social  Security  Disability  Program 
needs  to  be  changed  to  be  reflective  of  the  same  system  of  incentives  for  return  to 
work  as  now  exists  within  the  SSI  definitions.  The  system,  as  it  currently  exists, 
provides  incentives  for  those  people  who  generally  are  the  least  likely  to  return  to 
work  by  virtue  of  their  vocational  profiles  but  it  provides  disincentives  to  those 
people  who  have  strong  work  histories  and  can  perhaps  reenter  the  labor  market 
with  the  least  overall  cost  to  society  and  the  least  continuing  drain  on  the  trust 
fund. 

Though  self-support  plans  are  potentially  valuable  in  decreasing  the  disability 
roles,  congressionally  mandated  guidelines  are  advised  to  insure  against  exploita- 
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tion.  Current  operating  procedures  do  not  provide  a  formula  for  adequate  evaluation 
of  plan  feasibility. 

VOCATIONAL  EDUCATION 

The  abolition  or  reduction  of  vocational  education  programs  should  only  occur  in 
areas  where  curriculum  are  out  of  sine  with  labor  supply  and  demand  predictable 
within  the  framework  of  the  technological  evolution  of  our  society.  In  essence,  we 
ought  to  abandon  vocational  education  programs  that  are  not  consistent  with  the 
development  of  skills  which  will  be  transferable  to  a  technological  age.  However, 
those  vocational  education  programs  which  are  consistent  with  prognosticated  tech- 
nological societal  development  must  be  maintained,  encouraged  and  stimulated, 
especially  for  the  young.  In  essence,  it  is  quite  simple  that  if  we  don't  educate  our 
people  to  be  compatible  with  the  vocational  needs  of  the  future,  those  people  will 
not  be  able  to  make  a  living.  In  essence,  this  syndrome  is  currently  exemplified 
amongst  the  older  social  security  disability  recipient  with  low  education.  We  must 
not  allow  cutbacks  to  create  a  future  wave  of  unemployable  people. 

GENERAL  EDUCATION  CUTBACKS 

Cutbacks  in  the  areas  of  general  education  are  somewhat  outside  of  the  expertise 
of  a  vocational  expert.  However,  it  is  clear  that  man's  role  in  the  world  of  work  is 
evolving.  It  is  evolving  to  a  more  remote  contact  with  processes  necessary  to  sustain 
life.  General  education  and  education  in  the  arts  is  not  a  luxury  of  our  future 
society.  It  is  a  necessity  to  deal  with  the  increasing  technological  complexity  of  our 
ages.  In  essence,  if  computers  can  plant  the  garden,  water  the  fields,  harvest  the 
crops  and  take  care  of  the  insects,  etc.,  human  beings  must  become  equipped  to  deal 
with  the  time  remaining  to  create  strategies  for  survival  of  the  species  in  a  world  of 
ever  declining  natural  resources. 

ADMINISTRATIVE  REFORM— EMPLOYMENT  CUTBACKS 

The  purposes  of  bureaucratic  administrative  reform  are  to  reduce  inefficiency  and 
waste  and  maintain  the  fabric  of  social  value  prioritized  by  Congress.  Comments 
below  should  be  considered  only  to  the  extent  that  they  are  compatible  with  these 
purposes. 

Cutting  or  altering  major  areas  of  social  security  related  systems  must  be  accom- 
panied by  the  systematic  externally  controlled  alterations  in  function  and  composi- 
tion of  bureaucratic  systems  once  charged  with  administering  programs  which  have 
either  been  shown  to  be  inefficient  or  economically  unfeasible.  Several  factors  relate 
to  whether  or  not  people  functioning  within  the  bureaucracies  will  be  able  to 
transform  their  functioning  to  be  compatible  with  newly  developed  economics  and 
program  priorities.  The  concept  of  transferability  of  skills  is  essential  for  both 
manpower  shifts  and  understanding  on  the  part  of  congressional  architects  when  it 
is  unlikely  that  people  will  be  able  to  efficiently  adjust  to  the  demands  of  competi- 
tion for  jobs  within  the  private  sector.  Cutting  bureaucratic  structures  ought  to  be 
done  with  insight  into  macroeconomic  affect  in  terms  of  the  potential  of  those 
people  laid  off  to  re-enter  competitive  employment  in  either  some  currently  useful 
public  service  position  or  preferably  in  the  private  sector.  Highly  specialized  skills 
which  are  not  transferable  to  private  sector  employment  demand  that  the  worker 
possessing  such  skills  either  retrain  or  utilize  general  education  to  re-enter  the 
labor  market.  An  analysis  of  the  content  of  jobs  which  people  have  performed  and 
are  likely  to  be  displaced  from  and  how  those  jobs  might  match  different  kinds  of 
surplus  and  deficits  within  the  private  sector  and  within  public  sector  jobs  that  are 
currently  under  demand  is  essential.  Across  the  board  cuts  are  going  to  have  an 
extremely  biased  unequal  effect.  In  essence,  some  people  can  adapt  to  being  dis- 
placed from  the  labor  market  others  cannot.  If  you  cut  through  each  population 
with  equal  frequency,  you're  going  to  create  a  class  of  people  who  are  incapable  of 
re-entering  the  labor  market.  There  has  to  be  a  methodology  implemented  to  look  at 
the  potential  effects  of  massive  labor  market  shifts  required  by  extensive  cutting  of 
government  funds.  One  tool  which  can  be  used  in  this  process  is  the  computer 
analysis  of  a  person's  age,  education,  work  experience  for  cross  reference  to  the 
labor  market  supply  and  demand. 

Only  if  the  plan  for  removal  of  people  from  the  labor  market  is  carefully  archi- 
tected can  long  run  cost  to  the  taxpayer  be  averted.  (In  essence,  when  you're 
creating  populations  of  people  who  are  unemployed  and  will  remain  unemployed 
because  of  lack  of  transferable  skills,  you're  creating  a  demand  on  the  taxpayer  to 
support  those  people.  On  the  other  hand,  when  those  people  removed  from  employ- 
ment are  people  who  are  compatible  with  re-entry  into  private  sector  or  prioritized 
public  sector  jobs,  the  drain  on  the  taxpayer  is  far  less  devastating.)  In  essence, 
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without  planned  employment  cutback,  you  will  create  a  new  wave  of  welfare  recipi- 
ents unable  to  trade  in  the  skills  that  may  have  taken  years  to  compile.  Strategic 
use  of  technology  in  the  areas  of  job  analysis  and  labor  supply  and  demand  charac- 
teristics can  be  of  great  assistance  in  figuring  out  what  government  system  cutbacks 
will  have  the  least  devastating  effect  upon  overall  employment  in  the  macroecon- 
omy.  To  properly  do  this,  however,  two  intertwined  but  related  studies  are  required. 
One  field  of  expertise  is  social  economics  and  the  other  is  job  analysis.  In  essence,  it 
must  be  the  interrelated  task  of  those  two  disciplines  to  figure  the:  (1)  transfer- 
ability of  skills  of  people  potentially  displaced  or  changed  around  from  one  system 
in  the  economy  to  another  and,  (2)  overall  economic  relationship  mandated  by  such 
shifts.  Congress  should  obtain  input  from  both  of  these  disciplines  prior  to  imple- 
menting any  radical  cutbacks  affecting  employment  in  the  public  and  private  sec- 
tors. Statistics  available  through  the  U.S.  Department  of  Labor,  and  the  Research 
and  Statistics  Sections  of  numerous  state  employment  services  is  currently  available 
for  computer  programming  to  effectively  isolate  transferability  of  skills  data  rele- 
vant to  major  choices  in  the  areas  of  manpower  displacement.  Budget  cutbacks 
made  out  of  blind  fear  will  create  the  reason  for  future  generations  to  be  afraid. 
Cutbacks  made  with  reasonable  planning  may  create  long-run  relief  of  the  taxpayer 
without  creating  new  ghettos  of  unemployed.  Simple  "across  the  board"  cutting  is  ill 
advised  and  actually  causes  an  unequal  distribution  of  the  burden  of  budget  cuts. 

STATE  OR  FEDERAL  DISABILITY  ADJUDICATION 

The  1980  Social  Security  Amendments  provided  for  stepping  up  federal  review  of 
state  disability  decisions.  Although  the  intent  of  that  legislation  is  laudable,  its 
economic  impact  may  far  outstrip  its  value  by  creating  a  new  bureaucratic  super- 
structure of  disability  review  which  is  quite  costly.  The  structure  enacted  by  the 
amendments  did  not  actually  address  the  problem  precipitating  the  change.  In 
essence,  the  superstructure  of  the  disability  adjudication  process  is  cumbersome  and 
inefficient  and  changes  in  that  superstructure  need  to  be  addressed  more  directly. 
The  system  of  communication  between  district  offices  and  the  state  agencies  for 
disability  adjudication  is  poor.  The  system  of  communication  between  the  disability 
adjudicators  and  the  state  agencies  involved  in  vocational  rehabilitation  is  poor.  The 
communication  system  between  state  disability  adjudicators  and  the  administrative 
law  system  and  SSA  central  office  is  poor.  In  fact,  the  primary  systematic  problem 
of  the  process  is  extremely  poor  communication  among  and  between  all  factions 
working  towards  disability  adjudication  and  rehabilitation.  The  solution  rests  not  in 
administrative  review  through  another  bureaucratic  superstructure.  It  rests  in 
changing  the  basic  structure  under  which  the  disability  adjudication  process  is 
carried  out.  The  overall  adjudicative  costs  per  case  for  disability  applications  versus 
retirement  or  survivors  applications  shows  us  a  staggering  inefficiency  of  the  social 
security  disability  adjudication  process.  In  essence,  creation  of  a  new  superstucture 
to  "review"  this  inefficient  adjudication  process  is  merely  creating  additional  ineffi- 
ciency. 

Two  major  paradigm  shifts  are  possible  solutions  to  the  burdensome  and  ineffi- 
cient disability  adjudication  process  currently  in  existence. 

1.  The  entire  disability  eligibility  and  adjudication  process  could  be  turned  over  to 
states. 

2.  The  entire  disability  adjudication  process  and  disability  determination  process 
could  be  administered  by  the  federal  government. 

The  original  intent  of  the  state  federal  coalition  for  disability  adjudication  was 
noble  but  is  no  longer  pragmatically  necessary  as  a  step  to  insure  impartial  and 
uniform  decisions  throughout  the  country.  In  essence,  if  the  entire  process  of  disabil- 
ity application  and  adjudication  were  handled  by  a  state  agency,  the  federal  govern- 
ment could  still  exercise  significant  control  of  the  uniformity  of  disability  decisions 
by  appropriate  technological  review  of  data  regarding  state  agency  disability  deci- 
sions through  computer  networking.  If  the  disability  process  is  given  entirely  to  the 
state,  there  must  be  a  method  implemented  which  will  insure  that  states  feel  the 
need  to  act  responsibly  in  disability  adjudications.  In  essence,  if  the  states  were 
allowed  to  use  federal  monies  without  control,  many  of  the  problems  exemplified  in 
the  Dutch  social  security  system  can  be  expected.  (In  Holland  one-half  the  males 
over  age  57  draw  disability  benefits.)  The  second  alternative  is  to  eliminate  states 
from  the  disability  adjudication  process  and  centralize  the  disability  adjudication 
process.  In  essence,  this  method  has  disadvantages  in  respect  to  the  need  for 
different  costs  of  living  adjustments  in  different  areas  of  the  country  and  the  need 
for  geographic  and  demographic  planning  for  rehabilitation;  and  it  has  advantages 
regarding  control  of  spending.  In  essence,  the  marriage  between  the  state  and  the 
federal  government  in  the  disability  adjudication  process  hasn't  worked.  Transfor- 
mation requires  analysis  of  this  stituation  and  movement  towards  either  full  state 
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or  full  federal  control  of  the  disability  adjudication  process.  Perhaps  a  project  could 
be  worked  out  under  the  provisions  of  the  1980  Social  Security  Amendments  for 
demonstration  projects  to  test  the  effectiveness  of  a  fully  state  controlled  disability 
adjudication  process  and  a  fully  federal  government  controlled  process. 

PRIVATE  SECTOR  PROGRAM  PLANNING 

The  operation  of  the  Social  Security  Administration  is  currently  not  compatible 
with  the  incorporation  of  new  concepts  and  technology  relevant  to  scientific  or 
programmatic  advances.  In  essence,  the  administrative  structure  is  set  up  so  that  it 
resists  change  and  input  from  the  private  sector.  It  is  programmed  for  actualizing 
change  within  the  bureaucratic  structure  as  a  reactive  system  to  congressional 
mandate.  In  essence,  it  is  currently  impossible  for  private  citizenry  to  effectively 
assist  the  government  in  changing  bureaucratic  structures  which  are  totally  out  of 
date  without  the  private  sector  going  through  Congress  to  effectuate  change  in  the 
bureaucracy.  (A  personal  example  of  that  is  the  unsuccessful  efforts  which  I  have 
made  in  the  last  year  to  have  the  Social  Security  Administration  consider  the  use  of 
computerized  systems  to  assist  in  the  evaluation  of  vocational  factors  in  the  disabil- 
ity adjudication  process.)  Congress  ought  to  place  greater  legislative  emphasis  upon 
contracting  with  the  private  sector  for  conducting  studies  and  proposing  models  for 
social  security  reform. 

The  1980  Amendments,  for  example,  provided  for  demonstration  projects  to 
remove  disability  work  disincentives  but  embodied  SSA  as  the  organization  to 
screen  and  select  acceptable  projects  (subject  to  congressional  approval).  This  al- 
lowed significant  conflict  of  interest  regarding  projects  which  might  test  significant 
alteration  of  either  program  policy  or  bureaucratic  staff  reduction.  It  is  suggested 
that  Congress  reassign  the  administration  of  these  projects  to  either  the  private 
sector  or  a  combination  of  private  and  public  sector  interests. 

CONCLUSION 

The  above  testimony  briefly  summarizes  my  opinions  on  the  mentioned  topics. 
During  the  week  of  the  11th  of  May,  I  will  be  available  in  Washington,  D.C.  for 
more  detailed  information.  I  will  also  have  available  data  and  presentations  regard- 
ing computerizations  of  aspects  of  disability  adjudication,  technological  develop- 
ments in  rehabilitation  and  ability  versus  disability  systems.  I  can  be  contacted  for 
an  appontment  either  in  California  or  through  Congressman  Eugene  Chappie's 
office  assistant  Nancy  Mattias  in  Washington,  D.C. 
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